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is  a  cyberspace 
real  estate 
developei 


You#re  ready  to  print  now. 
Too  bad  your  printer  is  still  warming  up. 

(So  that's  why  your  printer  was  free.) 

Certain  companies  may  give  you  a  printer  for  free.  But  then  when  you  go  to  print,  you  could  have  to  wait 
a  while  for  it  to  warm  up.  CDW  offers  HP  printers  with  Instant-on  Technology,  so  you  finish  printing  before 
some  other  printers  are  even  ready  to  start.  Save  time,  be  more  productive  and  stay  happy  by  getting  the 
printer  and  convenience  you  need.  Get  an  HP  printer  from  CDW,  the  place  with  the  expertise  and  service 
you  can  count  on  for  all  your  technology  needs. 


HP  LaserJet  2430n  Printer 

Network-ready,  monochrome  laser  printer 

Print  speed:  up  to  35  ppm 

Resolution:  1 200  x  1 200  dpi  with 

HPProRes1200 

Duty  cycle:  100,000  page?  per  month 

Parallel  and  USB  2.0  ports 


SftQQ     PRINTER 

OJJ     CDW  7589" 


INSTANT  SAVINGS 


$799 


instant  savings;  call  your  CDW  account  manager  for  details;  offer  ends  7/31/06.  HP  color  access  control  helps  you  manage  color  printing  usage.  With  it,  you  can  enable  or  disable  co 
g  Dy  muiviuual  users  or  groups,  or  you  can  disable  it  entirely.  Price  reflects  $200  instant  savings;  call  your  CDW  account  manager  for  details;  offer  ends  7/31/06.  Offer  subject  to  CDW's  standard  ten. 
and  conditions  of  sale,  available  at  CDW.com,  ©2006  CDW  Corporation 


With  color  access  control 


HP  Color  LaserJet  3800n  Printer 


'  Network-ready,  color  laser  printer 

•  Print  speed:  up  to  22  ppm  black  and  color 

•  Resolution:  600  x  600  dpi  with 
HPImageREt3600 

•  Duty  cycle:  65,000  pages  per  month 

•  USB  2.0  and  Ethernet  ports 


5QQQ    PRINTER 
<J<JJ    rnwRd/i<;i 


INSTANT  SAVINGS' 


$899 


Stapler/stacker  sold  separately 


HP  Color  LaserJet  2840mfp 
Multifunction  Printer 


1  Color  printer,  copier,  fax  and  scanner 
'  Print  and  copy  speed:  up  to  20  ppm  black, 
4  ppm  color 

•  Print  resolution:  600  x  600  dpi  with 
HPImageREt2400 

•  Scan  resolution:  1200  x  1200  optical  dpi 

•  Duty  cycle:  30,000  pages  per  month 

•  USB  and  Ethernet  ports 


5QQQ     PRINTER 


INSTANT  SAVINGS' 


$899 


HP  LaserJet  4240n  Printer 


Network-ready,  monochrome  laser  printer 
'  Print  speed:  up  to  40  ppm 
1  Resolution:  1200x1 200  dpi 
-»  Duty  cycle:  1 75,000  pages  per  month 
•  Parallel,  USB  and  Ethernet  ports 


$11QQ     PRINTER 

■  ■  -J <J    rnw  7finsi 


_;  -2oo 
$999 


INSTANT  SAVINGS' 


You  can't  afford  not  to  buy  an  HP  printer. 


The  Right  Technology.  Right  Away. ' 

CDW.com/WhyHP  •  800.399.4COW 

In  Canada,  call  800.898.CDWC  •  CDW.ca 
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Your  people  are  your  company's  most  important  asset.  They  come 
to  work  each  day  full  of  ambition,  ideas,  plans,  and  goals.  How  do 
you  harness  all  this  energy?  How  do  you  make  it  work  for  you?  Invest  in 
software  that  turns  insight  into  action.  Software  that  connects  and 
inspires.  Then  step  aside  and  watch  your  people— and  your  business- 
realize  success.  Microsoft.  Software  for  the  people-ready  business. 
microsoft.com/peopleready 


taosoft  Corporation.  All  rights  reserved.  Microsoft  and  "Your  potential.  Our  passion."  are  either  registered  trademarks  or  trademarks  of  Microsoft  Corporation  in  the  United  States  and/or 


other  countries. 
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Toyota  U.S.  Operations 

Plants- 10 

Jobs 386,000s 

Investment— "$13B 
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W" hat's  a  good  corporate  citizen? 
It's  not  about  awards  or  mission 
statements  or  press  releases.  It's  about 
people.  People  who  care  about  what  they 
do  and  how  they  do  it.  And  at  Toyota,  we 
know  these  people  pretty  well,  because 
we  hire  them  every  chance  we  get. 

You  see  it  in  every  vehicle  we  build 
here"  Our  over  32,000  team  members 


take  pride  in  everything  they  do.  Quality, 
teamwork  and  dependability,  that's  what 
they  are  all  about. 

Our  team  members  care  about  doing 
what's  right;  at  work  as  well  as  in  their 
local  communities.  They  really  are  good 
citizens.  Which  in  turn  makes  Toyota  a 
better  corporate  citizen.  Isn't  it  nice  when 
things  work  out? 


7CYC7A 


TOYOm 

toy  ota.  com,'1 


Busine? 


JTT 


VM*^^- 


HIGH  TECH,  LOW  MAR.. 

Computer  science:  tfy 
U.S.  lead  is  shrinking  " 


s 


May  1,2006 


Cover  Story 

72  Virtual  World,  Real  Mon 

Join  BusinessWeek's  Rob 
Hof  on  a  j  ourney  to  a 
place  in  cyberspace  when 
thousands  of  players  are 
living  imaginary  lives 
building  real  estate 
empires,  turning  fashion 
on  its  head,  and  dabbling  b 
in  cyberstocks.  Some  of 
these  virtual  "residents" 
are  even  eking  out  a  livin 
Now  big  companies  are 
taking  notice.  How  will 
they  tap  into  this 
collaborative  world 
of  innovation? 
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jlobal  Business 

A  Home  Depot:  One  Foot  in  China 

ure,  the  opportunity  is  huge.  But  the 
etailer  may  be  taking  it  too  slow 

•5  Wal-Mart:  Rapping  on  India's  Door 

Thy  if  s  opening  an  office  in  New  Delhi 


More  Global  Coverage: 

For  additional  insights  into  European 
and  Asian  business,  please  go  to 
www.businessweek.com/globalbiz 
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6  The  Art  of  Motivation 

aluable  lessons  from  steelmaker  Nucor, 
here  workers  are  treated  like  owners- 
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retirees  arriving  daily 
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Federal  funding  for  research  aimed  at 
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him  to  build  a  tech  info  empire 


Features 

13  UpFront 
18  Readers  Report 
106  Figures  of  the  Week 
109  Index  of  Companies 


May  1,  2006  I  BusinessWeek  I  7 


New  York  City  311 

High  performance  delivered 
for  government. 

More  than  2000  non-emergency  city  services  in 
170  languages  for  8  million  residents -services 
that  once  took  14  pages  of  telephone  numbers 
in  New  York  City-are  now  available  24/7  with 
a  single  call  to  311.  Working  closely  with  the 
city's  Department  of  Information  Technology 
and  Telecommunication,  Accenture  took  the 
nation's  largest  311  project  live  in  just  seven 
months,  introducing  not  just  new  applications 
and  technologies,  but  a  new  way  of  doing 
business.  Having  surpassed  the  8  million-call 
milestone  in  its  first  year,  the  system  is  giving 
the  city  of  New  York  the  agility  required  for 
high  performance. 


Thomas  Cook 

High-performance  operations,  delivered. 

A  163-year-old  brand  with  many  owners  over 
the  years,  Thomas  Cook  UK  &  Ireland  was  a 
respected  but  complex  decentralized  travel 
services  business  in  need  of  a  return  to 
profitability.  In  an  innovative  co-sourcing 
arrangement  with  Accenture,  the  company 
created  a  shared  services  center  to  consolidate 
its  widely  dispersed  IT,  finance  and  HR 
administration  operations.  Responsibility  for 
strategy  and  policy  was  retained  by  Thomas 
Cook,  with  Accenture  facilitating  operations 
management.  In  16  months,  the  company 
removed  £140  million  in  operational  costs, 
helping  to  achieve  an  £83  million  turnaround, 
establishing  Thomas  Cook  as  a  high-performance 
player  in  the  competitive  UK  travel  business. 


Do  you  see  the  forest? 
Or  the  trees? 
High  performers  see  both. 


Go  on.  Be  a  Tiger. 


Even  when  facing  unexpected  dilemmas,  high  performers 
never  lose  sight  of  their  ultimate  goal.  To  see  how 
^cce-4 


ccenture.com 


-onsulting  •  Technology  •  Outsourcing 


High  performance.  Delivered. 
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THE  WALL 
STREET  JOURNAL. 


When  it  came  to  our  tasting  of  "white 
goods,"  the  superpremiums  ruled  the 
day.  Here,  our  top  three  in  each 
category,  plus  our  tasters'  comments: 


LIQUOR  BRAND/PRICE* 

OUR  AWARD 

TOP  3  GINS          fc 

Hendrick's 

J£30/750ml 

Most^V 
Flavorful} 

Tanqueray  No. 

Ten  $26/750ml 

Smoothest 

Juniper  Green 
g     Organic 

1     $26.50/750ml 


Best 
Presentation 


hendrick's; 

A  Most  Unusual  Gin 

HENDRICKSGIN.COM 


What's  Hot  This  Week  At 

BusinessWeek.com 

Updated  every  business  day.  BusinessWeek  magazine  is  available  online  free  to 
subscribers:  Go  to  www.businessweek.com  and  follow  instructions  to  register. 


▼  SHARE 


►  PLAY 


Untangling 
Web  Services 


The  Web  has  long  been  a  conduit  for  a  gamut  of  services,  but  how  -v 
access  and  use  them  is  changing.  Our  Web  Services  Special  Report 
handicaps  the  horserace  among  tech's  biggest  players  to  serve  the 
growing  market  for  on-demand  software,  a  more  efficient  way  to 
distribute  applications  over  the  Web.  Small  outfits  are  getting  in  on 
the  action,  too,  with  new  services  that  let  Net  users  edit  music  and 
video.  A  slide  show  highlights  10  of  the  most  promising  new  Web- 
entertainment  tools,  like  YouTube,  which  has  become  one  of  the 
biggest  providers  of  video  on  the  Net.  In  a  Q&A,  Microsoft  Vice- 
President  Blake  Irving  explains  how  the  software  giant  is  trying  to 
muscle  in  on  Google's  game  by  bringing  new  Web  services  to 
consumers.  Finally,  consultant  Jeffrey  Kaplan  dispels  some  commo 
myths  surrounding  the  delivery  of  software  over  the  Web.  You'll  fin 
this  and  more  at:  www.businessweek/go/06/Webservices 


BusinessWeek!  weekend 


Grab  Your  TV  Clicker  This  Weekend  for: 

I  Gas  Prices  Hit  Vacations  I  Upscale  Retirement  Living 
Check  your  local  TV  listings  for  program  dates  and  times.  For  video  clips  go  to  www.businessweekweekend.com 
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We  make  America  work.  Now,  there's  a 

health  insurance  company  that  works  for  us 


INTRODUCING  HEALTHMARKETS  —  A  NEW  APPROACH  TO  AFFORDABLE 
INSURANCE  FOR  INDIVIDUALS,  THE  SELF-EMPLOYED  AND  SMALL  BUSINESSES. 

Today,  there's  a  health  insurance  company  that  works  for  working  Americans.  At  HealthMarkets,  we  provide  affordable 
plans  that  let  you  choose  the  best  combination  of  value  and  benefits  —  helping  to  lower  out-of-pocket  costs.  In  fact,  we 
pioneered  an  approach  to  health  insurance  that  gives  you  tools  you  can  use  to  compare  doctor  and  hospital  charges,  along 
with  quality  of  care.  We  call  this  new  way  of  thinking  Consumer  Guided  Health  Insurance.  When  you  see  real  value,  you 
can  choose  real  value,  control  spending  and  make  smarter  buying  decisions.  Just  like  you  would  with  any  other  purchase. 
HealthMarkets  has  plans  to  fit  every  need  and  budget,  so  you  can  customize  a  plan  that's  right  for  you.  We've  got  a  lot 
more  to  tell  you  about  the  choices  you  can  make  —  call  us  at  1-877-8-WE-PROMISE  or  visit  HealthMarkets.com 


fill  HealthMarkets 

Keeping  the  Promise  of  Affordable  Coverage 


1-877-893-7766    I    www.HealthMarkets.com 


ins  are  underwritten  by  The  MEGA  Life  and  Health  Insurance  Company,  Mid-West  National  Life  Insurance  Company  of  Tennessee,  and  The  Chesapeake  Life  Insurance  Company, 
ministrative  Office:  North  Richland  Hills,  TX.  Exclusions  and  limitations  apply.  Association  Group  plans  require  Association  membership.  MEGA  is  licensed  in  all  states  except  NY; 
d-West  is  licensed  in  all  states  except  ME,  NH,  NY,  VT;  Chesapeake  is  licensed  in  all  states  except  NJ,  NY,  VT.  The  companies'  market  and  plan  availability  varies  by  state. 


Front 


"A  year  ago  we  thought 
$70  would  be  the  death 
knell  for  consumers. 
It  wasn't." 

-Steven  Goldman,  chief  market  strategist  for 

Weeden  &  Co.,  expressing  optimism  to  the  AP 

despite  oil  prices  surpassing  $71  a  barrel 
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OMEIS 
HERE THE 
EDGE  IS 


RED  BY  falling  share  prices 
d  mounting  cash  piles, 
dge  funds  are  eyeing  some 
the  nation's  biggest 
mebuilders.  The  funds 
int  to  prevent  the  housing 
mpanies  from 
nding  that 
sh  on  land, 
rich  could  lose 
iue  fast  as  the 
J  estate 

irket  continues 
pool. 

"If  they  are 
t  buying  land, 
dch  is  a  precursor  to 
ilding  a  home, 
upholders  are  going  to 
nt  the  companies  to  be 
>re  tactical  about  where 
it  cash  should  go,"  says 
holas  Colas,  research 
ector  at  Rochdale  Securities 
i  a  former  analyst  at  hedge 


fund  SAC  Capital.  The  tactic 
favored  by  the  hedge  fund 
activists:  return  the  cash  to 
stockholders. 

Builders  are  starting  to  do 
that.  Just  six  weeks  after  New 
York  hedge  fund  Tontine 
Partners  took  a  9.98%  stake  in 
Beazer  Homes  USA  last 
October,  the  Atlanta  builder 
announced  an  aggressive 
$200  million  to  $250  million 
share  repurchase  program  for 
2006.  Others  with 
outsize  cash 
hoards,  up  to  10% 
to  14%  of  their 
market  caps,  are 
following  suit. 
Centex  in  Dallas, 
Toll  Brothers  in 
Horsham,  Pa., 
Brookf  ield  Homes  in 
Del  Mar,  Calif.,  and  Pulte 
Homes  in  Bloomfield  Hills, 
Mich.,  have  all  announced 
plans  to  buy  back  shares. 

That  may  keep  the  activists 
at  bay,  but  it  also  suggests  that 
builders,  too,  see  a  weaker 
market  ahead. 

-Mara  Der  Hovanesian 


BRYANT  GUMBEL 

Back  in 
the  booth 


IEPT.  OF  EARLY  INDICATORS 

)R  THOSE  pondering  the  current  engineering  gap 
etween  the  U.S.  and  Asia  (page  32),  there's  this: 

i  Apr.  18,  Carnegie  Mellon  University  unveiled 
itatue  of  the  first  engineering  PhD  to 
aduate  from  what  was  then  the  Carnegie 
Mute  of  Technology  back  in  1911.  "His 
reer  illustrates  Carnegie  Mellon's  global 
ach  and  adds  further  luster  to  its  history," 
id  university  President  Jared  Cohon.  The  man 
mmemorated:  one  Mao-Yisheng  (right),  who 
:urned  to  his  native  China  to  design  two  famous 
idges,  Beijing's  Great  Hall  of  the  People, 
d  new  engineering  courses. 


GAME  THEORY 

A  New  QB  for 
The  NFL  Network 

SO  YOU'RE  THE  NFL,  with  a  2/2-year-old  cable  channel  seen  by 
only  a  third  of  the  nation's  90  million  homes  with  cable  and 
satellite.  What  do  you  do?  You  draft  smart,  of  course,  and 
hope  to  create  buzz. 

On  Apr.  26,  the  NFL  Network  is  expected  to  announce  at  its 
programming  presentation  to  advertisers  that  it  has  hired  TV 
veteran  Bryant  Gumbel  and  former  wide  receiver-turned- 
commentator  Cris  Collinsworth  to  call  its  first-time  package 
of  NFL  games,  BusinessWeek  has  learned. 

It's  a  bold  move.  Gumbel,  who  has  presided  for  a  decade  over 
HBO's  Emmy-winning  monthly  show,  Real  Sports  With  Bryant 
Gumbel,  hasn't  been  in  a  booth  since  his  early  days  at  NBC 
Sports.  He  could  not  be  reached  for  comment,  but  sources  say 
the  league  is  hoping  his  marquee  name  will  attract  viewers  and 
persuade  distributors  to  carry  its  network.  An  NFL  Network 
spokesman  declined  comment.  Collinsworth,  a  former 
Cincinnati  Bengal,  will  also  be  part  of  the  new  football 
broadcast  team  at  NBC,  which  will  air  NFL  games  as  well. 

The  new  NFL  Network  package,  a  series  of  eight 
games  on  Thursdays  and  Saturdays,  will  debut  on 
Thanksgiving  night.  -Tom  Lowry 
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PRIVATE  EQUITY 

REAL  SKIN 
IN  THE 
(AD)  GAME 

ADVERTISERS  usually  pay  an 
ad  agency  to  fix  their  brands 
But  Haggar  Clothing,  bought 
by  private  equity  investors 
last  fall,  has  decided  that 
a  business 
partnership  with 
hot  shop  Crispin 
Porter  +  Bogusky  is 
even  better.  The 
award-winning 
Miami  agency  is 
trading  its  work 
for  an  undisclosed 
piece  of  Haggar. 
Crispin  President  Jeff  Hicks 
says  he  wants  to  "put  some 
of  the  agency's  skin"  into 
turning  around  brands, 
noting  that  Adidas,  Converse, 
and  Burger  King  started  their 
turnarounds  with  private 
equity.  (One  of  Haggar's 
backers,  Infinity  Associates, 

BLOGSPOTTING 

KICKING  THE  TIRES 

thetruthaboutcars.com 

»  WHY  READ  IT  For  a  vulture's 
view  of  the  auto  industry, 
highlighted  by  the  long- 
running  "General  Motors 
Death  Watch"  by  Robert 
Farago  and  others. 

»  NOTABLE  POST  "Even 
without  considering  the  cost 
of  an  auto-show  stand  or  the 
expense  of  going  to  one,  the 
Internet  is  175%  more 
efficient...  If  the  organizers 
of  the  New  York 
International  Auto  Show 
could  suck  a  buck  from  every 
one  of  the  Web  heads  who 
check  in  on  their  vapid 
display  of  automobiles-in- 
aspic,  they'd  make  enough 
money  to  pay  for  post- 
traumatic show  disorder 
therapy— for  everyone!" 

14  I  BusinessWeek  I  May  1.  2006 


bought  Converse,  fixed  the 
brand,  and  sold  it  to  Nike.) 
Haggar  Chief  Marketing 
Officer  Stephen  Croncota 
says  he  chose  Crispin  after 
seeing  its  ad  for  Mini  Cooper 
cars  on  a  billboard  ("The 
SUV  Backlash  Starts  Now"). 
"I  love  that  they  aren't  part 
of  the  fashion  agency  mafia," 
says  Croncota,  once  chief 
marketer  for  Versace.  During 
the  dot-com 
boom,  a  lot  of 
agencies  traded 
work  for  stock  or 
options  from  Web 
startups,  and 
many  were  left 
holding  wallpaper. 
And  a  few  ad 
shops  doing  sweat 
equity  deals  with  private 
equity  firms  had  to  sue  for 
the  payoff.  Hicks  says  he's 
confident  he  won't  be 
plastering  the  walls  with 
promissories.  For  now,  he's 
wearing  free  Haggar  pants 
around  the  office. 

David  Kiley 


IN  LIVING  ODOR 

WHEN  TERRENCE  MALICK'S  The  New  World 
opens  this  week  in  Japan,  viewers  in  "aroma 
premier"  seats  at  two  theaters,  in  Tokyo  and 
Osaka,  will  be  showered  with  scent  as  they 
watch  the  film  about  early  America.  NTT 
Communications,  which  sells  computer- 
driven  gizmos  that  dispense  fragrances  with 
click  of  the  mouse,  will  have  machines  releas 
aromas  during  emotional  scenes.  Think 
lavender  for  romance,  patchouli  for  anger.  It's 
not  a  cinematic  first.  (In  1960,  Scent  of 
Mystery  was  shown  in  "Smell-O-Vision"  in  the 
U.S.)  Still,  NTT  says  that  Japanese  hotels  anc 
venues  in  a  half-dozen  countries  have  asked 
for  a  demo  of  the  system.  -Ken/7  Hall 


oecause  Wall  Street  likes 

SURPRISES 

even  less  than  you  do. 


Now  you  can  gain  the  visibility  and  control  you  need  to 
eliminate  financial  and  operational  surprises. 


Only  Cognos'  solution  for  enterprise  planning  provides  the  flexibility  to  automate 

and  link  all  your  financial  plans  and  forecasts  to  their  operational  drivers. 

Which  means  you  always  have  a  complete  view  of  your  organization's  performance. 

With  the  lead  time  and  ability  to  assess  alternatives  and  course-correct. 

86  of  the  Fortune  100  rely  on  Cognos, 

because  it's  the  proven  way  to  avert  "predictable"  surprises. 

Visit  www.cognos.com/nosurprises  today. 


ght  ©  2006  Cognos  Incorporated.  All  rights  reserved. 


THE  NEXT  LEVEL  OF  PERFORMANCE™ 


ON  THE  JOB 


THE  OFFICE 
CLOSET 
EMPTIES  OUT 

Supported  by  increasingly 
friendly  environments,  74%  of 
gay  and  lesbian  employees 
say  they  are  completely  out 
at  work,  according  to  a 
survey  of  Lambda  Legal's 
online  community  members. 
Another  15%  of  the  1,205 
people  in  the  poll,  released  by 
Lambda  Legal  and  Deloitte 
Financial  Advisory  Services 
on  Apr.  5,  say  they  have  told 
selected  co-workers  (but  not 
supervisors)  about  their 
sexual  orientation.  In  a  2003 
survey  conducted  by  the 
Human  Rights  Campaign  and 
Harris  Interactive,  only  47% 
of  respondents  reported 
being  out  at  work.  The 
growing  openness  parallels  a 
shift  in  corporate  attitudes 
and  policies.  Of  the  500 
largest  U.S.  companies,  for 
example,  249  offer  domestic- 
partnership  benefits  today, 
up  from  28  a  decade  ago. 
But  the  comfort  zone  still 
varies  by  profession,  income, 
and  region.  Legal,  health-care, 
and  media  employees  feel 
freest  to  be  out.  Workers 
making  under  $50,000  are 
less  likely  to  be  open,  as  are 
those  in  mid-Atlantic, 
Southern,  and  Mountain 
states.  -Jessi  Hempel 


ALSO IN 
THE  WAKE: 
WAGE ABUSE 

WE'VE  HEARD  about  the 
charity,  insurance,  and 
procurement  fraud 
surrounding  the  post- 
Katrina  recovery  effort.  Less 
noticed  have  been  the  abuses 
of  wage-and-hour  laws 
suffered  by  some  of  the 
thousands  of  workers  who 
have  poured  into  the  three 
afflicted  Gulf  states.  The  pay 
violations  have  prompted  the 
Labor  Dept.  to  join  the  Justice 
Dept.'s  Hurricane  Katrina  Fraud 
Task  Force  in  the  hope  that 
federal  watchdogs  on  the 
lookout  for  fraud  will  keep 
their  eyes  open  for  employee 
ripoffs  and  prosecute 
offenders.  (President  Bush 


INNOVATION 


suspended  "prevailing 
wages"  rules  after  Katrina 
struck,  then  reinstated  them 
a  few  months  later,  in 
November,  2005.) 

Many  of  the  laborers 
involved  in  the  Gulf  Coast 
rebuilding  are  Mexican 
immigrants  who  speak  little 
or  no  English  and  are 
unaware  of  wage  laws.  "This 
seemed  like  a  situation  ripe 
for  the  exploitation  of 
workers,  and  the  task  force 
helps  us  to  connect  to  other 
enforcement  efforts  going  on 
there,"  says  Victoria  Lipnic, 


Assistant  Secretary  of  Labo: 
for  Employment  Standards. 
Before  joining  Justice's 
antifraud  group,  the 
department  had  collected 
$289,000  in  back  pay  for 
300  Katrina  workers  who 
weren't  paid  properly.  And 
Lipnic  says  her  agency  is 
pursuing  190  more  cases 
involving  several  thousand 
workers.  Labor  had  18 
inspectors  in  Gulf  Coast 
offices  before  the  storm  an< 
will  add  8  to  10  more  this 
year,  including  Spanish 
speakers.      -Aaron  Bernste 


HAVE  A  SEAT  A 

student  design 


IT'S  SPRING,  and  seniors  at  the 
nation's  top  design  schools  are  being  wooed 
by  a  growing  number  of  corporate  recruiters 
in  search  of  today's  hot  commodity: 
innovation.  Take  a  look  at  who's  tapping 
design  campuses  for  talent.  -Reena  Jana 


Art  Center  College 
of  Design 

Pasadena,  CA 

Carnegie  Mellon 
University's  School  of 
Design  Pittsburgh 

Parsons  The  New  School 
of  Design 

New  York 


Rhode  Island  School 
of  Design 

Providence 

The  Institute  of  Design 
at  Illinois  Institute  of 
Technology  Chicago 


Environmental,  graphic,  product, 
and  transportation  design; 
illustration;  advertising 


Communication  and  industrial 
design 


Interior,  lighting,  product, 
communication,  tashion, 
technology,  and  architectural 
design 


Apparel,  furniture,  graphic, 
industrial,  architectural,  and 
textile  design 


Communication,  product  design, 
and  design  planning 


Roxy  surf  and  beach 
wear;  Polaris 
Industries 


Michelin;  Microsoft 
(first  hire  from 
CMU's  design  dept.) 


Colgate-Palmolive; 
General  Motors 


Target; 
General  Mills 


SAP;  Unilever 


Branding;  all-terrain 
vehicle  design 


General  design 
innovation;  industrial 
design 


Toothbrush  design; 
car  interiors  (fashion 
majors) 


Graphics,  home 
furnishings,  and  other 
product  designs 


I 


New-product  research 


Data:     ireer  Services  offices  at  Art  Center  College  of  Design.  Carnegie  Mellon.  Parsons.  Rhode  Island  School  of  Design,  and  Institute  of  Design  at  Illinois 
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uni-b 

PERFORMANCE    AND     D  I!  S  I  G 


Over  $815  million  is  lost  annually  by  Americans  to  check-washing, 
a  form  of  identity  theft 

The  uni-ball  207  features  a  special  ink  that  is  trapped  in  paper,  making 
criminal  check-washing  and  document  forgery  virtually  impossible 


The  uni-ball  207  is  the  only  pen  endorsed  by  Frank  W.  Abagnale,  a  world-renowned 
identity  theft  expert  and  subject  of  the  movie  Catch  Me  If  You  Can. 
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While  no  one  would  be 
happy  losing  10%  of  their 
home's  value,  most 
homeowners . . .  are  not 
likely  to  be  too  hurt" 


-Bernard  Katzmann 
San  Francisco 


THE  VALUE  OF  HOMEOWNERSHIP 
THAT  ECONOMISTS  MISS 

AS  A  REAL  ESTATE  salesperson  in  San 
Francisco,  what  concerns  me  about 
"Buyer  (and  seller)  beware"  (Cover  Story, 
Apr.  10)  are  the  conclusions  arrived  at  by 
economists  in  determining  whether  real 
estate  is  overvalued,  whether  based  on 
historical  trends  or  on  comparable  rental 
costs.  Homeowners  have  the  right  to 
make  choices  and  decisions  regarding 
changes  to  their  homes  that  renters  may 
not  be  able  to  make,  and  owners  are  not 
subject  to  the  whims  of  rent  increases  or 
losing  a  lease  and  having  to  move.  Simi- 
larly, those  advocating  selling  at  supposed 
market  highs  and  renting  are  recom- 
mending a  market-timing  philosophy 
that  historically  has  been  counterproduc- 
tive for  investments. 

Michael  Mandel's  predictions  are  not 
as  earth-shattering  as  the  doom-and- 
gloom  predictions  we  have  become  ac- 
customed to  ("Think  of  it  as  a  return  to 
normal,"  Cover  Story,  Apr.  10).  While  no 
one  would  be  happy  losing  10%  of  their 
home's  value,  most  homeowners  who 
have  owned  for  even  a  short  period  and 
those  who  plan  to  buy  using  established 
types  of  loans  and  avoiding  creative  fi- 


nancing, with  the  intent  to  enjoy  tht 
homes  for  a  reasonable  period  of  time,  e 
not  likely  to  be  too  hurt  by  such  a  pri| 
drop.  I  agree  that  a  drop  is  possible,  b  j 
predictions  of  "experts"  should 
viewed  as  what  they  often  are:  mere 
guesses. 

-Bernard  Katzma  < 
San  Francu 


I  AM  A  REAL  ESTATE  professional  w> 
35  years  of  experience.  I  do  not  dare 
comment  on  what  may  happen  in  plac 
such  as  Texas,  California,  or  Florid 
However,  in  the  area  where  I  practi 
northwest  New  Jersey,  the  fundament  t 
are  strong:  Demand  for  housing  (sing, 
family  homes,  multifamily  properti 
condos,  and  rentals)  continues  to  outst; 
current  and  projected  supply.  Strong  ( 
mographics  provide  support  to  demaii 
Yet  buyers  have  become  choosier  a 
more  careful,  and  sellers  are  beginning 
lose  confidence  in  the  market  and  f 
about  the  future.  This  has  created  a  te 
porary  slowdown  in  home  sales. 

At  the  end  of  the  day,  buyers  will  hs 
to  bite  the  bullet  once  more  because  si 
ply-and-demand  fundamentals  will  p 
vail  over  media  hype  and  slightiy  higl 
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Growth  and  protection.  The  strong  and 
steady  approach  to  a  secure  retirement. 

At  Prudential  Retirement. 

Protect  what  really  matters,  and  grow  it  with  care.  That's  our 
approach  to  planning  for  retirement. 

For  decades,  we've  used  our  strength  in  investments  and  insurance  to 
help  people  and  organizations  plan  for  retirement.  Today,  more 
than  3  million  individuals  choose  Prudential  Retirement  to  help 
them  grow  and  protect  wealth  —  from  accumulating  assets  to 
managing  retirement  income. 

Growth  and  protection  from  a  company  that's  stood  the  test  of 
time.  That's  the  strong  and  steady  approach  to  a  secure  retirement. 
That's  Prudential  Retirement. 


800-353-2847 


www.prudential.com 


udential  Retirement 

S1 36.5  Billion  in  Client  Assets  Under  Administration* 
80  Years  of  Retirement  Experience 
Defined  Contribution  Plans 
Defined  Benefit  Plans 
Non-Qualified  Plans 


r^  Prudential 
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Crowing  and  Protecting  Your  Wealth" 


/2006.  Prudential  Financial.  Securities  products  and  services  offered  by  Prudential  Investment  Management  Services  LLC  (PIMS),  Three  Gateway  Center,  14th  floor,  Newark,  NJ.  Prudential  Retirement  is  a 
lential  financial  business  and  is  a  service  mark  of  The  Prudential  Insurance  Company  of  America,  Newark,  NJ  and  its  affiliates  'As  of  12/31/05.  INST-20O51227-A017O03 


ReadersReport 


mortgage  rates.  For  me  the  old  truism  is 
still  valid:  All  real  estate  is  local. 

Domingo  E.  Galdos 
Vernon,  N.J. 

RE  "REAL  ESTATE  brokers  are  racing  for 
shelter"  (Cover  Story,  Apr.  10):  This  piece 
of  investigative  journalism  is  why  I  have 
subscribed  to  BusinessWeek  for  20  years. 
As  the  Justice  Dept.  is  investigating  the 
industry  for  being  inflexible  in  adjusting 
the  "gold  standard,"  maybe  they  should 
get  a  BusinessWeek  subscription! 

-Doug  Francis 
Fairfax,  Va. 

CALIFORNIA  ALREADY  HAS  A 
NIFTY  PC-RECYCLING  PROGRAM 

AS  A  MEMBER  of  a  coalition  of  16  leading 
global  electronics  manufacturers,  I  read 
"HP  wants  your  old  PCs  back"  (Environ- 
ment, Apr.  10)  on  e-waste  with  dismay.  It 
fails  to  portray  the  successful  California 
Advanced  Recycling  Fee  system  accurate- 
ly. The  California  system  has  many  ad- 
vantages over  a  haphazard  collage  of  dis- 
jointed manufacturer  take-back  programs. 
It  completely  eliminates  the  so-called  or- 
phan problem  (i.e.,  who  will  pay  for  recy- 
cling of  products  from  manufacturers  no 
longer  in  business),  sorting  and  manag- 
ing products  by  individual  brand,  and  is 
easier,  and  therefore  less  costly,  to  en- 
force. Since  starting  up  in  January,  2005, 
the  California  system  has  collected  64.8 
million  pounds  of  computer  monitors 
and  TVs  for  recycling  and  has  come  in  be- 
low budget. 

Most  important,  the  advance  fee  em- 
bodies a  strong  educational  message,  let- 
ting consumers  know  that  they  have  a 
positive  role  to  play.  As  a  result,  the  ad- 
vance fee  highlights  the  importance  of  re- 
cycling and  creates  a  platform  that  will 
force  manufacturers  to  compete  by  mak- 
ing products  that  are  easier  to  recycle. 

-David  A.  Thompson 

Director,  Corporate  Environmental  Dept. 

Panasonic  Corp.  of  North  America 

Secaucus,  N.J. 

DON'T  BLAME  LOBBYISTS  FOR 
THE  HEALTH-CARE  STALEMATE 

THE  PRIMARY  FOCUS  of  former  Senator 
Tom  Daschle's  editorial,  "Health  reform: 
Good  business"  (Outside  Shot,  Apr.  10), 
concerning  the  lack  of  health-care  reform, 
seems  to  be  a  deflection  of  responsibility. 
His  claim  that  business  "lobbyists  in 
Washington  often  blocked  change"  is 
disingenuous  and  self-serving.  Since 
when  do  lobbyists  have  a  vote  in  the  U.S. 
Senate?  Unless  someone  has  rewritten  the 
Constitution  lately,  I  believe  it  is  the  for- 
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mer  senator  and  other  past  and  present 

elected  officials  who  are  responsible  for 

our  lack  of  meaningful  health-care  reform. 

-Dr.  Jeff  Mueller 

Scottsdale,  Ariz. 

COMMON  SENSE  ON 
IMMIGRATION  REFORM 

IN  "IMMIGRATION  reform:  'Why  busi- 
ness could  get  burned"  (Washington 
Outlook,  Apr.  10),  I  find  it  astonishing  that 
intelligent  businesspeople  can't  figure 
out  that  if  one  cannot  attract  workers  at  a 
given  salary,  the  solution  is  to  increase  the 
wages  offered.  If  we  are  serious  about  our 
laws,  we  cannot  allow  the  widespread 
flouting  of  the  immigration  law.  There  are 
easy  means  to  verify  an  applicant^ s  Social 
Security  number. 

-Byron  Slater 
San  Diego 

YOUR  ARTICLE  blurred  the  line  between 
proposals  for  undocumented  workers 
and  highly  educated  foreign  workers.  Big 
Business,  as  well  as  leading  U.S.  educa- 
tional, research,  and  medical  institutions, 
are  all  seeking  to  remedy  a  broken  visa 
system  that  prevents  legal,  highly  educat- 
ed, sought-after  foreign  professionals 


from  living  and  working  in  this  counti 
The  shortage  of  temporary  employmei 
visas  is  well  documented,  and  the  bac. 
logs  in  the  "green  card"  system  for  pe 
manent  residency  are  legendary,  forcir 
thousands  of  valued  foreign-born  profe 
sionals,  including  researchers,  scientisl 
teachers,  and  engineers,  into  legal  ai 
professional  limbo  for  years. 

Bringing  the  world's  best  talent  to  wo ! 
in  America  not  only  keeps  jobs  here  b 
also  helps  to  keep  us  the  world's  innov ' 
tion  and  technology  leader,  which  mea; 
everything  to  our  economy  and  our  futui 
While  the  focus  of  Congress  and  the  m 
dia  may  be  on  "illegal"  immigration,  a 
must  also  find  a  solution  for  the  highly  e 
ucated  and  sought-after  professions 
who  want  to  come  here  legally. 

-Sandra  Bo 

Vice-President,  Human  Resources  Pol\ 

National  Association  ofManufactun 

Washingt' 

Editor's  note:  The  writer  is  chairperson 

Compete  America,  a  coalition  focusing  < 

legal,  employment-based  immigration 

I  JUST  RETURNED  from  my  third  tour* 
duty  with  the  Minutemen  serving  in  Phi 
County,  Ariz.,  on  ranches  located  25  to 


• 


liles  north  of  the  border.  I  witnessed 
cores  of  gaunt,  emaciated,  and  exhaust- 
d  Latinos  risking  life  and  limb  to  make  it 
)  those  lawbreaking  American  business- 
s  to  work  for  submarket  wages. 

The  Mexican  government  (a  large  ma- 
>rity  of  the  illegals  are  Mexican)  should 
e  ashamed  of  themselves  for  their  cor- 
aption  and  gross  inefficiency  in  manag- 
lg  a  potentially  strong  economy  and  for 
[lowing  their  citizenry  to  sink  into  such 
espair  as  I  have  seen  at  the  border.  The 
f.S.  government  is  also  guilty  of  not  tak- 
lg  our  southern  border  security  serious- 
'  and  not  effectively  enforcing  immigra- 
on  laws  for  the  past  20  years. 

As  an  American  businessman,  I  keep  in 
lind  that  I  am  an  American  first,  capitalist 
xxmd.  My  employees  are  all  hardworking 
merican  citizens  who  will  do  the  job  if 
eated  with  respect,  paid  a  decent  wage, 
id  labor  under  acceptable  working  con- 
itions.  I  hope  a  strong  border-security- 
ad-enforcement  version  of  the  immigra- 
Dn  reform  bill  is  passed  and  that  stiff 
malties  and  fines  are  levied  against  those 
asinesses  that  have  profited  while  taking 
Ivantage  of  human  suffering. 

-Greg  Sheehan 
Altoona,  Pa. 


At  the  end  of  the  day. . . 
supply-and-demand 
funaamentals  will prevail 

over  media  hype  and  slightly 

higher  mortgage  rates." 


-Domingo  E.  Galdos 
Vernon,  N.J. 


NO  MATTER  WHAT  is  decided  in  Wash- 
ington, the  illegals  will  still  be  here.  What 
we  need  is  a  50(f-an-hour  charge  to  their 
employers.  These  monies  would  be  given 
to  the  schools  and  hospitals  that  care  for 
them. 

-Michael  Grogan 
Moreno  Valley,  Calif. 

WHY  LAYOFFS  AND  HATCHET  MEN 
ARE  HERE  TO  STAY 

AS  A  VETERAN  of  several  layoffs,  I  was 
interested  in  your  review  of  The  Dispos- 
able American:  Layoffs  and  Their  Conse- 
quences ("The  shortsighted  solution," 


o  two  profiles  are  alike. 

With  Flight  Options, 
you  will  travel  on  your  terms. 

ustomizing  a  private  jet  program  that  works  for  you, 
ur  business  and  your  family.  That's  what  Flight  Options 

is  all  about.  Call  today  to  schedule  a  consultation. 
Ve  will  evaluate  your  travel  profile  and  provide  options 
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On  a  Higher  Plane 


Books,  Apr.  10).  The  problem  with  layoffs 
is  that  they  almost  never  solve  the  under- 
lying problems  that  caused  the  need  for 
layoffs  in  the  first  place.  Think  of  Gener- 
al Motors  Corp.  using  layoffs  to  solve 
product  problems. 

Louis  Uchitelle  is  right:  America  loves 
layoffs— easy,  quick  fix,  looks  like  you  are 
doing  something,  and  well  received  by 
the  media.  Also,  workers  almost  never 
have  any  recourse,  so  there's  no  downside 
for  the  company  doing  the  layoffs.  Layoffs 
will  continue  until  investors  and  the  me- 
dia hold  the  corporate  managers  who 
make  bad  decisions  responsible  instead  of 
giving  them  a  nice  retirement  package 
and  bringing  in  someone  else  to  do  more 
layoffs. 

-Brian  Card 
Springwater,  NY. 

IN  THIS  CASE,  OUR  ITEM 
DIDN'T  CUT  THE  MUSTARD 

I  UNDERSTAND  FROM  "Of  salt  and 
spices"  (Developments  to  Watch,  Apr.  10) 
that  "a  key  to  pain  relief  may  be  sitting  on 
your  hot  dog  bun."  Well,  I  sat  on  my  hot 
dog  bun,  and  it  didn't  help. 

-Eric  J.  Evans 
Denville,  N.J. 

How  to  reach  BusinessWeek 

LETTERS  FOR  READERS  REPORT 

We  prefer  to  receive  letters  via  e-mail,  without 
attachments.  Writers  should  disclose  any  connection  or 
relationship  with  the  subject  of  their  comments.  All  letters 
must  include  an  address  and  daytime  and  evening  phone 
numbers.  We  reserve  the  right  to  edit  letters  for  clarity  and 
space  and  to  use  them  in  all  electronic  and  print  editions. 
E-mail:  bwreader@businessweek.com 
Fax:  (212)  512-6458 

Mail:  BusinessWeek  Readers  Report,  1221  Avenue  of  the 
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Insights  for 
Dummies 


IN  1953  Patrick  J.  McGovern  read 
Giant  Brains,  or  Machines  That  Think, 
by  Edmund  C.  Berkeley,  a  computer 
pioneer.  McGovern,  just  14  at  the 
time,  was  consumed  by  the  desire  to 
learn  more  about  the  parallels 
between  the  brain's  inner  workings 
and  thinking  machines. 

It  was  the  book  that  led  to  a  publishing  empire.  Now  68, 
McGovern  went  from  reading  about  computers  to  creating 
the  first  trade  journal  for  tech  types.  Computerworld,  started 
in  1967,  fast  became  the  industry's  bible.  And  today,  McGovern 
is  chairman  of  Boston-based  International  Data  Group  (IDG),  a 
global  conglomerate  of  information  technology  publications,    . 
conferences,  and  market  research.  He  can  also  lay  claim  to 
creating  the  first  joint  venture  between  a  U.S.  company  and 
China,  the  first  venture  capital  fund  in  China,  and  the 
ubiquitous  Dummies  series  of  instruction  books. 

Along  the  way,  he  amassed  a  $2  billion  fortune  that  he  is 
using  to  bring  his  life's  work  full  circle.  In  2000,  McGovern 
and  his  wife,  Lore  Harp,  donated  $350  million  to  the 
Massachusetts  Institute  of  Technology  for  the 
McGovern  Institute  for  Brain  Research.  He 
plans  to  donate  an  additional  $600  million  to 
set  up  similar  centers  in  Asia  and  Europe. 

Giant  Brains  sparked  it  all.  As  an  adolescent 
in  Philadelphia,  McGovern  was  so  inspired  by 
the  book  that  he  took  his  paper  route  earnings 
and  headed  to  a  hardware  store.  "I  bought 
batteries,  wires,  and  things  and  built  a 
computer  that  never  lost  at  tic-tac-toe,"  he  says 
A  few  years  later  that  computer  won  him  a 
scholarship  to  MIT,  where  he  majored  in  mm^hhhi 

neurobiology.  But  McGovern  quickly  realized 
that  no  technology  was  then  powerful  enough  to  properly 
analyze  the  brain.  He  decided  instead  to  learn  more  about 
computer  technology,  and  at  19  became  an  editor  of  the  MIT 
publication  Computers  and  Automation. 

In  his  new  role,  McGovern  saw  that  computer  makers  were 
desperate  for  insight  into  their  customers'  needs.  His 
response,  in  1964,  was  to  write  up  a  market  research  proposal 
md  to  send  it  to  15  manufacturers.  He  received  $120,000  in 
rders.  That  became  the  seed  money  for  International  Data 
^orp.  (IDC),  the  tech  industry's  first  market  research  firm. 


McGovern  saw 
that  corporate 
computer 
users  were 
starved  for 
information 


Computerworld  was  the  obvious  next  step.  Recognizing  tha 
users  of  big  corporate  computers  were  starving  for  a  reliable 
source  of  industry  information,  McGovern  launched  the 
weekly  paper  with  a  $50,000  investment.  "Everyone  in  the 
publishing  industry  laughed  at  us,"  he  says.  "But  we  signed 
up  80,000  paid  subscribers  in  eight  months."  Today,  privatel; 
held  IDG,  which  includes  IDC,  publishes  more  than  300 
magazines  and  newspapers  in  85  countries,  runs  400  Web 
sites,  and  operates  a  $1  billion  VC  fund.  Last  year  it  pulled  in 
$2.68  billion  in  sales. 

IDG's  success  is  predicated  in  part  on 
McGovern's  wanderlust.  An  inveterate  travelei 
in  1972  he  started  the  first  foreign  edition  of 
Computerworld  in  Japan.  But  he  really  broke 
down  barriers  when  he  went  after  China  in 
1980.  Warned  it  would  take  years  to  win 
Beijing's  trust,  McGovern  negotiated  a  joint 
venture  in  just  a  few  months. 

He  continues  to  search  for  opportunities  in 
Asia's  emerging  markets,  the  focus  of  IDG's 
venture  capital  funds.  Retirement,  he  says,  is 
I  not  an  option,  and  he  remains  as  hands-on  as 

ever.  The  year  McGovern  started  IDC  with  16 
staffers,  he  personally  gave  out  Christmas  bonuses  to  each 
one.  He  has  done  so  ever  since.  Last  December  that  meant 
going  to  each  of  the  group's  35  U.S.  offices  to  shake  hands 
with  1,500  employees. 

He  is  just  as  involved  with  his  Brain  Institute.  Sitting  in  th 
center's  new  limestone  and  glass  building  in  Cambridge, 
Mass.,  McGovern  reflects  that  "the  tools  are  finally  available 
understand  the  brain."  He  may  at  last  get  the  answers  to  the 
questions  raised  when  he  was  14.  II 

-By  Catherine  Arnst  in  Cambrid, 
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powered  bycisco. 

Shoes  have  a  shoe  box.  Suits  have  a  garment  bag. 
i  eggs  have  a  carton  to  protect  them.  And  most  important, 
Cisco  Self-Defending  Networks  surround  every  customer 
transaction  with  layers  of  protection.  Every  data  source. 

Every  purchase.  Every  identity.  Now  that's  a  good  buy. 
To  pick  out  a  network  that  fits  your  business,  go  to 

cisco.com/securenetworks. 


Cisco  Systems 


y 


[lWilllllli 


l  •  m 


gwrnuHHUtmuTOWfl— iHimitmu 


Technology&You 


BY  STEPHEN  H.  WILDSTROM 


Macs  That  Speak  Fluent  PC 

Apple  Computer  caused  a  huge  stir  in  early  April  when  it  released  software 
called  Boot  Camp  that  lets  Windows  XP  run  on  new  Intel-powered  Macs. 
Apple's  stock  even  got  a  10%  pop.  Elegant  as  the  program  is,  though,  it's 
the  wrong  solution  for  the  many  people  who  might  like  to  buy  a  Mac  but 
need  to  run  an  occasional  Windows  program.  There's  a  better  way. 


To  try  the  new  software,  just  download 
the  free  test  version  from  Apple's  site.  Ex- 
pect to  take  an  hour  or  so  to  install  both 
Boot  Camp  and  Windows.  After  that  you 
can  start  up  your  iMac,  Mac  mini  desktop, 
or  MacBook  laptop  in  Windows  rather  than 
Mac  OS  X.  Although  you  have  to  reboot 
every  time  you  want  to  switch  between  the 
two  operating  systems— which  is  a  pain— 
you'll  be  rewarded  with  a  fine  do-it-all  PC. 

In  fact,  the  MacBook  with  the  2-giga- 
hertz  Core  Duo  processor  and  Windows  XP 
is  probably  the  fastest  Windows  laptop  I've 
used.  But  about  the  only  thing  that  kind  of  Windows  speed  is 
needed  for  is  playing  PC  games.  Power-hungry  tasks  such  as 
video  editing  or  music  composition  are  what  the  Mac  excels 
at.  To  edit  movies  or  write  songs,  you  are  better  off  using  Mac 
OS  X  programs  such  as  iMovie  or  GarageBand. 

If  you  don't  want  to  reboot,  there's  a  solution:  an  alternative 
software  that  lets  you  run  Windows  and  Mac  programs  at  the 
same  time.  If  s  called  Workstation,  from  Parallels,  and  it's  ideal 
for  folks  who  enjoy  the  superior  Mac  experience  but  need  ac- 
cess to  some  programs  that  aren't  available  for  the  Mac. 

TOGGLING  BETWEEN  OPERATING  systems  is  not  a  new  idea. 
Macs  with  old-line  G4  or  G5  processors  can  run  Windows  us- 
ing Microsoft's  Virtual  PC  software.  But  Virtual  PC  only  works 
well  running  undemanding  Windows  programs.  It  has  to 
simulate  an  Intel  processor  using  complex  software,  which 
takes  a  serious  toll  on  performance. 

Parallels  is  the  first  company  to  do  this  on  Intel-based  Macs. 
Workstation  is  a  Ferrari  compared  with  the  old  Virtual  PC's 
Yugo.  The  program,  available  in  a  test  version  for  free 
download,  creates  "virtual  machines,"  using  software  within  a 
single  computer— hence  its  ability  to  multitask  Windows  and 
OS  X.  The  program  still  has  some  rough  edges.  The  Mac's 
Wi-Fi  networking  doesn't  work  consistently  in  Windows.  And 
if  s  a  bit  tricky  to  tell  the  virtual  machine  how  to  find  the  real 
CD/DVD  drive.  But  performance  is  impressive.  Using 
Workstation,  Windows  programs  actually  run  a  bit  quicker 
on  Intel-based  Macs  than  does  last-generation  Mac  software 
written  for  older  non-Intel  Macs. 
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Once  the  test  period  is  over,  Paralle 
Workstation  will  sell  for  $49,  the  sam 
price  as  a  sister  product  that  lets  you 
run  multiple  versions  of  Windows  on 
single  PC.  Another  leader  in  virtual- 
machine  software,  VMware,  is  expecte 
to  jump  into  this  market  soon.  As  for 
Microsoft,  which  has  till  now  owned 
the  Windows-on-Mac  market,  the 
future  is  murky.  "The  Mac  business 
unit  continues  to  work  with  Apple  to 
investigate  the  future  of  Virtual  PC  or 
Intel-based  Macs,"  Microsoft  sa 
in  a  statement. 

However  you  choose  to  run 
Windows  on  a  Mac,  the  first  thii 
you'll  need  is  a  copy  of  Window^ 
Any  old  installation  disk  you  ha  i 
lying  around  probably  will  not  i 
Boot  Camp  can  only  install 
Windows  from  the  very  latest 
version  of  XP,  a  CD  that  include: 
Service  Pack  2.  Parallels  is  less 
fussy.  Either  way,  however, 
Windows  must  be  registered  wi 
Microsoft,  and  unless  you're 
prepared  to  lie  and  cheat,  that  requires  a  legitimate  Window 
license.  XP's  Pro  version  lists  for  $309.  The  Home  edition  is 
$209.  You  can  find  copies  for  substantially  less,  but  they  are 
likely  to  be  versions  licensed  only  for  installation  by  PC 
manufacturers.  Beyond  the  legal  niceties,  you  may  run  into 
trouble  getting  them  activated. 

The  ability  to  run  Windows  on  the  new  Macs  is  frosting  ( 
an  already  tasty  cake.  If  you  decide  you  need  it,  virtual-ma- 
chine software  such  as  Parallels  Workstation  is  a  better  bet 
than  Apple's  Boot  Camp.  II 
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MediaCentric 

Media,  Marketing,  and  Advertising  in  the  21st  Century 


BY  JON  FINE 


A  Billboard  in  Your  Pocket 

The  current  vogue  is  for  advertisers  to  lunge  toward  audiences  wherever 
they  gather,  be  it  myspace.com  or  msn.com's  home  page.  But  this  notion  is 
so  2005,  says  a  small  but  influential  coterie  of  producers  and  executives  whc 
integrate  brands  into  movies  and  TV  shows.  To  them,  the  real  next  thing  is 
something  that  barely  exists:  Video  on  mobile  devices  and  cell  phones. 


If  they  have  their  way,  brands  and  products 
will  be  woven  into  mobile  programming  to 
an  even  greater  degree  than  they  have 
already  invaded  movies  and  TV.  The  cell 
phone  and  video  iPod,  they  insist,  are  the 
next  frontiers  for  what  they  like  to  call 
branded  entertainment. 

Their  optimism  is  touching,  providing  you 
like  programs  with  plenty  of  shout-outs  to 
advertisers.  It  also  sounds  farfetched  since 
big  obstacles  loom.  We  may  be  15  million 
downloads  into  the  video  iPod  age,  but 
producing  and  watching  programs 
specifically  for  mobile  devices  are  behaviors 
that  are  nascent  at  best  in  the  U.S.  And  the 
technological  state  of  this  art  is  not  awe-inspiring.  Cell-phone 
provider  Cingular  advertises  that  its  network  gives  consumers 
"the  fewest  dropped  calls,"  which  Tim  Hanlon,  senior  vice- 
president  of  Denuo,  the  media  strategy  arm  of  ad  giant  Publicis 
Groupe,  translates  to  mean  "we  suck  less." 

BUT  THIS  UNCERTAINTY,  and  getting  in  on  the  ground  floor  of  a 
new  media  form,  is  what  excites  these  producers  and 
dealmakers.  The  terrain  is  wide  open,  unlike  with  TV,  where 
branded  entertainment  advocates  contend  with  long- 
established  business  models.  Mobile-minded  executives 
harbor  hopes  that  they  may  be  allowed  to  write  some  rules  of 
engagement  for  this  platform— which  will  grow  up  without 
the  public  service  demands  placed  on  TV  in  its  early  days. 
"Unlike  television,  where  [networks]  funded  the  content,  and 
owned  and  exploited  it,  here  the  distributors  aren't  funding 
the  content,"  says  Ben  Silverman,  founder  of  independent 
production  company  Reveille  LLC  and  executive  producer  of 
NBC's  The  Office.  In  mobile,  there  may  be  no  middleman 
between  programmer  and  advertiser. 

Strange  as  it  sounds,  product  placement  on  TV  has  matured. 
After  years  of  brand-friendly  hits  from  Extreme  Home  Makeover 
to  American  Idol,  executives  no  longer  fret  about  viewers 
rejecting  ads  embedded  into  shows.  Now  such  broadcast-TV 
deals  come  with  big  price  tags.  It  can  cost  $4  million  to  get  a 
brand  on  The  Apprentice.  And  big  network  deals  often  require 
substantial  ad-buy  commitments  on  top  of  product  placement 

26  I  BusinessWeek  I  May  1.  2006 


fees.  "Sooner  or  later,  we  will  find  out  how 
much  the  corporate  world  can  sustain  the 
kind  of  pricing  the  networks  are  putting  ou 
there,"  says  Patti  Ganguzza,  President  of  A] 
Productions,  which  does  product  placemen 
deals  for  Unilever  and  Wendy's. 

That  such  ads  would  be  cheaper  on  mot 
platforms  is  but  one  draw.  Mobile  is  also  a 
more  malleable  technology.  On  mobile 
platforms,  advertisers  "can  change  the  use 
interface,"  says  Daniel  West,  marketing  vie 
president  at  mobile  programmer  Nellymos 
and  even  insert  animations  or  other  graph 
into  the  programs  themselves.  On  cell 

phones,  "any  frame  could  be  tru 
start  of  an  interaction"  with  an 
advertiser  outside  the  confines  ( 
the  programming  itself,  says  M; 
DiMassimo,  CEO  of  DiMassimo 
Brand  Advertising.  (As  in:  click 
here.)  There's  also  the  ubiquity 
cellular,  with  225.4  million  user 
projected  for  yearend  by  resean 
outfit  eMarketer,  and  the  way 
these  devices  are  treasured  by 
hard-to-reach  young  consumer 
So  where  are  the  deals?  Goo( 
question.  West  says  Nellymosei 
has  pacts  "locked  up"  with  major  brands,  but  nothing  that  c 
be  disclosed  yet.  Presumably  those  might  show  how  brands 
and  shows  will  intersect  in  this  space.  But  even  cheerleaders 
suggest  it  will  be  months  before  the  deals  truly  start 
happening.  Given  consumer  behavior  and  the  newness  of  th 
terrain,  that  time  frame  may  be— how  to  word  this  politely?- 
completely  nuts.  But  should  the  medium  take  off,  their  broa< 
predictions  will  too.  If  there's  one  takeaway  from  the  recent 
history  of  American  media,  if  s  this:  Those  who  have  bet 
against  ads  worming  their  way  into  content  in  ever-more 
flagrant  ways  haven't  won  many  wagers.  II 
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Fhe  Forecast:  Mostly  Sun, 
But  Watch  the  Clouds 

Costlier  oil,  weaker  housing,  and  rising  rates  are  casting  longer  shadows 


U.S.  ECONOMY 


So  far  this  year,  the  economy  generally  has 
xceeded  the  expectations  that  many  forecasters  set  for  it  at  the  end 
if  2005.  By  and  large,  prospects  remain  bright  for  continued  solid 
;rowth  with  only  a  slight  pickup  in  inflation.  However,  three  dark 
louds  are  forming  over  this  attractive  landscape:  oil,  housing, 


id  interest  rates,  and  they  will  deserve  special 
ionitoring  in  coming  months. 
Back  in  December,  these  were  the  three  areas  of 
mcern  most  often  cited  by  economists  in  the  Business 
udook  survey  of  2006  forecasts,  and  all  three  have  taken 
1  a  higher  profile  recendy.  These  are  the  risks  with  the 
reatest  potential  to  alter  the  oudooks  for  consumer 
>ending,  the  financial  markets,  and  Federal  Reserve 
Dlicy.  Perhaps  more  important,  they  are  starting  to 
affet  the  economy  all  at  once. 

Higher  gasoline  prices  will  almost  certainly  take  a  bite 
it  of  consumer  spending  at  some  point  this  spring.  The 
me  thing  happened  in  the  spring  of  2004  and  again  in 
)05.  Costlier  energy  also  threatens  a  new  round  of 
icertainty  in  the  corporate  sector  that  could  stymie 
pital  spending  plans  and  hiring.  This  time,  there  are 
Iditional  drags.  The  general  rise  in  long-term  interest 
tes  in  recent  weeks  suggests  that  the  Fed's  hikes  in 
ort-term  rates  are  finally  starting  to  squeeze  overall 
edit  conditions.  Plus,  housing  is  weakening. 
All  this  sets  up  a  potentially  nasty  dilemma  for  the  Fed. 
ior  to  the  latest  runup  in  oil  prices,  the  Fed  sounded  as 
it  were  about  ready  to  stop  lifting  rates,  based  on  the 
inutes  from  its  Mar.  28  meeting.  Now  higher  energy 
sts  heighten  the  threat  that  companies  will  pass  them 
)ng  in  higher  prices  for  their  products.  In  March, 
nsumer  prices  outside  of  energy  and  food  rose  by  a 
3re-than-expected  0.3%,  the  largest  monthly  gain  in  a 
ar.  That's  a  reason  for  the  Fed  to  tighten  policy  further. 
But  with  housing  losing  ground  and  mortgage  rates 
eady  rising,  additional  Fed  tightening  could  severely 
mage  the  real  estate  market— and  hurt  the  economy  as 
ill.  The  minutes  also  said  that  some  at  the  Fed  were 
w  concerned  about  tightening  too  much. 

E  LATEST  JUMP  IN  OIL  PRICES  is  the  No.  l  risk.  Oil 

$70  per  barrel  on  Apr.  17,  and  this  time  there  are  no 
irricanes  to  blame.  Mounting  uncertainty  over  Iran's 
clear  ambitions  are  fueling  speculation  about  future 
pplies,  and  prices  may  stay  lofty  for  some  time  since  that 
nation  is  unlikely  to  be  resolved  soon.  Gasoline  prices 
;raged  $2.78  per  gallon  on  Apr.  17,  up  24%  from  a  year 
3,  and  the  summer  driving  season  hasn't  even  begun  yet. 


Consumers  will  feel  the  squeeze,  and  a  change  in  their 
mood  is  bound  to  be  reflected  in  the  various  confidence 
measures  due  out  in  May.  Compared  with  a  year  ago, 
households  in  April  will  have  diverted  an  additional  $70 
billion  of  their  income  toward  gas  purchases.  To  put  that 
in  perspective,  aftertax  income  over  the  past  year  has 
risen  by  about  $460  billion,  meaning  that  nearly  15%  of 

the  gain  is  going  to 
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costlier  gas.  That  leaves 
less  to  spend  on  other 
goods  and  services. 

But  expensive  gas 
alone  won't  be  a 
knockout  blow  for 
consumers— for  the  same 
reasons  it  wasn't  last 
year.  First,  job  growth  is 
strong  and  wages  are 
growing  faster.  That 
means  income  growth 
will  likely  exceed  its  2005 
pace.  Second,  many  households  have  sizable  gains  in 
wealth  from  financial  and  real  estate  assets  to  support 
consumer  spending. 

In  addition,  assuming  oil  does  not  soar  much  past  $70 
per  barrel,  then  the  worst  of  the  runup  in  gas  prices  may  be 
over.  Based  on  the  relationship  between  the  quarterly 
averages  of  prices  for  crude  oil  and  gasoline  since  1985, 
$70  oil  would  imply  gas  in  the  range  of  $2.60  to  $2.80  at 
the  pump.  The  Energy  Information  Administration's  latest 
forecast,  issued  on  Apr.  11  when  oil  prices  were  above  $68, 
expects  gas  prices  to  average  $2.62  this  summer. 

BUT  THE  QUESTION  MARKS  are  not  just  from  oil. 
Housing  is  also  attracting  more  attention,  and  the  evidence 
now  goes  beyond  rising  inventories  and  hints  of  softer 
prices.  Housing  starts  plunged  7.8%  in  March,  to  an 
annual  rate  of  1.96  million.  It  was  the  third  drop  in  the  past 
four  months,  with  the  only  increase  coming  in  January, 
when  starts  were  boosted  by  the  month's  unusually  balmy 
weather.  Also,  new  permits  to  begin  construction  fell  to  the 
lowest  level  since  November,  2003  (chart). 

The  slide  has  further  to  go.  Through  January  and 
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February,  sales  of  existing  single-family  homes,  existing 
condominiums  and  cooperatives,  and  new  homes  were  all 
running  below  their  fourth- quarter  averages,  which  were 
each  below  their  third-quarter  levels.  The  drop-off  in  new 
home  sales  has  been  especially  sharp  and  broad.  Both 
Toll  Brothers  Inc.,  a  builder  of  luxury  homes  on  the  East 
Coast,  and  KB  Home,  which  concentrates  on  lower-priced 
homes  on  the  West,  have  reported  double-digit  declines 
in  first-quarter  orders  vs.  last  year's  first  quarter. 

Other  key  indicators  of  housing  demand  this  spring 
and  summer  continue  to  weaken.  Through  mid-April, 
mortgage  applications  to  buy  a  home  had  ratcheted 
sharply  lower  in  2006,  and  an  April  reading  on 
homebuilders'  assessments  of  market  conditions  was  the 
lowest  since  the  2001  recession.  Those  two  gauges  do  a 
good  job  of  tracking  housing  starts  about  three  months 
ahead.  Right  now  they  suggest  that  the  annual  rate  of 
starts  could  fall  as  low  as  1.8  million  this  summer. 

FINALLY,  THERE'S  THE  CONCERN  over  interest  rates. 
The  problem  for  the  Fed  is  knowing  when  to  declare 
victory  over  the  threat  of  inflation.  But  that  task  is  now 
made  more  difficult  by  another  surge  in  energy  costs,  just 
at  the  time  when  past  rate  hikes  are  starting  to  gain 
traction,  especially  in  housing.  So  far,  the  ability  of 
businesses  to  digest  higher  costs  without  passing  them 
forward  to  product  prices  has  been  remarkable.  For  more 
than  three  years  overall  inflation,  boosted  by  energy,  has 
been  running  well  ahead  of  core  inflation,  which  excludes 
prices  of  energy  and  food  (chart). 
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Less  Red  Ink— for  a  While 


But  this  jump  in  energy  costs  also  comes  at  a  time 
when  price  pressures  are  more  intense  than  they  were  in 
2004  or  2005.  For  example,  a  broad  range  of  commodity 
prices  is  up  sharply.  Spot  prices  for  the  13  commodities  in 
the  Commodity  Research  Bureau's  index  of  raw 
industrials,  which  excludes  oil,  have  risen  14%  since  earl} 

December.  Also,  the  laboi 
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markets  have  tightened 
further,  putting  upward 
pressure  on  wage  growth 
that  is  exceeding 
productivity  gains.  Plus, 
production  capacity  is 
stretched  thin  by  strong 
demand.  In  March 
industrial  companies 
were  using  81.3%  of  thei 
available  capacity,  the 
highest  utilization  rate  ir 
5'A  years.  As  a  result  the 
Fed  may  feel  compelled  to  continue  to  lean  against  these 
growing  price  pressures  with  higher  interest  rates. 

Keep  in  mind  that  for  now  these  are  still  only  dark 
clouds  in  the  distance.  Most  likely,  consumers  and 
businesses  will  be  pinched  by  cosdier  energy,  but  they 
will  cope  as  they  have  done  for  two  years.  Housing  will 
fall  back  to  reality,  but  it  won't  drag  down  the  economy. 
And  inflation  will  remain  tame  enough  to  prevent  the  F& 
from  overdoing  it  on  interest  rates.  Nevertheless, 
investors  should  keep  a  sharp  eye  on  the  horizon.  ■ 
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THE  FEDERAL  government's  fiscal 
year  is  half  over,  and  the  deficit  is  on 
track  to  undershoot  original 
estimates.  Don't  expect  the  good 
news  to  last.  The  current  fiscal 
position  is  due  to  surprising  strength 
in  tax  revenues,  but  that  growth  may 
begin  to  wane  next  year,  while  outlays 
and  interest  costs  continue  to  grow. 
The  federal  deficit  through  March 
stood  at  $303  billion,  just  $8  billion 
more  than  the  total 
over  the  first  half  of 
fiscal  year  2005.  The 
increase  is  small 
considering  the  extra 
funds  needed  for 
Medicare's  new 
prescription  drug 
benefit,  continued 
military  operations  in 
Iraq  and  Afghanistan, 
and  rebuilding  the 
Gulf  Coast  area  after 
Hurricane  Katrina. 
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The  Office  of  Management  &  Budget 
had  forecast  a  $423  billion  deficit  this 
year,  up  from  a  shortfall  of  $318  for 
FY  2005,  but  this  year's  red  ink  may 
be  closer  to  $370  billion. 

During  the  first  three  months  of 
2006,  tax  revenues  climbed  12.2% 
from  a  year  ago,  with  corporate 
receipts  up  by  35%.  The  surprising 
revenue  gains  have  been  due  in  large 
part  to  strong  economic  growth,  with 
an  assist  from  a 
temporary  tax  break 
on  repatriated  foreign 
profits  that  has 
induced  companies  to 
bring  around  $300 
billion  into  the  U.S. 
Some  economists 
believe  the  deficit  will 
moderate  further  next 
fiscal  year.  Michael 
Moran  at  Daiwa 
Securities  America 
sees  a  deficit  of  $310 
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billion  for  FY  2007.  The  OMB  is 
forecasting  a  shortfall  of  $354  billio: 
Tax  receipts  are  expected  to  keep 
growing  at  a  good,  albeit  slower, 
pace,  and  outlays  for  post-hurricane 
rebuilding  should  be  minimal. 

The  problem,  however,  is  that 
higher  energy  costs  and  a  slower 
housing  market  could  hurt  economi 
growth,  crimping  receipts.  And 
Washington  shows  no  sign  of 
changing  its  profligate  ways.  Outlay 
last  quarter  were  up  10%  from  a  yea 
ago,  the  fastest  clip  in  six  years. 

The  interest  costs  of  the  mountin 
national  debt  are  also  rapidly  rising 
and  should  continue  to  do  so.  First- 
quarter  interest  expense  hit  $52 
billion,  up  21.4%  from  a  year  ago.  T 
Federal  Reserve's  interest  rate  hikes 
have  pushed  up  short-term  rates,  at 
the  recent  spike  in  10-  and  30-year 
interest  rates  will  raise  the  cost  of 
issuing  long-term  debt.  ■ 

-By James  Mehring  in  New  Y 
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YOU  SEE  HONG  KONG  SKYSCRAPERS. 
WE  SAW  A  GROUND  FLOOR  INVESTMENT  OPPORTUNITY. 

Templeton  fund  managers  spot  global  investment  opportunities  others  might  miss. 


I   In  1997,  when  investors  were  worried  about 

1TEcnwn"°N|  China's  assuming  control  of  Hong  Kong,  our 
I  fund  managers  had  the  foresight  to  increase 
their  holdings  in  a  Hong  Kong  property  development 
company.  This  smart  move  enabled  our  fund  shareholders 
to  participate  in  the  dynamic  building  boom  that  followed. 

Taking  advantage  of  global  investment  opportunities 
like  this  requires  a  unique  perspective.  One  that  comes 
from  having  offices  in  over  25  countries  and  on-the-ground 
analysts  utilizing  research  techniaues  honed  for  over 
50  years. 


For  information  about  how  Templeton's  experience,  expertise 
and  perspective  might  benefit  your  portfolio,  see  your  financial 
advisor,  call  1-800-FRANKLIN  or  visit  franklintempleton.com. 


FRANKLIN  TEMPLETON 
INVESTMENTS 

<  GAIN   FROM  OUR  PERSPECTIVE®  > 


TEMPLETON  WORLD  FUND 

verall  Morningstar  Rating™  2/28/06-Class  A' 


Overa 


ii**** 


'ut  of  396  U.S.-domiciled  World  Stock  Funds 


Before  investing  in  Templeton  World  Fund,  you  should  carefully  consider  the  fund's  investment  goals,  risks, 
charges  and  expenses.  You'll  find  this  and  other  information  in  the  fund's  prospectus,  which  you  can  obtain 
from  your  financial  advisor.  Please  read  the  prospectus  carefully  before  investing.  Past  performance  does 
not  guarantee  future  results. 

Foreign  investing  involves  special  risks  including  currency  fluctuations  and  political  uncertainty. 
Morningstar  Ratings  measure  risk-adjusted  returns.  The  overall  Morningstar  Rating™  for  a  fund  is  derived 
from  a  weighted  average  of  the  performance  figures  associated  with  its  3-,  5-  and  10-year  (if  applicable) 
rating  metrics. 

Franklin  Templeton  Distributors,  Inc.,  One  Franklin  Parkway,  San  Mateo,  CA  94403. 


fSource:  MnHNMI  •■'  2/28/06.  For-each  fund  with  at  least  a  3-year  history,  Morningstar*  calculates  a  risk-adjusted  return  measure  that  accounts  for  variation  in  a  fund's  monthly  performance  (including 
he  effects  of  all  sales  charges),  placing  more  emphasis  on  downward  variations  and  rewarding  consistent  performance.  The  top  10%  of  funds  in  each  category  receive  a  Morningstar  Rating™of  5 
stars,  the  next  22.5%  receive  4  stars,  the  next  35%  receive  3  stars,  the  next  22.5%  receive  2  stars,  and  the  bottom  10%  receive  1  star.  (Each  share  class  is  counted  as  a  fraction  of  one  fund  and 
ated  separately.)  The  fund  was  rated  against  396, 286  and  127  funds  and  received  Morningstar  Ratings  of  3, 4  and  4  stars  for  the  3-,  5-  and  10-year  periods.  Morningstar  Rating'"  is  for  Class  A 
shares  only;  other  share  classes  may  have  different  performance  characteristics.  ©2006  Morningstar,  Inc.  All  rights  reserved.  The  information  contained  herein  is  proprietary  to  Morningstar  and/or 
ts  content  providers;  may  not  be  copied  or  distributed;  and  is  not  warranted  to  be  accurate,  complete,  or  timely.  Neither  Morningstar  nor  its  content  providers  are  responsible  for  any  damages  or 
osses  arising  from  any  use  of  this  information. 
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Pricier  Black  Gold  You  know  oil  prices  are  lofty  when 
even  OPEC  starts  to  worry.  Crude  oil  hit  a  record  $72.17  a 
barrel  on  the  New  York  Merc  on  Apr.  19  after  the  Energy  Dept. 

reported  drops  in  U.S.  stockpiles  of  oil  and  gasoline  and  the 
standoff  over  Iran's  nuclear  ambitions  intensified.  OPEC 
members  fear  astronomical  prices  will  sap  growth,  boost 

inflation,  and  trig- 
ger a  backlash,  but 
they're  pumping  al- 
most all  they  can. 
"It  is  obvious  that 
OPEC  does  not  have 
a  magic  wand," 
said  Qatar's  Oil  Minis- 
ter, Abdullah  al-At- 
tiyah,  on  Apr.  18. 

What's  the  out- 
look for  summer? 
The  futures  market 
is  sending  mixed 
signals.  Oil  for  Au- 
gust delivery  was 
pegged  at  more  than  $75  on  Apr.  19.  But  August  wholesale 
gasoline  is  a  dime  cheaper  than  now.  So  prices  at  the 
pump— which  averaged  $2.78  on  Apr.  17— may  stay  below 
$3  during  vacation  season. 

L'LiWtiy  See  "Spring  fever  at  the  pump," 
www.businessweek.com/go/tbw 


Mr.  HlJ  Goes  tO  Washington  When  is  a  state  visit  not  a 
state  visit?  When  the  caller  is  from  China.  In  a  possible  bow 
to  protectionist  sentiment,  President  George  W.  Bush  declines 
to  call  his  first  Washington  summit  with  Chinese  President  Hu 
Jintao  a  state  visit  and  won't  host  an  official  banquet.  But 
both  leaders  hope  the  meeting,  set  for  Apr.  20,  will  help  al- 
lay friction  over  the  bloated  U.S.  trade  deficit  and  such  is- 
sues as  Taiwan,  Iran's  nuclear  ambitions,  China's  underval- 
ued currency,  its  appetite  for  oil,  and  intellectual  property 
piracy.  On  Apr.  18,  Hu  kicked  off  his  U.S.  tour  by  dining 
with  the  West  Coast  potentate,  Microsoft's  Bill  Gates. 
bUl!Ul#  See  "Watchful  and  wary:  China's  Hu  visits  Bush," 

www.businessweek.com/go/tbw 
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The  Great  Rate  Mystery  Investors  are  playing  a  gam 
of  red  light-green  light  when  it  comes  to  divining  whethe 
the  Fed  will  keep  hiking  rates.  On  Apr.  18  the  Dow  rocket 
ed  195  points  after  the  release  of  minutes  from  the  Marc 
meeting  suggesting  that  Ben  Bernanke  and  his  ban 
would  end  the  tightening  cycle  in  May.  But  the  next  day3 1 
inflation  report  erased  some  of  those  hopes:  Consume 
prices  in  March  rose  at  0.4%,  the  highest  rate  in  mor 
than  four  years. 
See  "The  forecast:  Mostly  sun,  but  watch  the  clouds," page  2 


The  Shakeup  Begins  New  White  House  Chief  of  Staff  Jos 
Bolten  isn't  wasting  any  time  getting  a  promised  rclj 
organization  rolling.  Bolten's  successor  at  the  Office  of  Mai  I 
agement  &  Budget  is  Rob  Portman,  a  former  Ohio  congressma  k 
who  for  the  past  year  served  as  the  U.S.  Trade  Representative 
The  low-key  Portman,  who  worked  closely  with  Democra  I 
while  he  was  in  the  House,  should  win  easy  Senate  approve 
Hell  be  replaced  by  his  deputy,  veteran  trade  negotiator  Sife 
san  Schwab.  Meanwhile,  Karl  Rove  will  move  from  policy  to  fi 
cusing  on  the  midterm  election.  And  the  Bushies  will  nee  |l 
someone  to  explain  it  all  after  the  Apr.  19  resignation  of  tc 
White  House  spokesman  Scott  McClellan. 


l 

Did  Bausch  &  Lomb  Blunder?  Maybe  Bausch  &  Lom  * 

Chairman  Ron  Zarrella  needs  a  course  in  crisis  managemeu  j| 
Many  B-school  profs  say  Zarrella  didn't  move  fast  enou^i  it 
after  reports  surfaced  suggesting  that  ReNu  with  Moistun  s, 
Loc  Solution  for  contact  lenses  could  be  linked  to  a  funga  m 
eye  infection  that  can  cause  blindness.  On  Apr.  13,  a  ft*  fe 
days  after  word  got  out,  Bausch  &  Lomb  placed  full-pan  is. 
ads  in  newspapers  and  asked  retailers  to  take  the  produ<  sy 
off  their  shelves  while  it  studied  the  problem. 

EMU*  See  "Bausch  &  Lomb:  Crisis  management  10. 

www.businessweek.com/go/tttt 


Bear  Stearns  May  Get  a  Partner  James  Cayne,  ceo 

Bear  Stearns,  keeps  a  Chinese-made  motorcycle  in  lly 
Madison  Avenue  office.  Now  he  could  land  some  Chine 
capital  to  go  with  it.  On  Apr.  17,  Bear  Stearns  stock  shot 
3%  on  a  Wall  Street  Journal  report  that  state-owned  Cht\|j 
Construction  Bank  may  spend  up  to  $4  billion  to  buy  ccii  ^ 
vertible  bonds  that  could  be  flipped  over  to  an  eventi 
20%  stake.  China  Construction  denied  the  story.  Bd 
Stearns  declined  comment,  but  a  hookup  with  a  Chini 
major  would  speed  its  entry  into  that  market. 

■B  See  "Untangling  the  Bear  Stearns  China  buy-i 

www.businessweek.com/go/t 
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ApreS  Moi,  NO  Options  After  racking  up  $1.6  billior 
stock  options  by  the  end  of  last  year,  UnitedHealth  Gn 
chief  William  McGuire  wants  his  board  to  pull  the  plug 
new  grants  for  senior  staff.  On  Apr.  18,  McGuire  asked 
the  ban  "for  the  foreseeable  future"  after  catching  h 
from  shareholders  for  alleged  back-dating  of  options 
annual  low  points.  Although  he's  not  yet  taking  sides,  ft  > 
nesota  Attorney  General  Mike  Hatch  plans  to  intervene  i 
lawsuit  attacking  options  practices  at  the  company. 


ft, 

llBl, 


lyota'S  Southern  Strategy  This  carmaker  clearly 
rises  blood  in  the  water.  With  GM  and  Ford  shutting 
ants  right  and  left,  Toyota  is  scouring  Southern  states  for 
t  another  factory,  says  Michael  Robinet,  vice-president 
CSM  Worldwide,  an  auto  research  firm  in  Northville, 
ich.  The  move  is  especially  bold  considering  that  Toyota 
5t  opened  a  pickup  truck  plant  in  San  Antonio  and  an- 
iunced  plans  to  build  its  RAV4  compact  SUV  in  a  new  fae- 
ry in  Ontario  by  2008.  Toyota  sales  jumped  10%  in  the 
S.  last  year,  to  2.3  million  vehicles,  just  behind  Chrysler 
rNo.3  in  the  States. 


iXman  tO  Symantec:  Pay  Up  Just  as  Americans  were 
ding  their  annual  tax  nightmare,  a  new  one  was  begin- 
tig  for  Symantec,  the  top  seller  of  information  security 
ftware.  The  company  disclosed  in  an  SEC  filing  on  Apr.  17 
at  the  IRS  thinks  it  owes  a  thumping  $1  billion  in  back  tax- 
,  inherited  when  it  acquired  storage  software  outfit  Veritas 
it  year.  The  company  balked  and  is  filing  a  petition, 
mantec  has  been  snake-bit  lately,  its  stock  having  slipped 
%  since  news  of  the  Veritas  deal  leaked  in  late  2004. 


eSSUring  the  Gray  Lady  Following  similar  stare- 
wns  at  Knight  Ridder  and  Time  Warner,  a  large  investor  is 
ring  to  shake  up  another  blue-chip  media  company.  Mor- 
ii  Stanley  Investment  Management  withheld  votes  for  New 
rk  Times  Co.  directors  at  its  Apr.  18  annual  meeting.  At  is- 
e,  aside  from  standard  grievances  (the  stock's  a  laggard 
en  by  peer  group  standards),  is  a  two-tiered  setup  in 
rich  family- controlled  Class  B  shares  elect  9  of  13  direc- 
rs.  MSIM  owns  5.8%  of  the  common  stock.  It  won't  be 
sy  to  change  the  Times'  ways,  but  investors  holding  an 
ditional  22%  also  voted  with  their  feet. 


Image  Makeover  of  the  Week 

s  nothing  sacred?  Wal-Mart  is  starting  to  frown  on  Smi- 
ey,  the  happy,  high-energy  character  that  has  symbol- 
zed  the  gargantuan  retailer's  rock-bottom  price  strate- 
y  for  more  than  a  decade.  Smiley  is  vanishing  from  TV 
Ids  that  will  instead  feature  actors  and  celebrities  and  a 
Dwer-key  approach,  The  Wall  Street  Journal  reported  on 
ipr.  18.  While  Smiley  will  sdll  adorn  print  ads  and  store 
^^  signs,  his  reduced  role  is  part  of  Wal- 
<  Mart's  shift  away  from  the  "everyday 
low  prices"  theme  in  order  to  lure 
higher-income  customers  more  in- 
terested in  value. 

There's  another  reason  to  down- 
play Smiley:  He  is  a  favorite  device  for 
critics  looking  to  badmouth  the  compa- 
y.  Perhaps  in  response  to  such  attacks,  Wal-Mart  on  Apr. 
7  announced  the  latest  foray  in  its  recent  charm  offen- 
ve,  tweaking  its  health  plan.  Part-timers  will  now  be- 
5me  eligible  for  insurance  after  a  year  of  employment, 
istead  of  two,  and  will  be  able  to  sign  their  kids  up,  too. 
hat  should  give  them  something  to  smile  about. 

EEHEEE  See  "Wal-Mart  puts  on  a  happy  face," 
www.businessweek.com/go/tbw 


I     • 


May  1,  2006  !  BusinessWeek  I  31 


The  Yes-man  who  turns 
high-speed  wireless  access 
into  high-speed  winners. 


Sprint' > 


Mobile 

Broadband 

Card 


Joe  Gibbs  Racing  won  last  year's  NASCAR 
NEXTEL  Cup  Series.™  To  stay  on  top,  they 
carry  laptops  and  Sprint  Mobile  Broadband 
cards  from  the  #1  wireless  provider 
to  business. 

The  cards  wirelessly  extend  the  team's 
workplace  for  high-speed  answers.  From 

the  tracks,  they  can  instantly  download  huge  files  of 

performance  data  from  their  servers  at  headquarters. 

Information  that  lets  them  quickly  analyze  and  adjust 

Tony  Stewart's  car. 

The  Gibbs'  team  said  yes  to  making  better 

decisions  faster.  They're  all  card-carrying  Yes-men. 

1-8SPRINT-BIZ      sprint.com/business 


int^ 


Sprint 


Together  with  NEXTEL 


Yes  you  can: 


"#1  wireiess  provider  to  business"  claim  based  on  independent  survey  of  corporate- 
liable  users.  Sprint  Power  Vision  Network  covers  over  150  million  people  in  215  major 
metropolitan  markets.  Coverage  not  available  everywhere.  See  in-store  materials  or 
sprint.com  for  details.  ©Joe  Gibbs  Racing.  ©2006  Sprint  NexteL  All  rights  reserved 
Sprint,  the  "Going  Forward"  logo  and  the  NEXTEL  name  are  trademarks  of  Sprint  Nextel 
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TECH  EDUCATION 


A  RED  FUG 
THE  BRAIN  GAME 


America's  dismal  showing  in  a  contest  of  college 
programmers  highlights  howChina,  India,  and 
Eastern  Europe  are  closing  the  tech  talent  gap 

BY  STEVE  HAMM 
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CEOs  who  choose 
to  take  less  pay 


The  surprising  gap  in 
Medicare  drug  coverage 


How  Hansen 
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Clear  Channel:  Racing 
into  radio's  Digital  Age 


EN  MICKLE,  MATT  ED- 
wards,  and  Kshipra 
Bhawalkar  looked  as 
though  they  had  just 
emerged  from  a  minor 
auto  wreck.  The  members 
of  Duke  University's  com- 
Jter  programming  team  had  solved  only 
le  problem  in  the  world  finals  of  the 
M  International  Collegiate  Program- 
ing Contest  in  San  Antonio  on  Apr.  12. 
be  winning  team,  from  Saratov  State 
niversity  in  Russia,  solved  six  puzzles 
'er  the  course  of  the  grueling  five-hour 
attest.  Afterward,  Duke  coach  Owen  As- 
achan  tried  to  cheer  up  his  team  by 
)inting  out  that  they  were  among  "the 
st  of  the  best"  student  programmers  in 
e  world.  Edwards,  20,  still  distraught, 
uldn't  resist  a  self-deprecating  dig: 


"We're  the  worst  of  the  best  of  the  best." 

Duke  wasn't  the  only  U.S.  school  to  be 
skunked  at  the  prestigious  computing 
contest.  Of  the  home  teams,  only  Massa- 
chusetts Institute  of  Technology  ranked 
among  the  12  highest  finishers.  Most  top 
spots  were  seized  by  teams  from  Eastern 
Europe  and  Asia.  Until  the  late  1990s, 
U.S.  teams  dominated  these  contests.  But 
the  tide  has  turned.  Last  year  not  one  was 
in  the  top  dozen. 

WAKE-UP  CALL 

THE  POOR  SHOWINGS  should  serve  as  a 
wake-up  call  for  government,  industry, 
and  educators.  The  output  of  American 
computer  science  programs  is  plummet- 
ing, even  while  that  of  Eastern  European 
and  Asian  schools  is  rising.  China  and  In- 
dia, the  new  global  tech  powerhouses,  are 


fueled  by  900,000  engineering  graduates 
of  all  types  each  year,  more  than  triple  the 
number  of  U.S.  grads.  Computer  science 
is  a  key  subset  of  engineering.  "If  our  tal- 
ent base  weakens,  our  lead  in  technology, 
business,  and  economics  will  fade  faster 
than  any  of  us  can  imagine,"  warns 
Richard  Florida,  a  professor  at  George 
Mason  University  and  author  of  The 
Flight  of  the  Creative  Class. 

Software  programmers  are  the  seed 
corn  of  the  Information  Economy,  yet 
America  isn't  producing  enough.  The 
Labor  Dept.  forecasts  that  "comput- 
er/math scientist"  jobs,  which  include 
programming,  will  increase  by  40%, 
from  2.5  million  in  2002  to  3.5  million  in 
2012.  Colleges  aren't  keeping  up  with  de- 
mand. A  2005  survey  of  freshmen  showed 
that  just  1.1%  planned  to  major  in  corn- 
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puter  science,  down  from  3.7%  in  2000. 

For  young  Americans,  a  computing  ca- 
reer isn't  the  draw  it  was  even  a  few  years 
ago.  Never  mind  that  experienced  pro- 
grammers make  upwards  of  $100,000 
and  that  the  brainiest  of  them  are  the  ob- 
jects of  heated  bidding  wars.  Students 
fear  that  if  they  become  programmers 
they'll  lose  their  jobs  to  counterparts  in 
India  and  China,  who  work  for  a  fraction 
of  the  pay.  Analysts  say  those  worries  are 
overblown:  Programmers  with  leadership 
and  business  skills  will  do  just  fine.  But 
the  message  isn't  getting  through. 

Then  there's  the  thrill  factor,  or  lack 
thereof.  Given  the  opportunity  to  make  a 
mint  on  Wall  Street  or  land  a  comfortable 
academic  job,  many  math  and  science  stu- 
dents are  turning  away  from  software.  "I 
couldn't  really  get  excited  about 
sitting  in  front  of  a  computer  and 
just  writing  programs,"  says 
Duke  junior  Brandon  Levin, 
who  has  taken  computer  courses 
but  is  majoring  in  math  and 
plans  a  career  in  academia. 

You  might  think  the  influx  of 
eager  foreign  students  would 
make  up  for  the  deficit,  but 
that's  not  happening.  While 
about  25%  of  students  enrolled 
in  graduate  computer  science 
programs  are  foreign,  many 
won't  be  able  to  stay  in  the  coun- 
try after  graduation  because  of 
restrictive  post-9/11  immigra- 
tion policies.  Thaf  s  if  they  even 
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HOMEWARD  BOUND  Bhawaikar 
plans  to  return  to  India  after 
finishing  her  studies  at  Duke 

want  to  work  here  anymore.  For- 
eign students  are  increasingly  re- 
turning to  their  home  countries  af- 
ter graduation.  Duke's  Bhawaikar, 
19,  from  Pune,  India,  plans  to  go 
back  after  getting  a  degree  in  math 
and  computer  science  and  attend- 
ing grad  school  in  the  U.S.  "In  the 
past,  people  from  India  stayed  here 
after  they  got  their  degrees,"  she 
says.  "But  now  India  is  at  a  turning 
point.  If  s  getting  to  be  a  leader." 

The  foreign  students  have  a  pal- 
pable determination  to  succeed. 
Bhawalkaf  s  role  model  is  Srinivasa 
Ramanujan,  an  early  20th  century 
Indian  mathematician  who  became 
famous  worldwide  in  spite  of  an  in- 
ferior education.  This  year,  as  a 
Duke  sophomore,  Bhawaikar 
placed  70th  among  2,500  top 
North  American  university  stu- 
dents in  the  prestigious  Putnam 
math  competition.  Her  life  goal  is  "to 
make  a  mark  in  some  discipline  so  people 
will  say,  Thaf  s  Kshipra.  She  did  this.' " 

Bhawaikar  is  inspired  by  her  entrepre- 
neur parents.  Her  father,  a  chemical  engi- 
neer by  training,  invented  breakthrough 
water-purification  systems  that  use  bio- 
logical processes.  Mom  runs  the  business. 
Bhawaikar  showed  signs  of  being  a  math 
prodigy  in  sixth  grade  and  fixed  on  science 
after  a  family  friend  read  her  palm  and 
told  her  she  would  be  a  scientist  when  she 
grew  up.  Says  her  mother,  Vidula:  "She 
has  seen  us  achieve  something  thaf  s  a 
first  in  the  world,  and  she  wants  to  do 
something  better  than  her  father."  At 
Duke,  Bhawaikar  spends  much  of  her 
time  in  a  dorm  room  doing  35  to  40  hours 
per  week  of  homework  and  extra  reading. 


DIGITAL  DISCONNECT 


Even  as  demand  grows 
for  software  designers.. 
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...students  are  turning 
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If  s  not  that  foreign  students  are  an> 
smarter,  say  U.S.  university  leaders.  The} 
just  have  relendess  discipline.  The  tearr 
at  Shanghai  Jiao  Tong  University,  whicr 
finished  first  last  year  and  fifth  this  year 
uses  past  participants  to  train  each  suc- 
cessive team.  "We  pile  up  experience  yeai 
after  year,"  says  coach  Yong  Yu.  The  tean 
practices  year-round  and  puts  in  three 
hours  a  day  during  the  months  before  th< 
contest.  U.S.  teams  typically  spend  mucl 
less  time  preparing. 

"ARE  WE  HUNGRY  ENOUGH?" 

SOME  TECH-INDUSTRY  leaders  are  con 
cerned  that  U.S.  students  have  becom 
complacent.  "There  has  to  be  a  passion  t< 
be  innovative,"  says  Nicholas  M 
Donofrio,  executive  vice-president  for  in 
novation  and  technology  at  IBM,  whici 
sponsors  the  ACM  contest.  Donofrio's  fa 
ther  was  an  Italian  immigrant  wh; 
worked  three  jobs  to  feed  his  family  i 
Beacon,  N.Y.,  then  a  gritty  factory  towr 
Donofrio  questions  whether  American 
still  have  that  kind  of  drive.  "Are  we  hun 
gry  enough?"  he  asks.  "Or  are  we  going  1 1 
amble  along  and  take  our  time?  If  so,  th 
Indians  and  Chinese  will  close  the  ga 
and  perhaps  even  surpass  us.  You  can  se 
the  passion  in  their  eyes.  They're  peop 
on  a  mission." 

When  BusinessWeek  visited  Duke  on 
Saturday  in  early  April,  it  was  clear  w\ 
many  American  students  don't  have  tii 
intensity  of  their  overseas  counterpart! 
There  are  a  zillion  distractions.  The  can 
pus  was  like  a  carnival,  with  concerts,  ou 
door  parties,  and  sunbathing  on  the  gras' 
Meanwhile,  the  programming  team  w 
sequestered  in  a  concrete-and-steel  cor 
puter  science  building  writing  algorithm 
on  whiteboards  and  tapping  out  C++  coi 
on  a  PC.  Sample  problem:  You  have  a  po 
ulation  of  Tribbles  (the  furry  Star  Tri 
beasts)  who  live  for  a  day.  Each  TribrJ 
has  the  potential  for  producii 
a  number  of  offspring.  Wha^fo 
the  probability  that,  after  a  c< 
tain  number  of  generatioi 
•  every  Tribble  will  be  dead? 
Bhawalkar's  teammates  i 
no  slouches.  A  year  ago,  Duk  Jaket 
ACM  programming  team  (s 
was  not  yet  on  it)  solved  fc 
problems  in  the  world  fim 
Mickle,  now  a  21-year-old  s( 
ior,  got  job  offers  from  Goo,i 
and  Microsoft,  and  chose  P 
crosoft.  Edwards  landed  a  P 
crosoft  internship  this  sumn 
But   they   acknowledge   tl 
they  don't  have  the  dedicati 
to   programming   that  so 
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COMMENTARY 


BY  SPENCER  E.  ANTE 


Give  Me  Your  Diligent,  Your  Smart 


All  anyone  wants  to  talk  about 
in  Washington  is  illegal  aliens. 
But  lost  in  the  debate  is  the 
equally  vital  issue  of  how  to 
attract  the  people  America 
really  needs:  high-skilled  immigrants.  From 
Albert  Einstein  to  Google  Inc.'s  Sergey  Brin, 
immigrants  have  helped  drive  U.S. 
innovation.  Problem  is,  well-intentioned 
security  restrictions  indiscriminately 
applied  since  September  11  have  prevented 
tens  of  thousands  of  foreign  students  and 
skilled  workers  from  entering.  "Right  now, 
we  are  saying  to  people,  'Go  somewhere 
else,  please,' "  says  A.  Richard  Newton,  dean 
of  the  College  of  Engineering  at  the 
University  of  California,  Berkeley. 

Take  the  case  of  Goverdhan  Mehta.  The 
esteemed  professor  of  organic  chemistry  at 
the  Indian  Institute  of  Science  in  Bangalore 
has  traveled  to  the  U.S.  many  times.  But 
when  Mehta,  75,  applied  for  a  visa  recently,  a 
consular  officer  in  Chennai  suspected  him  of 
being  involved  in  bioterrorism.  Mehta 
withdrew  his  application.  The  U.S.  Embassy 
in  February  issued  a  rare  apology  and  offered 
Mehta  a  visa,  but  he  declined,  humiliated. 

Clearly,  the  U.S.  needs  to  send  out  a  more 
welcoming  message.  A  good  start  would  be 

rerseas  aces  do.  During  a  break,  Edwards 
eked  offhis  list  of  college  activities.  In  ad- 
ition  to  classes  and  homework,  he  plays 
amis  four  times  a  week,  practices  with 
le  Ultimate  Frisbee  team,  and  sings  in  a 
fioir.  "We're  like  pickers  and  choosers  at  a 
liffet  rather  than  concentrating  on  one 
ring.  Some  of  the  other  countries,  they  fo- 
ils more,"  he  said. 

i  Is  the  answer  to  turn  American  students 
lto  programming- obsessed  drudges? 
pen  if  you  could  do  that,  it  would  just 
iske  the  field  less  popular.  Duke  coach  As- 
achan,  the  computer  science  depart- 
ment's director  of  undergraduate  studies, 
iys  the  way  to  reverse  the  decline  in  in- 
rest  is  to  make  computer  science  more 
impelling  to  students  by  linking  it  to 
ractical,  real-world  situations.  He  has 
roposed  two  new  double  majors,  compu- 
tional  biology  and  computational  eco- 
jmics,  applying  programming  to  medi- 
ae and  business.  He's  also  developing  a 
urse  on  social  networking  Web  sites 


to  simplify  the  visa-issuance  process.  The 
State  Dept.  deserves  credit  for  moves  such 
as  expanding  the  duration  of  security 
clearances  and  shortening  the  time  it  takes 
to  run  a  security  check.  But  serious 
problems  remain.  It  now  takes  more  than 
five  months  just  to  get  a  visa  appointment  at 
a  U.S.  consulate  in  Chennai  and  Bombay. 
Kevin  Schofield,  a  general  manager  at 
Microsoft  Corp.,  on  Apr.  4  testified  in 
Congress  that  because  of  wait  times  and 
other  hurdles,  the  software  giant  "must 
often  do  without  critical  members  of  a  team 
because  of  visa  delays." 

Congress  could  facilitate  things  with  a 
few  simple  steps.  It  could  eliminate  the 
requirement  to  interview  every  person  trying 

such  as  MySpace,  where  students  will 
build  and  manage  Web  sites— learning 
about  programming  along  the  way. 

Other  academic  and  tech-industry 
leaders  also  are  striving  to  make  comput- 
ing more  exciting.  The  University  of  Cal- 
ifornia at  Berkeley  and  Georgia  Institute 
of  Technology,  among  others,  are  devel- 
oping multidisciplinary  programs  linking 
technology,  business,  and  social  sciences. 
Intel  and  Microsoft  sponsor  student  sci- 
ence and  technology  contests.  Yet  com- 
puter science  advocates  say  that  unless 
the  government  enacts  sweeping  legisla- 
tion aimed  at  improving  the  nation's 
technology  competitiveness— legislation 
now  bogged  down  in  Congress— there's  a 
limit  to  what  can  be  done.  "The  attitude 
in  the  House  is  very  toxic,  and  I  don't  see 
much  chance  of  them  coming  together," 
says  Deborah  L.  Wince-Smith,  president 
of  the  Council  on  Competitiveness. 

While  Congress  was  fiddling,  the  kids 
from  Saratov  State  were  marching  toward 


to  re-enter  after  they  have  already  been 
screened  for  a  first  visa  application.  It  could 
create  a  new  visa  allowing  reputable 
workers  to  visit  several  times,  or  limit 
security  checks  to  people  and  technologies 
that  are  deemed  the  biggest  risks.  "They  are 
treating  everyone  like  a  terrorist,"  says 
Elizabeth  C.  Dickson,  an  immigration 
services  manager  at  Ingersoll-Rand  Co., 
which  regularly  brings  engineers  to  the  U.S. 
for  training. 

Another  worthy  goal:  make  it  easier  for 
those  already  here  to  stick  around.  The 
Senate  immigration  bill  would  take 
important  steps,  but  it  is  in  limbo. 
Meanwhile,  the  House  bill  focuses  on 
enforcement.  Lawmakers  could  sweep  aside 
individual  country  quotas  on  green  cards, 
standardize  entry  restrictions  from  country 
to  country,  and  stop  requiring  that  foreign 
workers  and  students  prove  they  intend  to 
return  home. 

In  the  past,  the  U.S.  could  take  for 
granted  that  it  was  the  destination  of  choice 
for  bright  foreigners.  But  now  there's  a 
global  dogfight  for  talent.  The  conversation 
has  to  turn  from  how  to  keep  foreigners  out, 
and  move  toward  how  to  make  it  easier  for 
people  like  Goverdhan  Mehta  to  get  in. 

victory  in  San  Antonio.  The  83  teams  sat 
at  tables  that  were  gradually  festooned 
with  color-coded  balloons  signaling 
which  group  had  solved  which  problems. 
After  an  announcer  ticked  off  the  last  10 
seconds  in  the  contest,  Saratov's  players, 
coaches,  and  hangers-on  shouted  with  joy 
and  gave  each  other  back-pounding  bear 
hugs.  "I  feel  euphoric,"  said  team  mem- 
ber Ivan  Romanov.  Victory  was  especially 
sweet,  he  added,  because  it  came  on  the 
anniversary  of  cosmonaut  Yuri  Gagarin's 
1961  voyage  into  space. 

Gagarin's  rocket  ride  shocked  Ameri- 
cans out  of  their  postwar  complacency, 
sparking  a  national  quest  for  tech  superi- 
ority that  led  to  such  breakthroughs  as 
the  moon  landing  and  the  microchip.  A 
trouncing  in  a  programming  contest 
doesn't  inspire  the  same  kind  of  response 
today.  Truthfully,  Americans  just  don't 
feel  threatened  enough  to  exert  the  effort. 
But  if  we  wait  too  long,  we  might  find 
ourselves  playing  catch-up  again.  ■ 
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EXECUTIVE  PAY 


NO  HAIR  SHIRTS, 
BUT  STILL... 

The  uproar  over  CEO  pay  hits  home 
as  some  chiefs  take  less  than  they  could 


BY  DIANE  BRADY 

SUSAN  LYNE  KNOWS  THE 
power  of  a  public  state- 
ment. As  chief  executive  of 
Martha  Stewart  Living 
Omnimedia  Inc.  since  late 
2004,  she  has  run  the 
company  through  Stew- 
art's jail  term  and  much  publicized  come- 
back. With  ad  pages  in  the  flagship  mag- 
azine up  44%  last  year  and  a  flurry  of  new 
deals  sparking  optimism  for  the  brand, 
Lyne  got  a  cash  bonus  of  $625,500  last 
year.  Instead  of  pocketing  it,  though,  she 
asked  the  board  to  give  $200,000  to  a 
bonus  pool  for  employees  and  convert  the 


rest  into  restricted  shares  that  won't  fully 
vest  until  2009. 

Lyne  says  she  wanted  to  recognize  the 
efforts  of  employees  because  her  plan  to 
boost  the  company's  long-term  health  cut 
into  annual  bonuses.  More  important,  she 
felt  the  gesture  would  be  a  potent  symbol. 
"There  was  a  period  of  time  in  the  1990s 
when  the  bigger  your  pay  package,  the 
more  people  respected  you,"  says  Lyne, 
who  earned  a  $900,000  salary  in  2005.  "I 
think  that  has  changed— dramatically. 
There's  a  very  different  sense  of  what 
makes  a  good  leader  of  a  public  company." 

At  a  time  when  most  news  on  CEO  pay 
spotlights  wretched  excess,  Lyne's  move  is 


Positive  Paycheck  PR 


LYNE  "What 
makes  a 
good  leader" 
is  changing 


an  example  of  some 
thing  far  rarer:  execu 
tive  sacrifice.  But  she' 
not  the  only  chief  tryini 
to  earn  some  goodwi 
through  compensation  (table).  Genen 
Electric  Co.'s  Jeffrey  R.  Immelt  made  $3. 
million  in  base  pay  in  2005  but  convene 
his  $6  million  cash  bonus  into  stock  grant 
that  materialize  only  if  he  meets  cash  fkn 
and  shareholder-return  targets  over  th 
next  two  years.  As  Immelt  wrote  to  share 
holders  in  GE's  annual  report:  "I  am  tota 
ly  aligned  with  you." 

Other  chiefs  feel  their  recent  perforn 
ance  doesn't  warrant  a  raise.  David  Fre< 
man,  CEO  of  Lydall  Inc.,  a  Manchestf 
(Conn.)  maker  of  specialty  engineere 
products,  asked  that  his  salary  not  I 
raised  and  his  maximum  bonus  be  cut 
60%  from  100%  of  his  $420,000  base  ft 
2006.  More  execs  are  trying  to  "flip  tr 
equation  and  turn  their  pay  into  an  oppo 
tunity  to  make  a  positive  statement,"  sa; 
Steve  Harris,  a  worldwide  partner  at  Me 
cer  Human  Resource  Consulting  LLC. 

MORE  SCRUTINY 

COULD  IT  BE  that  a  hint  of  shame  is  e= 
tering  the  corner  office?  Let's  not  be  ras: 
Median  CEO  compensation  at  200  of  tit 
country's  largest  companies  rose  10%  li 
year,  to  $8.4  million,  according  to  pi 
consultant  Pearl  Meyer  &  Partners.  D 
the  givebacks  may  indicate  a  growii 
sensitivity  surrounding  pay.  Compens 
tion  committees  of  increasingly  inc 
pendent  boards  don't  want  to  be  embf 
rassed.  And  the  Securities  &  Exchan 
Commission  is  about  to  require  more  p; 
disclosure.  Ira  Kay,  who  heads  the  coi< 
pensation  practice  for  benefits  consult?; 
Watson  Wyatt  Worldwide  Inc.,  predi 
that  the  SEC's  proposed  rules  will  pron 


SUSAN  LYNE 

CEO,  MARTHA  STEWART 
LIVING  OMNIMEDIA 

Lyne  gave  about  one  third 
of  her  $625,500  cash  bonus 
to  employees. 


JEFF  IMMELT 

CEO,  GENERAL  ELECTRIC 

Immelt  (above  right)  converted 
his  $6  million  cash  bonus  into 
stock  grants  tied  to  cash  flow 
and  shareholder-return  targets. 


DAVID  FREEMAN 

CEO,  LYDALL 

Freeman  asked  that  his  salary 
not  be  raised  and  his  maximum 
bonus  be  reduced  to  60%  from 
100%  of  his  $420,000  base. 


DOUG  PARKER 

CEO,  US  AIRWAYS 

Parker  declined  a  $770,000 
bonus  based  on  "some 
expectation  of  shared  sacrifice" 
with  workers. 
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AMD 


>bu  could've 
taken  everyone 
in  your  company 
to  an  offsite 
at  an  island,  and 
boueht  the  island 


with  the  amount  of  money  wasted  by 
non-AMD  powered  servers. 


You  probably  know  how  much  your  servers  cost  But  do  you  have  any  idea  of  how  much  the/re  costing 
you?  Every  second,  every  day,  every  yean  millions  of  dollars  are  being  wasted  running  power  hungry  servers. 
That's  your  profit  that's  vanishing.  AMD  Opteron™  processor-based  servers,  on  the  other  hand,  are 
designed  to  run  efficiently,  run  cool,  and  thanks  to  dual-core  technology  deliver  great  performance. 
They  not  only  run  fast,  but  may  help  keep  you  running  in  the  black. To  learn  more  about  the  power  of 
AMD  Opteron™  processors,  and  the  power  of  cool  ^  visit  www.amd.com/lessmoney 
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"50%,  if  not  75%"  of  companies  to  make 
noticeable  changes  to  their  pay  practices. 
Despite  skepticism  that  more  disclo- 
sure will  have  any  impact  on  pay,  there's 
growing  evidence  that  CEOs  and  directors 
may  be  embarrassable.  Some  CEOs  forego 
pay  after  demanding  big  sacrifices  of  their 
workers.  Robert  S.  Miller  Jr.  of  bankrupt 
auto  parts  supplier  Delphi  Corp.  cut  his 
salary  to  $1  a  year  after  asking  for  cuts  of 
up  to  40%  from  hourly  workers.  Doug 
Parker  of  US  Airways  Group  Inc.  declined 


a  $770,000  bonus  to  reflect  the  pain  many 
of  his  employees  have  endured. 

Shareholder  activists  such  as  Brandon 
Rees,  an  analyst  at  the  AFL-CIO,  argue 
that  seemingly  noble  gestures  may  be 
window  dressing:  "Too  often  if  s  a  pub- 
licity stunt."  And  he  thinks  changes  cast 
as  voluntary  may  in  fact  be  quietiy  forced 
by  the  board.  "For  once,"  Rees  says,  "I 
want  to  see  a  board  of  directors  stand  up 
and  say:  This  CEO  asked  for  too  much 
money,  and  we  said  no.' "  II 


BY  HOWARD  GLECKMAN 

SUFFERING  FROM  ASTH- 
ma,  emphysema,  and  a 
bad  back,  Barbara  Slaw- 
son  eagerly  signed  up  for 
the  new  Medicare  Part  D 
drug  benefit.  For  a 
premium  of  $69  a  month, 
she  bought  a  Blue  Cross  policy  that  let  her 
buy  generic  drugs  for  just  $5  and  brand- 
name  medications  for  $38. 

Then  in  late  March,  the  Macedon 
(N.Y.)  resident  fell  into  what  congression- 
al staffers  dubbed  the  "doughnut  hole," 
and  her  insurance  was  cut  off.  Under  Part 
D,  once  patients  spend  $2,250  on  drugs, 
their  coverage  ends,  and  they  must  pay 
for  their  medicine  themselves.  Their  ben- 
efits resume  only  after  they  shell  out 
$5,100— a  $2,850  gap. 

Although  policymakers  were  aware  of 
the  doughnut  hole  when  they  passed  the 
law,  many  seniors  are  stunned.  "It  came 
up  all  of  a  sudden,"  Slawson  says.  "My 
medications  were  covered.  Then  I  hit  the 
hole,  and  they  weren't." 

About  38%  of  Medicare  beneficiaries 
are  at  risk,  reckons  Bruce  Stuart,  director 

38  I  BusinessWeek  I  May  1.  2006 


of  the  Peter  Lamy  Center  on  Drug  Thera- 
py &  Aging  at  the  University  of  Maryland. 
This  means  7  million  to  10  million  seniors 
and  disabled  could  lose  coverage  for  part 
of  this  year. 

Many  will  stumble  into  the  gap  in  late 
summer  or  early  fall— just  before  the  No- 
vember elections.  This  could  be  bad  news 
for  Republicans,  who  pushed  the  Medicare 
drug  law.  According  to  an  Apr.  6-9  Wash- 
ington Post/ ABC  News  poll,  just  41%  of  sen- 
iors approve  of  the  program  today.  If  many 
face  a  gap  in  coverage, 
that  support  could 
plummet.  "There  will 
be  a  lot  of  angry  peo- 
ple—and they'll  be  very 
negative  toward  the 
politicians,"  says  Robert 
J.  Blendon,  a  professor 
at  Harvard  University 
School  of  Public  Health. 

Seniors  such  as 
Slawson  fall  into  the 
hole  because  they  take 
many  cosdy  drugs.  But 
it  took  just  one  to  push 
in  Bob  and  Marge  Nay- 


"Doudinut    * 
Hole*  Danger 

Once  seniors  spend 

$2,250 

for  prescription  drugs  under 
Medicare's  new  Part  D  drug  insurance 
this  year,  they'll  have  to  pay  the  next 

$2,850 

out  of  their  own  pockets  until  coverage 
kicks  back  in  at  $5400. 


lor  of  Covina,  Calif.  Bob  takes  Betaseron  to 
treat  multiple  sclerosis,  and  it  costs  him  up 
to  $800  a  month.  He's  now  in  the  gap,  and 
when  he  fills  his  next  prescription,  he  may 
have  to  pay  as  much  as  $3,400  for  a  three- 
month  supply. 

Why  did  Congress  invent  such  a  mess? 
Lawmakers  first  decided  they  wouldn'l 
spend  more  than  $400  billion  oveij| 
10  years.  Then  they  wanted  to  cover  those 
with  high  drug  costs.  They  also  wanted  tc 
do  something  for  ordinary  seniors.  Thai 
left  nothing  for  those  whose  spending 
falls  in  the  middle.  "They  had  to  make  r 
look  good  for  people  who  don't  use  mam 
drugs,  and  with  that  $400  billion  limit 
they  pretty  quickly  ran  out  of  money,'  | 
says  Joseph  R.  Antos,  a  health  economis 
at  the  American  Enterprise  Institute,  ; 
conservative  Washington  think  tank. 

Not  everyone  is  at  risk.  Very  poor  sen 
iors  get  full  insurance.  So  do  most  o 
those  covered  by  former  employers.  An< 
insurers  can  fill  in  the  gap,  though  usual 
ly  only  with  generic  drugs.  About  13%  0 
Medicare  plans  offer  coverage  in  the  hole 
But  seniors  pay  for  that  extra  protectior 
In  Maryland  the  monthly  premium  fo 
Humana  Inc.'s  basic  drug  plan  is  $6.4^ 
A  policy  that  fills  the  gap  costs  $52.88. 
Many  health  esi 
perts  worry  that  thos 
who  lose  coverage 
even  temporarily,  wi 
skip  dosages  or  not  fii 
—  prescriptions  at  all  tj 

save  money.  That  could  make  them  sicl 
er  in  the  long  run.  "It  is  pretty  clear  th; 
people  are  going  to  cut  back  when  the] 
are  in  the  doughnut  hole,"  Stuart  say 
Others  may  try  to  buy  cheap  drugs  froi 
Canada  or  shop  for  lower  prices  onlir 
or  at  chain  discount  stores.  But  that  ca 
be  a  bad  idea,  because  if  they  buy  from 
pharmacy  that  doesn't  take  their  insu 
ance,  the  spending  doesn't  count  towai 
the  $5,100  level  that  gets  them  out 
the  hole  again. 

Major  drugmakeij 
smelling  a  round  of  b; 
publicity  once  senio 
start  falling  into  the  ga 
are  considering  spec: 
discounts  for  those  wl 
lose  coverage.  But  th 
have  not  yet  figun 
out  a  way  to  offer  the) 
So  for  now,  millions 
unsuspecting  senio 
who  thought  they  we 
buying  a  full  yea 
worth  of  drug  insi 
ance,  are  about  to  ha 
a  nasty  surprise.  ■ 


THENAYLORS 

Bob's  MS  drug 
costs  him 
$800  a  month 


AMDC1 


^bu  could've 
steamed 
every  non-fat, 
no-whip  mocha 
in  the  country 
this  mornin? 

with  the  amount  of  money  wasted  by 
non-AMD  powered  servers. 


You  probably  know  how  much  your  servers  cost  But  do  you  have  any  idea  of  how  much  the/re  costing 
you?  Every  second,  every  day,  every  year;  millions  of  dollars  are  being  wasted  running  power  hungry 
servers. That's  your  profit  that's  vanishing.  AMD  Opteron™  processor-based  servers,  on  the  other  hand, 
are  designed  to  run  efficiently,  run  cool,  and  thanks  to  dual-core  technology  deliver  great  performance. 
They  not  only  run  fast  but  may  help  keep  you  running  in  the  black  To  learn  more  about  the  power  of 
AMD  Opteron™  processors,  and  the  power  of  cool  ^  visit  www.amd.com/lessmoney 
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WHO'S  AFRAID  OF  THE 
SHORTS?  NOT  MONSTER 

Beverage  maker  Hansen  foils  them 

by  doing  what  it  does  best:  Selling  drinks 


APR.  19,  '04 

7.38 


BY  ROBEN  FARZAD 

HORT-SELLING  HAS  GOT- 
ten  a  lot  of  attention  lately. 
Internet  retailer  Over- 
stock.com  and  pharma- 
I  ceutical  company  Biovail 
recently  blamed  their  stock 
slides  on  smear  campaigns 
engineered  by  hedge  funds  and  stock  an- 
alysts. The  accusations  got  a  favorable 
hearing  on  60  Minutes  and  prompted  the 
Securities  &  Exchange  Commission  to 
look  into  the  matter. 

Hurling  allegations  isn't  the  only  way 
to  fight  short-sellers, 
however.  Consider  the 
tale  of  upstart  beverage 
maker  Hansen  Natural 
Corp.,  whose  Monster 
energy  drink  has  come 
out  of  nowhere  to  steal 
market  share  from  cate- 
gory leader  Red  Bull. 
Short-sellers,  who 
control  nearly  one- 
third  of  Hansen's  pub- 
licly available  shares, 
are  convinced  that 
Monster  is  a  fad.  Even 
if  it  isn't,  they  say, 
Coca-Cola  Co.  and  Pep- 
siCo have  the  market- 
ing and  distribution 
clout  to  crush  Hansen  if 
their  own  energy 
drinks  finally  catch  on. 
"Consumers  will  even- 
tually wake  up  and  real- 
ize all  this  stuff  is  just 
the  same  sugar  water," 
says  a  short. 

It  hasn't  happened 
yet.  Instead,  Hansen's 
shares  have  surged 
from  $2  to  $130  since 
2003,     and     earnings 
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have  increased  from  28$  a  share  to  an 
expected  $3.92  this  year.  Hansen's 
market  value  sits  at  a  lofty  $2.9  billion. 
The  company  reaches  its  core  demo- 
graphic, males  aged  18  to  30,  by  flooding 
retailers  with  giant  cans  of  its  energy  con- 
coctions—the supersize  answer  to  the 
dainty  Red  Bull. 

That  the  shorts  have  fared  so 
poorly  is  notable  in  itself.  Factor  in 
Hansen's  limited  coverage  on  Wall 
Street  and  management5 s  refusal  to 
play  the  investor  relations 
game   to   woo   share- 


JUICED  UP 

HANSEN  NATURAL 
STOCK  PRICE 

WEEKLY  CLOSE 

Data:  Bloomberg  Financial  Markets 

holders,  and  the  extent  of 
the  "smart  money"  stum- 
ble is  striking.  Hansen,  in 
Corona,  Calif.,  is  beating 
the  pros  by  doing  what  it 
does  best:  selling  drinks. 
Shorting  a  stock  in- 
volves borrowing  shares 
and  selling  them  in  the 
hope  that  their  price  falls 
later.  If  it  does,  the  short- 
seller  can  buy  back  the 
shares  at  the  lower 
price,  return  them,  and 
pocket  the  difference. 
But  if  the  price  goes  up, 
shorts  can  cover  their  po- 
sition only  at  a  loss.  The 
faster  the  price  rises,  the 
faster  they  try  to  cover,  a 
situation    known    as    a 
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short  squeeze.  It's  akin  to  panic  buying 
As  Hansen's  stock  keeps  climbing,  th< 
shorts  are  scrambling  to  buy  shares.  A 
the  same  time,  they  become  more  con 
vinced  the  stock  will  fall,  and  they  shor 
all  over  again— a  frustrating  pattern. 

"Those  shorting  Hansen  don't  knov 
its  story  that  well,"  says  Alton  Stump  o 
Cleveland   independent  research  sho; 
Longbow,  one  of  only  three  analysts  wb 
cover  the  company.  "Ifs  this  perpetm 
cycle:  You  come  in,  learn  your  lesson,  ge 
out,  and  then  others  shoi 
until  they  learn  theirs. 
Shareholders,  nai 
urally,  are  overjoye 
with  the  stock's  risi 
Jason  D.  Schrotberg 
er,  a  portfolio  mar 
ager  with  Turner  Inj 
vestment  Partners  i 
Berwyn,     Pa.,     whic 
owns  about  4%  of  Hansen 
outstanding  shares,  says  that  i 
the  past  two  years,  Hansen  hi 
graduated  from  Turner's  micro-C£. 
portfolio  to  its  small-cap  roster,  wi< 
its  midcap  universe  just  ahead.  He  sa\ 
the  shorts  are  chronically  wrong  c 
Hansen  because  they  simply  can't  cor 
prehend  a  hypergrowth  company  in 
sector  of  slow-moving  mammoths. 

The  shorts  have  pointed  to  Hanser 
apparent  lack  of  sophistication  in  its  de< 
ings  with  Wall  Street  as  a  reason  to  se< 
"They're  definitely  not  investor-sawy 
acknowledges  Stump.  Hansen  refuses 
offer  earnings  forecasts  and  doesn't  ev 
have  an  investor  relations  departmei! 
Chief  Executive  Rodney  C.  Sacks  is  u] 
apologetic.  "The  stockholders  are  not  o 
target,"  he  says.  "I'm  not  trying  to  pc 
suade  a  60-year-old  fund  manager  | 
buy  shares]."  Instead,  says  Citigroup  a 
alyst  Gregory  Badishkanian,  "they  rea 
just  focus  on  operations." 

Management  has  no  shortage  of  : 
centive  to  keep  doing  that.  Fourte] 
years  after  taking  control  of  Hansi 
Sacks  and  Chief  Operating  Officer  Hilt 
H.  Schlosberg  still  own  25%  of  the  co 
pany,  a  stake  worth  more  than  half  a  1 
lion  dollars.  "They  have  skin  in  I 
game,"  says  Stump.  "You  would  thi 
that  would  be  a  deterrent  to  shorts." 

Sacks  sees  no  need  to  sweet-talk  a)  I 
lysts  and  investors  in  a  public-relatw 
campaign.  He  says  Hansen's  Yah 
stock  message  board  offers  "the  best 
search  that  can  be  done,"  includ 
analyses  by  users  who  visit  stores  to  ch 
on  Monster's  shelf  presence.  "PR,"  s 
Sacks,  "is  not  what  we're  doing.  I  bi 
sales  from  cans."  ■ 


AMDft 


"fou  could Ve 
hired  250  engineers, 
570  IT  support 
people,  5,235 
interns,  and  one 
new  CIO 

with  the  amount  of  money  wasted  by 
non-AMD  powered  servers. 


You  probably  know  how  much  your  servers  cost  But  do  you  have  any  idea  of  how  much  the/re  costing 
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FROM  VANILLA 

TO  FULL  METAL  RACKET 

Clear  Channel  is  racing  into  the  Digital  Age 
with  an  array  ofhigh-def  niche  channels 


BY  TOM  LOWRY 

CLEAR  CHANNEL  COMMU- 
nications  was  once  vilified 
for  almost  singlehandedly 
destroying  broadcast  radio 
with  its  cookie-cutter 
playlists  and  barrage  of  ads. 
So  it  may  seem  a  trifle  in- 
congruous that  the  King  of  Vanilla  is 
rolling  out  eclectic  niche  channels  with 
names  like  Dank  ("Hip  Hop  and  Rock  all 
rolled  up  into  one  big  spliff '),  Full  Metal 
Racket  ("It's  dark,  it's  edgy,  it  beats,  and  it 
rocks"),  and  Mother  Trucker  ("a  hearty 
serving  of  the  best  Southern  Rock"). 

Easy  listening  it  isn't,  but  that's  how 
Clear  Channel  Inc.  wants  it  these  days. 
And  get  this:  The  San  Antonio-based 
broadcaster  is  set  to  launch  a  whole  new 
business  helping  other  radio  stations 
come  up  with  cool  programming.  Could 
this  be  the  same  company  that  inspired  a 
Web  site  called  ClearChannelSucks.net? 
That's  right.  And  it's  all  part  of  the  roll- 
out of  next-generation  high- definition  ra- 
dio. HD,  as  if  s  known,  digitally  squeezes 
more  programming  into  one  frequency, 


boosting  sound  quality  and  allowing  ex- 
isting stations  to  offer  side  channels 
tailored  to  genres  or  local  markets.  As  part 
of  the  new  initiative,  to  be  announced  on 
Apr.  24,  Clear  Channel  and  other  broad- 
casters will  expand  their  current  HD  of- 
ferings to  50  cities,  up  from  28  now. 

With  operating  earnings  essentially  flat 
since  2002,  Clear  Channel  needs  to  show  it 


BLUEGRASSMAN 

Bobby  Leach  now 
programs  music,  on 
top  of  his  IT  duties 


Sounds 

Clear  Channel's  new  niche  digital 
channels  seem  a  lot  like . . .  satellite  radio 
A  sampler: 


TOGA  Party  songs  from  the  1960s  through  the  '80s 


MOTHER  TRUCKER  Popular  country  and  Southern  rock 

TRANCID  Hybrid  underground  trance,  house,  deep 
house,  and  acid  house  tunes 


LA  BOMBA  Salsa,  merengue,  cumbia,  and  other 
up-tempo  Spanish  music 

THE  RELAXATION  CHANNEL  Soothing  sounds  of  nature 
peaceful  prose,  and  meditation  exercises 


has  a  plan  for  th 
Digital    Age— an  i 
that  includes  tal  j 
ing  on  satellite  r; 
dio.    The    broac  I 
caster  hopes  to  have  100  digital  channe 
up  by  September.  Many  are  already  on  tl 
Web,  and  the  company  is  working  wit 
Motorola's  iRadio  to  send  programming 
cell  phones.  Still,  while  it's  important 
deliver  radio  in  as  many  ways  as  possibl 
Clear  Channel  Radio  Chief  Executive  Jor 
Hogan  acknowledges  that  "good  pr 
gramming  is  the  key." 

MUSIC-NUT  OUTREACH 

THAT'S  ESPECIALLY  TRUE  when  HD  r 
ceivers  cost  at  least  $200.  So  far,  Cle 
Channel's  digital  offerings  have  left  son 
industry  observers  cold.  "The  prograi 
ming  is  not  compelling  enough  yet  to  g. 
somebody  to  buy  [an  HD]  receiver,"  sa;< 
Robert  Unmacht,  a  partner  with  mec 
consultancy  IM3  Partners. 

Clear  Channel  hopes  to  differentiate 
self  from  XM  Satellite  Radio  Holdings  Ii 
and  Sirius  Satellite  Radio  Inc.,  which  of! 
the  same  channels  nationwide,  by  comii 
up  with  content  tailored  for  local  aun 
ences.  Besides  using  its  in-house  pi 
grammers,  the  broadcaster  is  reaching  c 
to  regular  folks  who  are  nuts  about  mus 
One  is  Bobby  Leach,  a  Clear  Channel 
guy  who  happens  to  love  bluegrass;  h  I 
program  Americana  NewGrass.  Anotl 
is  Ben  Sanders,  a  Vermont  auditor  by  o 
who  hosts  a  public  radio  show  on  Monc 
nights.  He  is  programming  The  Blii 
Channel.  "I  want  to  develop  prograi 
with  local  blues  societies  and  highlight  i 
cal  musicians,"  says  Sanders. 

For  Clear  Channel,  the  HD  initiative 
fers  new  ways  to  make  money.  For  exa 
pie,  when  the  broadcaster  provides  p 
gramming  to  other  radio  companies 
will  charge  a  fee,  sell  ad  time  on  the  ch 
nels,  or  a  combination 
the  two.  The  broadca: 
also  will  follow  its  TV  co 
terparts  by  more  seamle 
integrating  ads  with  c 
tent,     including     prod 
placements.     Compar 
might  even  sponsor  en 
channels  of  their  own.  i 
Clear  Channel  is  consic 
ing  selling  subscriptions 
racier,     "blue"     progr, 
ming.    "The    potential 
enormous,"    says    Ho{ 
Yes,  but  only  if  Clear  CI 
nel  manages  to  put  con 
on  the  air  that  people  a 
ally  want  to  listen  to. 
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A  passion  for  the  business  of 
accounting. 


There  is  a  select  group  of  individuals  in  this  world 
who  have  a  passion  for  accounting.  Yes,  accounting. 
And  that  group  happens  to  be  the  accountants  at 
Grant  Thornton.  Our  passion  for  what  we  do  for  our 
clients,  our  expertise  and  partner  involvement,  has 
made  us  one  of  the  largest  accounting  organizations 
in  the  world,  with  member  firms  in  110  countries. 
And  with  Grant  Thornton,  you  get  the  industry 
experience  and  knowledge  that's  been  our  hallmark 
for  80  years.  Give  our  CEO,  Ed  Nusbaum,  a  call 
at  312.602.8003  or  contact  our  partners  at 
www.GrantThornton.com.  Leave  your 
business  card  information  and  we'll  send  you  a 
free  copy  of  the  latest  Grant  Thornton 

Business  Leaders  Survey.  It'll  give  you  an 
enlightening  look  at  emerging  issues 
that  could  affect  your  company's 
growth  and  profits  in  uncertain 
times.  Call  us  today. 

Find  out  how  it  feels  to  work  with 
people  who  love  what  they  do. 

Grant  Thornton  % 

A  passion  for  the  business  of  accounting* 
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RETAILING 


ONE  FOOT 
IN  CHINA 

Home  Depot  wants  in— but  is 
it  being  too  cautious? 


(* 


BY  FREDERIK  BALFOUR 

WHEN  WILL  HOME 
Depot  Inc.  make  its 
move  in  China? 
The  home  im- 
provement market 
on  the  mainland  is 
the  most  promis- 
ing in  the  world:  $50  billion  in  sales  in 
2005  and  growing  at  12%  a  year.  Home- 
ownership  has  skyrocketed,  from  near 
zero  two  decades  ago,  when  there  was  vir- 
tually no  private  property,  to  70%  of  all 
housing  today.  Home  Depot  CEO  Robert 
L.  Nardelli  has  labeled  China  a  top  prior- 
ity: A  successful  strategy  there  would  off- 
set the  challenge  of  sustaining  strong 
sales  growth  back  home  and  could  even 
boost  the  stock.  Chuck  Elias,  Home  De- 
pot's China  head,  is  studying  the  terrain. 
He  has  visited  25  Chinese  cities  in  the 
past  14  months,  scouring  competitors' 
oudets  and  prowling  the  traditional  mar- 
kets. "China  is  an  incredibly  exciting  op- 
portunity," says  Elias. 

Sure  looks  like  some- 
thing is  up.  Rumors  about  a 
pending  Home  Depot  deal 
have  been  building  steadily. 
The  latest  is  that  the  At- 
lanta-based company  will 
buy  a  49%  stake  in  Orient 
Home,  a  well-managed  lo- 
cal chain  and  a  strong  pres- 
ence in  northern  and  north- 
eastern China  with  $350 
million  in  sales.  Home  De- 
pot would  not  confirm  that 
it's  in  talks  with  Orient 
Home.  "We're  going  to 
make  the  prudent  deci- 
sion," says  Elias.  "We're  go- 
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ing  to  make  sure  we  have 
the  right  business  model." 

Is  Home  Depot  blowing 
it?  Or  is  it  biding  its  time 
for  the  right  reasons?  The 
China  home  improvement 
market  is  a  lot  trickier  to 
navigate  than  those  hot 
growth  numbers  would  in- 
dicate. For  starters,  it  bare- 
ly resembles  the  do-it- 
yourself  market  back  in 
America,  where  Home  De- 
pot workers  dispense  advice,  then  send 
customers  back  home  to  lay  their  own 
tiles  and  install  some  track  lighting. 

In  China,  purchasers  of  newly  con- 
structed homes  don't  have  bathrooms  to 
tile.  They  don't  have  bedrooms  or 
kitchens.  Or  even  interior  walls.  Chinese 
contractors  just  build  concrete  shells: 
They  do  no  finishing  work.  "Imagine  in 
the  U.S.  if  you  bought  a  home  with  just  in- 
terior framing  studs  and  cement  floors," 


Hammer  Down 

Competition  is  building  in  China's  do-it-yourself  retail  market 

COMPANY                            DESCRIPTION                                                                           NO.  OF  STORES      2005  SALES 

B&Q 

British-owned  retailer  dominates  the 
big  coastal  cities 

49 

$542 
million 

ORIENT 
HOME 

Beiiing-based  chain  is  possible 
takeover  target  for  Home  Depot 

30 

$350 
million* 

HOMEMART 
HOMEWAY 

State-owned  Shanghai  chain  has  good 
locations  but  indifferent  service 

27 

$300 
million* 

Tianjin-based  retailer  benefited  from 
training  cooperation  with  Home  Depot 

11 

$215 
million 

HOME  DEPOT 

Has  two  global  sourcing  centers  in 
China  but  no  stores-yet 

0 

0 

nate     Data:  Busm 
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says  Elias.  "You  have  no  doorways,  or  ev  ^ 
wiring  or  pipes."  L 

So  Chinese  homeowners  fix  up  thl\  m 
shells  themselves.  They  have  to  r  j  u 
handymen  to  install  everything.  1 ,  ^ 
home  improvement  stores  already  op[  ^ 
ating  in  China  provide  those  work*.^ 
When  first-time  home  buyer  Angeline:;  L 
took  possession  of  her  new  Shangh  jn  • 
apartment  last  July,  she  found  her:1(n 
staring  at  a  shell  without  plumbi 
flooring,  doors,  or  w 
dows.  Travel  agent 
headed  over  to  B&C. 
British  home  imprc 
ment  chain.  B&Q  staf 
helped  her  design  a  f 
plan  and  choose  mat  (g^ 
als,  and  then  perfon 
all  the  installation  w 
The  retailer  offers  a  I 
plete  package,  with  in: 
lation  included,  whic 
aimed  at  entry-level  p: 
erty  buyers  and  price 
around  $6,000  for  a  t 
bedroom,  900-squ 
foot  apartment.  "I  boi 
everything  here,"  says 
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If  Home  Depot  decides  to  take 
I  plunge,  it  would  have  to  train 
tmsands  of  its  staffers  to  do 
bh  floor-to-ceiling  installation, 
rnething  it  doesn't  do  in  the  U.S.  Mean- 
liile,  it  faces  stiffening  competition 
jm  the  likes  of  B&Q  and  homegrown 
Vers,  including  Homemart,  Homeway, 
!i  Orient  Home.  Homeway,  which  had  a 
ef  dalliance  with  Home  Depot  in  the 
d-1990s,  has  adopted  much  of  the 
me  Depot  model,  right  down  to  the  or- 
*e  work  aprons.  These  chains  have 
nt  years  cultivating  relationships  with 
al  suppliers  and  have  already  grabbed 
me  retail  locations  in  the  big  cities. 

NGSHUIFARE 

B&Q  ESPECIALLY,  Home  Depot  faces 
val  that  has  already  learned  many  les- 
is  about  operating  in  China.  The 
tin,  a  subsidiary  of  Europe's  do-it- 
irself  giant  Kingfisher,  inaugurated  its 
t  Chinese  store  in  Shanghai  in  1999 
soon  realized  that  a  cookie-cutter 
sion  of  its  British  stores  would  not 
s  muster.  Chinese  shoppers,  who  like 
landle  the  merchandise  before  buy- 
,  were  frustrated  that  products  were 


stacked   high    on    shelves. 
Many  never  ventured   far 
into  the  store  at  all  because 
they  were  intimidated  by 
the  prices  of  the  most  ex- 
pensive goods  that  B&Q  tra- 
ditionally displays   at   the 
head   of  each   aisle.   Now 
everything  is  within  easy 
reach,  and  the  bargains  are 
front  and  center. 
4MHfc         Since  those  wobbly  first 
r<     ?     steps,  B&Q  has  hit  its  stride  in 
China.  Its  49  stores  on  the 
mainland  rang  up  $542  mil- 
lion in  sales  in  2005,  a  48% 
increase  over  the  previous 
year.  B&Q  China  President 
David  Wei  says  his  company 
plans   to    double   its    store 
count  in  the  country  by  2010. 
B&Q'S    Chinese    outlets 
bear  little  resemblance  to  the 
cavernous  warehouses  filled 
with  piles  of  drywall,  paint, 
and  potted  plants  typical  of  a 
Home  Depot  in  the  U.S.  If  s 
more  like  the  macho  big-box 
store  meets  Queer  Eye  for  the 
Straight  Guy.  Designer  chop- 
sticks compete  for  space  with 
professional-grade      power 
tools.  For  feng  shui  followers, 
there's  an  extensive  selection 
of  aquariums  (Chinese  be- 
lieve fish  bring  good  luck), 
with  some  costing  as  much  as 
$3,000.  Not  your  standard 
Home  Depot  fare. 
As  they  try  to  gauge  the  risks  and  re- 
wards in  China,  Home  Depot  executives 
don't  want  to  get  off  on  the  wrong  foot. 
While  the  retailer  has  found  success  in 
Canada  and  Mexico,  forays  into  more  dis- 
tant markets  have  ended  badly.  After  a 
half-hearted  expansion  into  Chile  and  Ar- 
gentina, Home  Depot  sold  off  its  stores 
there  in  2001  and  has  not  ventured  into 
any  other  countries  since. 

It's  likely  that  Home  Depot  will  try 
some  mix  of  building  its  own  stores  and 
buying  share  in  China  through  an  acqui- 
sition. Yet  the  longer  it  waits,  the 
tougher  it  will  be  to  break  in.  Securing 
the  best  locations  requires  good  govern- 
ment connections.  Getting  to  know  the 
market  and  forging  relationships  with 
local  suppliers  can  take  years.  Says  Tian 
Guanyong,  CEO  of  CGen  Media,  a  com- 
pany that  installs  flat-panel  screens  that 
play  ads  in  retail  outlets:  "Home  Depot 
had  better  make  up  its  mind  about  China 
before  it's  too  late." 

-With  Brian  Grow  in  Atlanta 
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A  B&Q  outlet  in 
Shanghai 


Rapping  On 
India's  Door 


When  U.S.  President 
George  W.  Bush  visited 
India  this  March,  a  pack 
of  American  executives 
descended  on  New  Delhi 
at  the  same  time  to  take  advantage  of  the 
political  goodwill  generated  by  his  trip.  One 
of  the  companies  was  Wal-Mart  Stores  Inc. 
The  world's  No.  1  retailer  has  long  sought 
entry  into  India's  1  billion-strong  consumer 
market,  but  restrictions  on  foreign  retail 
chains  have  kept  it  at  bay. 

Wal-Mart  has  been  sourcing  goods  from 
India  since  2001.  But  in  a  sign  of  its  bigger 
ambitions,  Wal-Mart  last  December  applied 
for  permission  to  open  a  liaison  office  in 
New  Delhi,  to  be  staffed  by  Lance  Rettig,  a 
senior  executive  from  international 
operations.  Rettig's  mission?  Wal-Mart  calls 
it  "market  research,"  but  local  retailers  say 
it's  to  lobby  the  government  to  let  in  foreign 


retailers.  "We  are  at  the  feasibility  and 
market  study  stage,"  says  Wal-Mart's 
director  of  international  corporate  affairs, 
Beth  Keck. 

Foreign  retailers  can  only  operate  in  India 
as  wholesalers,  and  local  shopkeepers  want 
to  keep  it  that  way.  Kishore  Biyani,  founder  of 
Pantaloon  Retail  (India)  Ltd.,  the  country's 
top  chain  with  some  $450  million  in  annual 
revenue,  has  been  pressing  New  Delhi  to 
keep  Wal-Mart  out.  "We  are  trying  to  close 
the  back  door  and  the  front  door,"  he  says.  If 
Wal-Mart  does  break  in,  Biyani  won't  be  its 
only  local  rival.  Petrochemical  giant  Reliance 
is  planning  an  initial  investment  of  $750 
million  to  set  up  1,000  hypermarkets.  The 
longer  it  takes  Wal-Mart  to  get  clearance 
from  Indian  authorities,  the  better  prepared 
its  local  competitors  will  be. 

-  By  Manjeet  Kripalani  in  Bombay 
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Finance  Markets 


A  High-Risk  Diet 
For  Investors 

Why  a  portfolio  full  of  commodities  may 
not  be  the  best  hedge  against  inflation 


BY  AARON  PRESSMAN 

HE  COMMODITIES  MAR- 
kets  are  booming.  The 
Dow  Jones  AIG  Commodi- 
ty Index  has  gained  18% 
over  the  past  year  (chart). 
Oil  and  copper  prices  are  at 
all-time  highs,  while  gold 
and  silver  are  at  20-year  peaks.  Investors 
will  add  roughly  $30  billion  to  commodity 
index  funds  this  year,  estimates  Barclays 
Capital,  about  what  they  put  in  U.S.  do- 
mestic stock  funds  in  2005. 

Wall  Street  firms,  of  course,  flog 
trends  like  this  for  all  they're  worth. 
They  have  recently  launched  a  slew  of  fi- 
nancial products,  from  exchange-traded 
funds  that  track  the  prices  of  gold  and 
oil  to  mini  futures  contracts  that  don't 
require  big  sums  of  capital  to  get  in. 

The  Street's  marketing  machine  is 
pitching  the  products  to  two  kinds  of  in- 
vestors: momentum  traders,  and  more 
conservative  investors  looking  to,  diversi- 
fy their  portfolios  with  alternative  assets 
and  to  protect  against  inflation.  Both 
groups  might  be  in  for  disappointment. 

The  conventional  wisdom  holds  that 
because  commodities  are  physical  assets, 
they're  the  best  way  to  hedge  against  ris- 
ing prices,  which  eat  into  the  real  returns 
of  purely  financial  in- 
struments such  as 
stocks  and  bonds. 

Trouble  is,  the  con- 
ventional wisdom 
seems  to  be  wrong. 
Commodities  have  not 
kept  up  with  inflation 
over  the  past  36  years, 
according  to  UBS 
Global  Asset  Manage- 
ment. And  while  it 
seems  logical  to  as- 
sume   that    inflation 


HOT  STUFF 


150 


APR.  11  '03 

Data:  Blooirterg  Financial  Markets 


travels  in  tandem  with  commodity  prices, 
the  correlation  is  weak.  Moves  in  the 
Goldman  Sachs  Commodity  Index  over 
three-year  periods  going  back  to  the 
1970s  have  swung 
from  an  almost  per- 
fect mirror  of  the 
consumer  price  index 
to  the  opposite.  (A 
better  way  to  hedge: 
Treasury  inflation- 
protected  securities, 
which  guarantee  a 
real  return.) 

There's  more  truth 
to  the  argument  that 
diversifying  a  portfo- 
lio with  commodities 


THE  DOW  JONES  AIG 
COMMODITY  INDEX 

WEEKLY  CLOSES 
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increases  returns.  From  1969  to  200' 
the  Goldman  Sachs  Commodity  Inde 
gained  12.2%  a  year,  beating  the  11.2*2 
return  in  the  Standard  &  Poor's  50( 
stock  index  and  walloping  the  8.6%  gai  i 
for  bonds.  A  portfolio  of  half  stocks  anil 
half  commodities  performed  best,  nm 
turning  12.5%  a  year  with  less  volatility  j 

"FOOLED  BY  THE  PAST" 

BUT  COMMODITIES  are  also  high! 
cyclical,  and  they  won't  rally  forevd 
"Don't  be  fooled  by  the  past,"  says  Cam- j 
bell  Harvey,  a  professor  at  Duke  Universj 
tys  Fuqua  School  of  Business  and  co-a t 
thor  of  a  paper  examining  commodi 
returns.  "There's  no . . .  theoretical  reasc  \ 
why  these  returns  will  continue." 

Like  most  investment  booms,  this  oi  J 
will  likely  end  up  a  victim  of  its  ovJ 
success.  Commodity  index  funds  doij 
buy  gold  bars  or  barrels  of  oil— they  b| 
futures  contracts  traded  on  exchange] 
Each  month,  as  contracts  expire,  funi 
roll  over  their  positions  to  new  contract 
Peculiarities  in  the  futures  market  haJ 
made  those  rollovers  profitable  in  t 
past.  Prices  of  longer-dated  commodj  I 
contracts  tend  to  be  lower  than  sho  f 
\      er-dated  ones,  because  there  i  j 
usually  more  sellers  eager  to  lock  J 
future  prices  than  buyers  willing.  J 
speculate  on  them.  As  a  result V 
this     imbalance,     commodity 
funds,  buying  lower  and  sellilj 
higher,  have  added  about  ff 
percentage  points  a  year  to 
returns    over    the    past 
decades,  says  Edwin  Denson, 
asset  allocation  analyst  at  UBS. 
But  now,  with  speculators  piling 
the  rollover  opportunity  is  disappear] 
in  many  commodities.  "That  mar 
inefficiency  has  gone  away  as  it  dr< 
more  attention,"  says  Denson.  Subtr? 
five    percentage    points    a    year,    S: 
commodities    wouldn't    have    bea> 
stocks  or  bonds. 

The  bulls  say  it's  different  this  tin; 
The  market  is  being  driven  by  fun 
mental  forces  such  as  demand  frr 
China  and  India  and  supply  shortai 
stemming    from    decades    of   und 
investment.  "Companies  have  been  ( 
ting  back  on  exploration,  developmi 
and  manpower  since  the  1980s,"  S*  * 
Kevin  Norrish,  a  director  in  the  cc  J  drea 
modities  research  team  at  Barclays  C I  ^ 
ital.  But  such  conditions  have  prece 
other  rallies,  which  have  petered 
when  supplies  caught  up.  This  ti 
speculators  who  go  all  in  might  end 
wishing  they  had  spread  their  cl 
around  the  table.  ■ 
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In  Tough  Hands 
At  Allstate 

It's  fighting  accusations  that  its  methods 
deny  policyholders  legitimate  benefits 


BY  MICHAEL  OREY 

DAVID  BERARDINELLI  IS 
something  of  a  bon  vi-> 
vant.  The  Santa  Fe  (N.M.; 
plaintiffs'  lawyer  collect' 
fine  wine,  has  chefs  fron 
local  restaurants  over  tc 
cook  in  his  home,  and  re 
stores  classic  Porsches.  He's  also  about  tc 
become  a  published  author. 

His  book,  From  Good  Hands  to  Boxirq 
Gloves,  won't  burn  up  the  best-seller  lists 
But  if  s  already  making  waves.  It  tells  th< 
story  of  the  key  role  played  by  manage 
ment  consultant  McKinsey  &  Co. 
reengineering  auto  insurance  claims  op 
erations  at  Allstate  Corp.— and  it's  a  stor 
Allstate  doesn't  want  told. 

In  February,  a  New  Mexico  state  coui 
rejected  Allstate's  efforts  to  keep  Berai 
dinelli  from  publishing  his  book,  whid 
will  be  marketed  to  trial  lawyers  nation 
wide  later  this  year.  Since  2004,  Allstat 
has  been  defying  an  order  by  the  sam 
court  to  make  available  public  copies  ( 
some  12,500  PowerPoint  slides  McKinsei 
prepared  for  the  insurer,  which  form  till 
basis  of  the  book.  That' s  quite  unusual- 
big  companies  almost  never  ignore  jud 
rial  orders.  In  a  court  filing,  Allstate  ha 
characterized  its  actions  as  "respectfr 
civil  disobedience." 

What  is  it  that  Allstate  so  badly  wan 
to  keep  under  wraps?  In  a  written  a 
sponse  to  BusinessWeek,  the  insurer  sa;; 
the  McKinsey  material  contains  propi 
etary  business  secrets.  The  documen 
also  present  a  clear  risk  to  the  companj  B 
reputation.  The  title  of  Berardinell:  I 
book  is  drawn  from  a  McKinsey  slide  th 
suggests  that  Allstate  should  treat  sori 
of  its  claimants  with  "boxing  glovee 
rather  than  with  its  trademark  "goc| 
hands."  Collectively,  the  documents  pre 
ent  a  portrait  of  business  strategies  th  I 
are  at  odds  with  the  insurer's  careful 
cultivated  public  image.  Rather  than  sii 
ply  rushing  to  the  scene  of  an  accide 
and  doling  out  cash,  Allstate  deploys  a  ^ 
riety  of  systems  set  in  place  by  McKins 
to  make  sure  it  pays  the  minimum  nea 
sary— and  it  plays  hardball  with  the 
who  seek  more. 

Berardinelli,  57,  has  provided  Busine 
Week  an  exclusive  copy  of  a  draft  of  1 


■ 


»  ALLSTATE  HAS  DEFIED  A  COURT  ORDER  to  make 
public  copies  of  slides  consultant  McKinsey  prepared  for 
the  insurer.  They  reveal  acompany  strategy  to  employ 
aggressive  tactics  against  some  claimants 
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If  you're  still  not  using  FedEx,  you're  running  out  of  excuses. 


At  FedEx,  we  offer  dozens  of  ways  to  meet  the  needs  of  your  small  business. 
We  can  ship  almost  anything  from  documents  to  freight,  to  meet 
nearly  any  deadline  or  budget.  And  that's  just  the  beginning.  With  our 
File,  Print  FedEx  Kinko's"'"  service,  you  can  access  full-service  printing, 
binding  and  shipping  right  from  your  desktop.  Go  to  fedex.com  today, 
where  there's  something  for  everyone.  Even  the  reversible  pants-crowd. 
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T.  Rowe  Price  Retirement  Funds: 

The  best  target 
funds  available. 


Kiplinger's  2/06- 
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Please  note  that  the  Retirement  Funds  should  not  be  considered  a  complete  retirement  solution.  When  planning  for  retirement,  yoi   '.: 
should  also  think  about  factors  such  as  needed  emergency  cash  reserves,  the  amount  of  equity  in  your  home,  and  your  life  and  healtl 
insurance  options.  Before  investing  in  one  of  these  funds,  be  sure  to  weigh  several  factors,  such  as  your  objectives,  time  horizon,  an* 
risk  tolerance,  as  well  as  your  retirement  needs  and  other  sources  of  income. 


Just  choose  the  year  closest  to  your  expected  retirement  date: 


Fund  Name 

Retirement  Fund  2010  (TRRAX) 
Retirement  Fund  2020  (TRRBX) 
Retirement  Fund  2030  (TRRCX) 
Retirement  Fund  2040  (TRRDX) 


Morningstar  Rating1 

•*••• 
••*** 
**** 
***** 


Fund  Name  (Not  Yet  Rated) 

Retirement  Fund  2015  (TRRGX) 
Retirement  Fund  2025  (TRRHX) 
Retirement  Fund  2035  (TRRJX) 
Retirement  Fund  2045  (TRRKX) 


Past  performance  cannot  guarantee  future  results.  The  Overall  Morningstar  Rating™  is  derived  from  a  weighted  average  of  the 
performance  figures  associated  with  a  fund's  3-,  5-,  and  10-year  (if  applicable)  Morningstar  Rating™  metrics.  The  Retirement 
2010  Fund  was  rated  among  42  and  42  target  date  2000-2014  funds;  Retirement  2020  Fund  was  rated  among  17  and  17 
target  date  2015-2029  funds;  and  the  Retirement  2030  and  2040  Funds  were  rated  among  40  and  40  target  date  2030+  funds 
for  the  overall  rating  and  the  3-year  period  ended  2/28/06,  respectively.  Ratings  are  based  on  risk-adjusted  performance. 
Request  a  prospectus  or  a  briefer  profile;  each  includes  investment  objectives,  risks,  fees,  expenses,  and  other  information  that  you 
should  read  and  consider  carefully  before  investing. 

Kiplinger's  magazine  said  T  Rowe  Price  has  "the  best  target  funds  available"  because  of  their  high  allocation  to  stocks,  low  expenses,  and 
three-year  performance  record.*  Our  Retirement  Funds  make  investing  simple — just  choose  the  one  closest  to  your  retirement  date. 
The  Retirement  Funds  invest  in  a  mix  of  up  to  1 5  T  Rowe  Price  mutual  funds.  We  adjust  the  mix  over  time,  initially  focusing  on  growth  as 
you  save.  Then  as  the  target  date  nears,  and  during  retirement,  we  shift  the  balance  to  reduce  risk  and  increase  stability.  Our  unique  asset 
allocation  approach  is  designed  to  maximize  your  retirement  savings.  Investors  should  note  that  the  higher  a  fund's  allocation  to  stocks,  the 
greater  the  risk.  The  funds'  investment  in  many  underlying  funds  means  that  they  will  be  exposed  to  the  risks  of  different  areas  of  the  market. 

^tT  Rowe  Price,  our  disciplined,  long-term  approach  is  well-suited  to  retirement  investing.  While  we  actively  manage  our 
Retirement  Funds,  we  keep  costs  low  —  with  no  loads  or  commissions,  and  no  additional  fees  for  managing  the  portfolio  of  funds 
hat  make  up  our  Retirement  Funds.  Call  our  Investment  Guidance  Specialists  today,  and  put  our  Retirement  Funds  to  work  for 
/our  retirement  savings,  401  (k)  rollover,  or  IRA. 


Iroweprice.  com/start      1.800.401.4764 


T.RoweRrice 


INVEST    WITH    CONFIDENCE 

The  three-year  performance  record  does  not  reflect  how  the  funds  may  perform  over  a  long-term  period  that  may  include  down  markets. 
:or  funds  with  at  least  a  3-year  history,  a  Morningstar  Rating™  is  based  on  a  risk-adjusted  return  measure  (including  the  effects  of  sales  charges,  loads,  and  redemption  lees)  with  emphasis  on  downward  variations 
id  consistent  performance.  The  top  1 0%  of  funds  in  each  category  receive  5  stars,  the  next  22.5%  4  stars,  the  next  35%  3  stars,  the  next  22.5%  2  stars,  and  the  bottom  1 0%  I  star.  Each  share  class  is  counted  as 
fraction  of  one  fund  within  this  scale  and  rated  separately.  Morningstar  Rating™  is  for  the  retail  share  class  only,  other  classes  may  have  different  performance  characteristics.  The  Retirement  20 1 0, 2020,  and 
MO  Funds  received  5  stars  and  the  Retirement  2030  Fund  received  4  stars  for  the  3-year  period.  ©2006  Morningstar,  Inc.  All  Rights  Reserved.  The  information  contained  herein:  (I )  is  proprietary  to  Morningstar 
id/or  its  content  providers;  (2)  may  not  be  copied  or  distributed;  and  (3)  is  not  warranted  to  be  accurate,  complete,  or  timely.  Neither  Morningstar  nor  its  content  providers  are  responsible  for  any  damages  or 
sses  arising  from  any  use  of  this  information. 
Rowe  Price  Investment  Services,  Inc.,  Distributor.  MRET0J3473 
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book,  as  well  as  more  than  200  typed 
pages  of  notes  he  took  on  the  McKinsey 
slides.  His  tale  illuminates  the  largely  hid- 
den role  McKinsey  has  played  as  a  key  ar- 
chitect of  claims  practices  in  use  across  the 
insurance  industry  today.  In  addition  to 
advising  Allstate,  McKinsey  has  also  done 
work  for  Farmers  Insurance  Group,  USAA, 
State  Farm,  and  Fireman's  Fund.  While 
many  of  the  cost-reduction  strategies 
McKinsey  recommended  at  Allstate  re- 
main in  place,  some  have  been  reined  in 
following  legal  and  regulatory  challenges 
in  several  states. 

EPIC  WAR 

BERARDINELLI'S  BOOK  IS  certainly  a  par- 
tisan one,  written  to  support  "bad  faith" 
lawsuits  that  he  and  other  attorneys  have 
filed  against  Allstate  alleging  mistreatment 
of  policyholders.  He  says  that  the  McKin- 
sey project,  which 
lasted  from  1992  until 
at  least  1997,  institu- 
tionalized aggressive 
practices  aimed  at  en- 
riching investors  at 
the  expense  of  cus- 
tomers. "When  you 
strip  away  all  the  fan- 
cy jargon,  all  this  is  a 
plan  for  switching 
money  from  the  poli- 
cyholders' pockets  to 
the  shareholders' 
pockets,"  he  main- 
tains. In  the  decade  af- 
ter Allstate  instituted 
the  McKinsey  pro- 
gram in  1995,  the 
amount  of  money  it 
paid  out  per  premium 
dollar  in  car  accident 
cases  declined  from  about  634:  to  47<t,  ac- 
cording to  A.M.  Best. 

Mckinsey  declined  to  comment,  citing 
client  confidentiality.  But  Allstate  says 
Berardinelli's  allegations  are  "unfound- 
ed and  unproven."  Rather  than  trying  to 
cheat  customers,  the  company  says,  its 
claims  revamp  was  just  good  manage- 
ment: an  effort  to  "become  the  premier 
claim  organization  in  the  industry."  A 
major  goal,  it  says,  was  to  benefit  policy- 
holders by  identifying  "exaggerated  and 
fraudulent  claims."  In  its  written  re- 
sponse, Allstate  further  said  its 
"processes  are  absolutely  sound"  and 
that  its  goal  is  "to  investigate,  evaluate, 
and  promptly  resolve  each  claim  fairly, 
based  on  the  merits." 

The  battle  over  the  McKinsey  docu- 
ments is  just  the  latest  round  in  an  epic, 
decades-long  war  between  insurers  and 


When  you  strip  away  all 
the  fancy  jargon,  all  this  is  a 

Elan  for  switching  money 
•om  die  policyholders5 
pockets  to  the 
shareholders'  pockets." 

—David  Berardinelli,  plaintiffs'  lawyer 


the  plaintiffs'  bar  over  access  to  one  of  the 
biggest  treasure  troves  of  cash  ever  creat- 
ed: the  billions  of  dollars  in  premiums 
held  by  insurers  to  pay  claims.  For  years, 
each  side  has  cast  the  other  as  evil  incar- 
nate. In  the  early  1990s,  when  Allstate  re- 
tained McKinsey,  there  was  a  widespread 
sense  among  insurers  that  they  were  pay- 
ing too  many  illegitimate  automobile-ac- 
cident claims  and  that  an  aggressive 
plaintiffs'  bar,  fueled  by  a  wave  of  newly 
allowed  attorney  advertising,  bore  much 
of  the  blame.  One  focus  of  the  program 
McKinsey  introduced  at  Allstate,  called 
Claim  Core  Process  Redesign  (CCPR), 
was  aimed  at  striking  a  blow  at  that  trend. 
But  plaintiffs'  attorneys  around  the 
country  allege  that  various  elements  of 
CCPR  go  beyond  eliminating  fraudulent 
claims  and  operate  in  a  systematic  way  to 
deny  policyholders  legitimate  benefits. 


Copies  of  Allstate's  massive- 
ly thick  CCPR  manuals  hav« 
been  circulating  among  tria 
lawyers  for  years.  Althougl 
plaintiffs  have  had  piece 
meal  success  in  bad-faitl 
cases  against  Allstate,  thi 
insurer  points  to  sevei 
court  rulings  that  have  re 
jected  attacks  on  CCPR.  Las 
December  a  Montana  stat 
court  noted  that  while  CCP] 
practices  may  be  illegal 
misapplied  in  a  particula 
case,  they  nevertheless  ar 
neutral  with  no  manifesd 
illegal  purpose." 

Berardinelli  is  convince 
that  the  McKinsey  materi; 
could  turn  the  tide.  Th 
documents  "explain  whi 
McKinsey  built  CCPR,"  1 
says.  In  his  book  he  com 
pares  Allstate  to  a  vendor 
canned  peas  and  arguu 
that  the  documents  "sho 
how  McKinsey...deliberad 
ly  designed  Allstate's  clail 
factory  to  arbitrarily  'unde| 
fill'  every  can  of  Allstate  insurance." 

He  begins  his  story  in  1992,  when,  I 
rardinelli  believes,  McKinsey  made  its  ixil 
tial  presentations  on  the  Allstate  projea 
(Allstate  confirms  that  it  retained  McKiJ 
sey  in  the  early  1990s.)  Berardinelli| 
notes  on  the  McKinsey  slides,  which 
has  filed  in  court,  show  that  the  consuJ 
ants'  goals  were  far-reaching.  The  obj<| 
tive,  according  to  notes  on  one  slide,  wa 
"radically  alter  our  whole  approach  to  1 1 
business  of  claims."  The  consultants  ; 
advised  the  insurer  on  what  steps  w«| 
needed  to  achieve  those  ambitious  go  | 
(table,  page  54). 

Just  why  Allstate  brought  in  McKini: 
at  that  time  isn't  clear.  But  Berardin" 
notes  that  in  1993,  Allstate's  then  owr; 
Sears  Roebuck  &  Co.,  spun  off  20%  of  * 
insurer  to  the  public  and  distributed 
rest  of  the  Allstate  stock  to  Sears  sha. 
holders  two  years  later.  Freed  of  their  i 
to  the  large  and  struggling  retailer, 
state  executives  could  now  connect  tr 
personal  financial  fortunes  directly  to 
provements  in  the  insurer's  bottom  lil 
Jerry  D.  Choate  was  president  of  Allsta 
personal  property  and  casualty  operati  | 
when  McKinsey  was  retained,  and 
notes  on  several  McKinsey  slides  list  1 
as  a  participant  in  the  project.  Che  I 
went  on  to  serve  as  Allstate's  chairr 
and  chief  executive  from  1995  thro 
1998.  By  the  end  of  1997  he  had  accui 
lated  shares  worth  tens  of  millions. 
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Children  love  running,  climbing,  swimming  and 
simply  jumping  around.  And  they  often  end  up 
falling  over. 

This  doesn't  usually  do  any  harm  -  a  bruise 
here,  a  cut  there,  perhaps.  But  for  children  suf- 
fering from  hemophilia,  even  small  injuries  can 
be  life-threatening. 

Hemophilia  is  a  disorder  of  the  blood  im- 
pairing its  ability  to  clot.  Bayer  biotechnological 
research  has  contributed  to  the  development 
of  a  highly  effective  medication,  enabling  more 
and  more  kids  to  take  part  in  the  fun  and 
games  of  childhood.  So  that  kids  can  feel  more 
like  kids  -  and  less  like  lifelong  patients. 
www.bayer.com 


New  Bayer:  CropS 
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could  not  be  reached  for  comment. 
Allstate's  "gross  opportunity"  if 
McKinse/s  plan  were  fully  implemented, 
according  to  Berardinelli's  notes  on  one 
slide,  was  $550  million  to  $600  million  in 
savings,  almost  all  of  which  would  come 
from  reducing  claims  payments,  not  from 
cutting  expenses.  The  consultants  then 
targeted  several  areas  as  presenting  the 
greatest  opportunity  for  reductions. 
Fraud  was  one,  with  one  slide  stating  that 
"it  may  exist  in  approximately  11  percent 
of  current  claim  volume,"  according  to 
Berardinelli's  notes. 

DRY  SPIGOT 

ANOTHER  MAJOR  FOCUS  was  on  "sub- 
jective" injuries,  meaning  claims  for  such 
things  as  emotional  distress  and  pain  and 
suffering,  as  opposed  to  "objective"  in- 
juries, such  as  broken  limbs.  To  get  a 
handle  on  these  claims,  the  notes  on  the 
slides  show,  McKinsey  worked  with  All- 
state to  install  Colossus,  a  computerized 
claim-evaluation  system  sold  by  Comput- 
er Sciences  Corp.  Colossus  compares  a 
claimant's  injuries  with  a  database  of 
similar  cases  and  recommends  a  settle- 
ment range.  Plaintiffs'  attorneys  have  al- 
leged that  insurers  can  "tune"  Colossus 
to  consistently  spit  out  lowball  offers. 

Berardinelli's  notes  show  one  McKin- 
sey slide  stating  that  the  system  has  been 
"extremely  successful  in  reducing  severi- 
ties with  reductions  in  the  range  of  20% 
for  Colossus-evaluated  claims."  ("Severi- 
ties" is  insurance  industry  jargon  refer- 
ring to  the  size  of  claim  payments.)  In  its 
written  response  to  BusinessWeek,  Allstate 
says  that  "Colossus  is  merely  a  tool  used 
to  assist  in  the  valuation"  of  some  bodily 
injury  claims  and  that  adjusters  use  their 
expertise  to  come  up  with  appropriate 
settlements  "on  each  individual  claim." 

One  of  the  key  elements  of  McKinsey's 
plan  was  reducing  the  number  of 
claimants  who  turn  to  attorneys  after  an 
accident  for  help  in  collecting  on  their  in- 
surance. The  consultants  even  forecast 
what  the  potential  gains  in  this  area 
would  mean  for  Allstate's  stock.  A  25% 
drop  in  attorneys  appearing  in  several 
categories  of  cases  could  add  $1.60  to  All- 
state's  share  price,  one  slide  states,  ac- 
cording to  Berardinelli's  notes. 

The  boxing  gloves  slide  was  displayed 
in  open  court  in  a  case  against  Allstate  in 
Kentucky  last  year.  It  states  that  by 
"holding  the  line"  on  cases  where  acci- 
dent victims  hire  lawyers,  Allstate  could 
achieve  "a  new  distribution  of  settlement 
times"  on  subjective-injury  claims.  "By 
increasing  the  number  of  early  unrepre- 
sented settlements,"  the  slide  says,  All- 
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state  could  give  90%  of  these  claims  the 
"good  hands"  treatment,  resolving  them 
within  about  200  days.  But  the  slide 
shows  the  remaining  10%  getting  "box- 
ing gloves"  treatment,  and  a  graph  shows 
resolution  of  their  claims  taking  as  much 
as  four  years  or  longer. 

In  Berardinelli's  view,  this 
slide  reflects  what  he  sees  as 
the  current  practice  at  All- 
state. Claimants  in  the 
"good  hands"  category  may 
get  swift  reimbursement, 
but  they  will  end  up  with  less 
than  they're  entitled  to,  he 
says.  Those  who  hold  out  for 
more— and  retain  a  lawyer  to 
help  them  get  it— face  batter- 
ing in  the  courts  and  poten- 
tially years  of  delay.  "You  can 
get  your  claims  resolved  promptly  or  fair- 
ly," he  argues,  "but  not  both."  Allstate  says 
some  people  hired  lawyers  because  they 
were  not  familiar  with  the  claims  process. 

Once  the  CCPR  program  was  rolled  out 
in  1995,  the  effect  was  quickly  felt  by  the 
trial  bar.  "We  would  ordinarily  settle  one 
or  two  cases  a  month,"  recalls  Whitney 
Buchanan,  a  plaintiffs'  attorney  in  Albu- 
querque. But  then,  "Allstate  simply 
turned  off  the  taps." 

McKINSEVS 
FIVE-STEPPROGRAM 

In  one  of  its  presentations  to 
Allstate,  the  management  consultant 
predicted  that  Allstate  could  reduce 
auto  payouts  by  5%  to  15%  and 
expenses  by  10%  to  20%  if 
managers  took  the  following  steps: 

1  GETTING  BEHIND  THE  PROGRAM 
"The  senior  management  team 
views  the  improvement  program 
as  a  top  priority." 

2  ELIMINATING  SACRED  COWS  "They 
are  willing  to  make  fundamental 
changes  in  people,  procedures, 
management  systems,  structure." 


No 

broadscale 
attack  on 
Allstate's 
program  has 
succeeded 
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BEING  IN  FOR  THE  LONG  HAUL  "They 
stick  with  it  for  several  years  until  a 
changed  culture  is  put  in  place." 


4  SPREADING  THE  WORD  "They 
focus  extraordinary  attention  on 
communication  throughout  the 
organization." 
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MEASURING  THE  RESULTS  "They 
invest  significant  time  in  measuring 
their  performance." 


In  mounting  a  counterattack,  plaintiffs 
attorneys  have  had  some  success.  Court 
and  regulators  in  a  number  of  states,  in 
eluding  New  York,  Pennsylvania,  an(. 
Washington,  have  forced  Allstate  to  halt  o 
change  its  practice  of  handing  out  a  con 
troversial  "Do  I  Need  an  At 
torney?"  form  to  people  in 
volved   in    accidents.   An 
Colossus,  now  widely  used  i 
the  insurance  industry,  ha 
come   under   attack   on 
number  of  fronts,  with  attoi 
neys  alleging  it  is  being  use 
to  lowball  claims.  Last  yea 
Farmers  Insurance  Group, 
unit  of  Zurich  Financial  Se 
vices,  agreed  in  a  nationwic 
settlement  to  stop  using  it  fi 
certain  claims. 
Loquacious  and  professorial-lookin 
Berardinelli  began  his  quest  for  tl 
McKinsey  documents  in  a  routine  ban 
faith  suit  he  filed  against  Allstate  in  D 
cember,  2000,  in  Santa  Fe  County.  In  o 
dering  Allstate  to  turn  the  McKinsi 
material  over  to  Berardinelli,  the  tri 
judge  ruled  that  the  documents  were  n 
entitled  to  confidentiality  but  said  Ber 
dinelli  had  to  treat  them  as  confident!] 
while  Allstate  pursued  an  appeal.  If  A 
state  lost  its  appeal,  the  judge  ruled,  t 
confidentiality  order  would  expire. 

During  this  period,  Berardinelli  fu 
ously  took  notes  as  he  worked  in  the 
flee  of  his  home,  perched  in  the  southei 
hills  overlooking  Santa  Fe.  The  12,5 
pages— a  bit  more  than  half  of  which 
duplicates— were  on  paper  that  cc 
tained  background  printing  declari 
them  to  be  confidential. 

It  took  two  years  for  an  interim  app 
late  court,  and  then  the  New  Mex 
Supreme  Court,  to  rule  that  Allstate's ; 
peal  failed  because  it  had  filed  it  one  ( 
too  late.  With  the  Supreme  Court  rul 
in  hand  in  March,  2004,  Berardinelli 
turned  the  McKinsey  material  he  hac 
Allstate  and  demanded  a  clean  copy,  i 
of  the  restrictive  printing.  Allstate 
fused,  prompting  the  trial  court  judgi 
hit  it  with  the  most  extreme  civil  sa 
tion  a  court  can  order,  a  default  ju 
ment— finding  it  liable  without  tria 
the  underlying  bad-faith  case. 

Allstate  is  appealing  that  ruling.  1 
court  filing,  Allstate  argues  that  Be 
dinelli's  aim  is  not  to  have  the  McKir 
documents  for  use  in  a  particular  case 
to  be  able  to  disseminate  their  conteni 
lawyers  around  the  country.  As  he  j 
the  finishing  touches  on  his  book  m£ 
script,  Berardinelli  would  be  h 
pressed  to  disagree.  ■ 


esire  tells  you  where  you  want  to 
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IT  WAS  ABOUT  2  P.M.  ON  MAR.  9  WHEN  THREE 
Nucor  Corp.  electricians  got  the  call  from  their  col- 
leagues at  the  Hickman  (Ark.)  plant.  It  was  bad  news: 
Hickman's  electrical  grid  had  failed.  For  a  minimill 
steelmaker  like  Nucor,  which  melts  scrap  steel  from  au- 
tos,  dishwashers,  mobile  homes,  and  the  like  in  an  elec- 
tric arc  furnace  to  make  new  steel,  there's  litde  that 
could  be  worse.  The  trio  immediately  dropped  what 
they  were  doing  and  headed  out  to  the  plant.  Malcolm 
cDonald,  an  electrician  from  the  Decatur  (Ala.)  mill,  was  in 
diana  visiting  another  facility.  He  drove  down,  arriving  at  9 
dock  that  night.  Les  Hart  and  Bryson  Thimble,  from  Nucof  s 
cility  in  Hertford  County,  N.C.,  boarded  a  plane  that  landed  in 
emphis  at  11  p.m.  Then  they  drove  two 
>urs  to  the  troubled  plant. 
No  supervisor  had  asked  them  to  make 
e  trip,  and  no  one  had  to.  They  went  on 
eir  own.  Camping  out  in  the  electrical 
bstation  with  the  Hickman  staff,  the  team 
Drked  20-hour  shifts  to  get  the  plant  up 
id  running  again  in  three  days  instead  of 
e  anticipated  full  week.  There  wasn't  any 
rect  financial  incentive  for  them  to  blow 
eir  weekends,  no  extra  money  in  their 
art  paycheck,  but  for  the  company  their 


THE 
ART 


practices,  which  base  the  vast  majority  of  most  workers'  income 
on  their  performance.  An  upstart  nipping  at  the  heels  of  the  in- 
tegrated steel  giants,  Nucor  had  a  close-knit  culture  that  was 
the  natural  outgrowth  of  its  underdog  identity.  Legendary 
leader  F.  Kenneth  Iverson's  radical  insight:  that  employees, 
even  hourly  clock-punchers,  will  make  an  extraordinary  effort  if 
you  reward  them  richly,  treat  them  with  respect,  and  give  them 
real  power. 

Nucor  is  an  upstart  no  more,  and  the  untold  story  of  how  it 
has  clung  to  that  core  philosophy  even  as  it  has  grown  into  the 
largest  steel  company  in  the  U.S.  is  in  many  ways  as  compelling 
as  the  celebrated  tale  of  its  brash  youth.  Iverson  retired  in  1999. 
Under  CEO  Daniel  R.  DiMicco,  a  23-year  veteran,  Nucor  has 
snapped  up  13  plants  over  the  past  five 
years  while  managing  to  instill  its  unique 
culture  in  all  of  the  facilities  it  has  bought, 
an  achievement  that  makes  him  a  more 
than  worthy  successor  to  Iverson. 

Nucor's  performance,  propelled  by  a 
red-hot  steel  market,  has  been  nothing 
less  than  sensational.  It  has  grown  into  a 
company  with  2005  sales  of  $12.7  billion, 
up  from  $4.6  billion  when  DiMicco  took 
over  in  2000.  Last  year  net  income  was 
$1.3  billion,  up  from  $311  million  in  2000. 


Motivation 

What  you  can  learn  from  a  company  that  treats  workers 
like  owners.  Inside  the  surprising  performance  culture 

of  steelmaker  Nucor 


BY  NANETTE  BYRNES 


ntribution  was  huge.  Hickman  went  on  to  post  a  first-quarter 
cord  for  tons  of  steel  shipped. 

What's  most  amazing  about  this  story  is  that  at  Nucor  if  s  not 
nsidered  particularly  remarkable.  "It  could  have  easily  been 
Hickman  operator  going  to  help  the  Crawfordsville  [Ind.] 
ill,"  says  Executive  Vice-President  John  J.  Ferriola,  who  over- 
es  the  Hickman  plant  and  seven  others.  "It  happens  daily." 
In  an  industry  as  Rust  Belt  as  they  come,  Nucor  has  nur- 
red  one  of  the  most  dynamic  and  engaged  workforces 
Dund.  The  11,300  nonunion  employees  at  the  Charlotte 
.C.)  company  don't  see  themselves  as  worker  bees  waiting 
:  instructions  from  above.  Nucor's  flattened  hierarchy  and 
lphasis  on  pushing  power  to  the  front  line  lead  its  employ- 
3  to  adopt  the  mindset  of  owner-operators.  If  s  a  profitable 
•mula:  Nucor's  387%  return  to  shareholders  over  the  past 
s  years  handily  beats  almost  all  other  companies  in  the  Stan- 
rd  &  Poor's  500-stock  index,  including  New  Economy  icons 
iazon.com,  Starbucks,  and  eBay.  And  the  company  has  be- 
ne more  profitable  as  it  has  grown:  Margins,  which  were  7% 
2000,  reached  10%  last  year. 
Nucor  gained  renown  in  the  late  1980s  for  its  radical  pay 


In  2005  the  company  shipped  more  steel  in  the  U.S.— 20.7  mil- 
lion tons— than  any  other  company.  "In  terms  of  a  business 
model,"  says  Louis  L.  Schorsch,  president  and  CEO  of  Nucor  ri- 
val Mittal  Steel  USA,  "they've  won  in  this  part  of  the  world." 

At  Nucor  the  art  of  motivation  is  about  an  unblinking  focus 
on  the  people  on  the  front  line  of  the  business.  If  s  about  talking 
to  them,  listening  to  them,  taking  a  risk  on  their  ideas,  and  ac- 
cepting the  occasional  failure.  If  s  a  culture  built  in  part  with 
symbolic  gestures.  Every  year,  for  example,  every  single  em- 
ployee's name  goes  on  the  cover  of  the  annual  report.  And,  like 
Iverson  before  him,  DiMicco  flies  commercial,  manages  without 
an  executive  parking  space,  and  really  does  make  the  coffee  in 
the  office  when  he  takes  the  last  cup.  Although  he  has  an  Ivy 
League  pedigree,  including  degrees  from  Brown  University  and 
the  University  of  Pennsylvania,  DiMicco  retains  the  plain -talk- 
ing style  of  a  guy  raised  in  a  middle-class  family  in  Mt.  Kisco, 
N.Y.  Only  65  people— yes,  65— work  alongside  him  at  head- 
quarters. 

At  times,  workers  and  managers  exhibit  a  level  of  passion  for 
the  company  that  can  border  on  the  bizarre.  Executive  Vice- 
President  Joseph  A.  Rutkowski,  an  engineer  who  came  up 
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through  the  mills,  speaks  of  Nucor  as  a  "magic"  place,  repre- 
senting the  best  of  American  rebelliousness.  He  says  "we  epit- 
omize how  people  should  think,  should  be."  EVP  Ferriola  goes 
even  further:  "I  consider  myself  an  apostle"  for  the  gospel  of 
Ken  Iverson.  "After  Christ  died,  people  still  spread  the  word. 
Our  culture  is  a  living  thing.  It  will  not  die  because  we  will  not 
let  it  die,  ever." 


Strategic  Highflier 

UNUSUAL?  NO  DOUBT.  But  Vijay  Govindarajan,  a  professor  at 
Dartmouth  College's  Tuck  School  of  Business,  teaches  Nucor  as 
an  example  of  outstanding  strategic  execution,  placing  it  along- 
side highfliers  such  as  JetBlue  Airways  and  eBay.  "My  students 
say:  'I  thought  Nucor  created  steel.'  And  I  say:  'No.  Nucor  cre- 
ates knowledge.' " 

At  a  time  when  many  observers  are  busy  hammering  the  fi- 
nal nail  into  the  coffin  of 
American  heavy  manufactur- 
ing, Nucor's  business  model  is 
well  worth  considering.  It 
raises  the  question  of  whether 
troubled  companies  such  as 
General  Motors  and  Ford- 
not  to  mention  nonmanufac- 
turers  such  as  Delta  Airlines 
or  Verizon  Communications 
—could  energize  their  work- 
ers by  adopting  some  version 
of  this  plan.  But  Nucor's  path 
is  hard  to  follow.  It  requires 
managers  to  abandon  the 
command-and-control  model 
that  has  dominated  American 
business  for  the  better  part  of 
a  century,  trust  their  people, 
and  do  a  much  better  job  of 
sharing  corporate  wealth. 

Money  is  where  the  rubber 
meets  the  road.  Nucor's  un- 
usual pay  system  is  the  single 
most  daring  element  of  the 
company's  model  and  the 
hardest  for  outsiders  and  ac- 
quired companies  to  embrace. 
An  experienced  steelworker 
at  another  company  can  easily 
earn  $16  to  $21  an  hour.  At 
Nucor  the  guarantee  is  closer 
to  $10.  A  bonus  tied  to  the 
production  of  defect-free  steel 
by  an  employee's  entire  shift 
can  triple  the  average  steel- 
worker's  take-home  pay. 

With  demand  for  steel  scorching  these  days,  payday  has  be- 
come a  regular  cause  for  celebration.  Nucor  gave  out  more 
than  $220  million  in  profit  sharing  and  bonuses  to  the  rank 
and  file  in  2005.  The  average  Nucor  steelworker  took  home 
nearly  $79,000  last  year.  Add  to  that  a  $2,000  one-time  bonus 
to  mark  the  company's  record  earnings  and  almost  $18,000, 
on  average,  in  profit  sharing.  Not  only  is  good  work  rewarded, 
but  bad  work  is  penalized.  Bonuses  are  calculated  on  every  or- 
der and  paid  out  every  week.  At  the  Berkeley  mill  in  Huger, 
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IF  WORKERS  CATCH  A  BAD  BATCH, 
THEY  GET  NO  BONUS  FOR  THAT 
ORDER.  IF  THEY  DON'T,  IT  COSTS 
THEM  THREE  TIMES  THE  BONUS 


S.C.,  if  workers  make  a  bad  batch  of  steel  and  catch  it  before  r 
has  moved  on,  they  lose  the  bonus  they  otherwise  would  have 
made  on  that  shipment.  But  if  it  gets  to  the  customer,  they  lose 
three  times  that. 

Managers  don't  just  ask  workers  to  put  a  big  chunk  of  thei: 
pay  at  risk.  Their  own  take-home  depends  heavily  on  results  a; 
well.  Department  managers  typically  get  a  base  pay  that's  759s 
to  90%  of  the  market  average.  But  in  a  great  year  that  sanu 
manager  might  get  a  bonus  of  75%  or  even  90%,  based  on  thi 
return  on  assets  of  the  whole  plant.  "In  average-to-bad  years 
we  earn  less  than  our  peers  in  other  companies.  That's  sup 
posed  to  teach  us  that  we  don't  want  to  be  average  or  bad.  W 
want  to  be  good,"  says  James  M.  Coblin,  Nucor's  vice-presiden 
for  human  resources. 

Compared  with  other  U.S.  companies,  pay  disparities  ar 
modest  at  Nucor.  Today,  the  typical  CEO  makes  more  than  40« 
times  what  a  factory  worker  takes  home.  Last  year,  Nucor5 
chief  executive  collected  a  salary  and  bonus  precisely  23  time 

that  of  his  average  steelworke 
(page  62).  DiMicco  did  we  J 
by  any  reasonable  standard 
making  some  $2.3  million  ij 
salary  and  bonus  (plus  long] 
term  pay  equaling  $4.9  mil 
Hon),  but  that's  because  Nucc  B 
is  doing  well.  When  things  at  I 
bad,  DiMicco  suffers,  too.  ifl 
2003,  as  the  company  wim 
dealing    with     an    industrH 
downturn  and  barely  squeake  r 
out  a  profit,  DiMicco  mac 
$1.4   million.   He   gets   fe 
stock  options,  and  most  of  hi 
restricted    stock    and    othn 
longer-term    bonuses    dor 
materialize  if  the  compai 
doesn't  beat  the  competitic  | 
and  outpace  a  sample  groin 
of    other     high-performiri 
companies  for  good  measui 
Paul    Hodgson,    senior    r> 
search  associate  at  the  Corp 
rate  Library,  an  organizatk 
that  researches  corporate  go 
ernance  issues,  and  an  expe 
in  the  field  who  rarely  h 
anything  good  to  say  abo 
CEO  compensation,  calls  N-' 
cor's  system  a  "best  practice 
Adds    Hodgson:    "Not    t 
many  companies  get  my  vo 
of  approval." 

Executive  pay  is  gear 
toward  team  building.  T 
bonus  of  a  plant  manager,  a  department  manager's  boss,  c 
pends  on  the  entire  corporation's  return  on  equity.  So  ther 
no  glory  in  winning  at  your  own  plant  if  the  others  are  failir 
When  EVP  Ferriola  became  general  manager  of  Nucor's  Vi 
craft  plant  in  Grapeland,  Tex.,  in  1995,  he  remembers  he  w; 
n't  in  the  job  two  days  before  he  received  calls  from  every  oi 
er  general  manager  in  the  Vulcraft  division  offering  to  h< 
however  they  could.  (Vulcraft  manufactures  the  steel  joists  a 
decks  that  hold  up  the  ceilings  of  shopping  centers  and  otl 
buildings.)  "It  wasn't  idle  politeness.  I  took  them  up  on  i 


NJ! 
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Forging  a  Winning  Workforce 

Nucor's  egalitarian  culture  places  a  premium  on  teamwork  and  idea-sharing 
between  frontline  workers  and  management.  Result:  A  highly  profitable  partnership 


PAY  FOR             It  k.  ^n  avera8e-  two-thirds  of  a  Nucor  steelworker's  pay  is  based  on  a  production  bonus,  with 
PERFORMANCE  MM  profit-sharing  layered  on  top  of  that.  It  can  be  a  lucrative  formula,  but  the  risks  are  real.  In  2005 
rcnrumviMNUC  f  y  me  typica|  worker  received  $91,293;  three  years  earlier  a  steel  slump  left  workers  with  $58,931. 
CEO  and  executive  pay  is  similarly  tied  to  performance  targets. 

LISTEN  TO           k.  L    ^xecs  sa^  a'mos* a"  °f  *ne  ^est  '^eas  come  ^rom  *ne  factory  floor-and  the  newest  workers  often 
THE  FRONT  LINF  MM  come  up  with  ^em'  'n  ^e  wake  °^  '*s  recent  acquisitions,  Nucor  is  sending  new  workers  to  existing 
nc  rif UN  l  LINC  f  J  plants  to  hunt  for  improvement  opportunities  and  having  older  workers  see  what  they  can  learn 
from  newly  acquired  plants. 

PUSH-DOWN      k.  k.   To  minimize  layers  of  management,  Nucor  has  pushed  work  that  used  to  be  done  by  supervisors, 
AUTHORITY        M  M  suc'1  as  orc^enn8  Parts- clown  to  'ine  workers,  and  pushed  the  duties  of  plant  managers  down  to 
i         j  j  supervisors.  CEO  DiMicco  says  his  executive  vice-presidents  are  like  "mini  CEOs,  and  I'm 
their  board." 

PROTECT            k.  k.  ^s  Nucor  grows-  protecting  its  egalitarian  philosophy  and  team  spirit  is  more  of  a  challenge. 
YOUR  CULTURE  M  M  ^  decerrr-ralizecl  structure  helps,  but  management  makes  cultural  compatibility  a  big  focus  of  its 
iuuk  ouli  unc  j  j  acquisition  research.  In  visits  to  potential  acquisitions,  careful  attention  is  paid  to  how  plant 
workers  and  managers  interact. 

■my                   ww     Forays  into  new  technologies  haven't  always  paid  off  for  Nucor,  but  it  realizes  the  importance  of 
UNPROVFN         V%  *akin§ risks-  ^ne  Proiect  to  make  wire  from  stee'  ^aileci  miserably,  and  a  $200  million  attempt  to 
TFTHNffl inriFQ  v   V  tDU''cl  up  a  SLJPP!y  °f raw  materials  in  the  Caribbean  had  to  be  scrapped.  But  successes  such  as 
ItMINULUbltb             ^jn  S|a(;)  castjng  0f  sheet  metal  have  made  Nucor  an  industry  leader. 

! — — ■ 
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says  Ferriola.  And  they  wanted  him  to,  he  notes.  "My  per- 
formance impacted  their  paycheck." 

This  high-stakes  teamwork  can  be  the  hardest  thing  for  a 
newly  acquired  plant  to  get  used  to.  David  Hutchins,  a  frontiine 
supervisor  or  "lead  man"  in  the  rolling  mill  at  Nucor's  first  big 
acquisition,  its  Auburn  (N.Y.)  plant,  describes  the  old  way  of 
thinking.  The  job  of  a  rolling  mill  is  to  thin  out  the  steel  made 
in  the  hot  mill  furnace,  preparing  it  to  be  cut  into  sheets.  In  the 
days  before  the  Nucor  acquisition,  if  the  cutting  backed  up, 
Hutchins  would  just  take  a  break.  "We'd  sit  back,  have  a  cup  of 
coffee,  and  complain:  Those  guys  stink,' "  he  says.  "At  Nucor, 
we're  not  You  guys'  and  'us  guys.'  It's  all  of  us  guys.  Wherever 
the  bottleneck  is,  we  go  there,  and  everyone  works  on  it." 


It  took  six  months  to  convince  Auburn  workers  that  they 
would  do  better  under  Nucor's  pay  system.  During  that  time  the 
company  paid  people  based  on  their  old  formula  but  posted 
what  they  would  have  received  under  Nucor's  formula.  Pretty 
soon  the  numbers  became  a  powerful  argument  to  switch. 
Hutchins  saw  his  pay  climb  from  $53,000  the  year  before  the 
sale  to  $67,000  in  2001  and  to  $92,000  last  year.  "It's  like  I  got 
a  second  job,  and  I'm  doing  the  same  one,"  he  says.  Today  it  has 
become  standard  procedure  for  a  team  of  Nucor  vets,  including 
people  who  work  on  the  plant  floor,  to  visit  with  their  counter- 
parts in  any  acquisition.  They  explain  the  system  eye  to  eye. 

The  payoff  for  Nucor?  In  Auburn's  second  year  of  Nucor  op- 
eration, with  fewer  people  and  no  substantial  capital  investment, 


Making  the  Job  Meaningful 
All  the  wav  Down  the  Line 


Nucor  motivates  workers  largely 
through  its  innovative  pay 
structure.  But  no  company  has 
all  the  answers  on  how  to 
inspire  workers.  So  we  asked  a 
leading  thinker  on  the  topic,  best-selling 
author  Bob  Nelson,  about  winning  strategies 
at  other  companies.  Nelson,  who  has 
consulted  with  more  than  1,000  companies, 
bases  his  philosophy  on  research  he  did 
while  studying  for  a  PhD  under  management 
legend  Peter  Drucker.  Here  he  explains,  in  his 
own  words,  how  employers  can  create 
environments  to  bring  out  the  best  in  people. 

SHARE  PRIORITIES 

Money  alone  doesn't  create  an  environment 
where  people  are  willing  to  go  all  out.  You 
have  to  move  toward  the  things  that  are 
between  the  lines,  such  as  how  people  are 
treated.  They're  not  just  there  for  the, 
paycheck  and  the  not-so-bad  commute. 
What  they  really  want  is  to  know  that  what 
they  do  matters. 

Take  The  Scooter  Store.  For  the  first  15 
minutes  of  every  day,  everyone  in  the 
company,  about  800  employees,  meets  with 
their  immediate  team.  Every  person  shares 
their  top  priority  for  that  day.  After  15 
minutes  everyone  votes  on  the  most 
pressing  need  they  have  to  pass  on  to  the 
next  group  up  the  line.  So  the  executive 
team  gets,  bubbling  up  from  the  grass  roots 
on  a  daily  basis,  the  most  important 
priorities  for  the  organization.  Then  they 
concentrate  on  them. 

FOCUS  ON  DEVELOPMENT 

Some  90%  of  all  career  development  occurs 
on  the  job— not  the  job  you  hope  to  have  10 
years  from  now  but  the  one  you've  got  right 
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now.  At  American  Express,  executives  are 
careful  to  explain  how  an  assignment  will 
help  an  employee  reach  a  development  goal. 
They  call  it  "label  and  link."  They  teach 
managers  that  when  they  give  someone  an 
assignment,  they  should  label  what  they're 
doing  and  link  it  to  what's  important  to  that 


How  to 
Inspire 


Money  isn't  the  only      J;  $+  ^  * , 
way  to  recognize  and 
reward  employees 

»  Don't  just  ask  for  worker  input-use  it. 

»Tell  your  people  you  care  about  them. 

»Show  employees  what  they're  learning 

»  Support  people  when  they  make  a 
mistake. 

»  Set  clear  goals  and  celebrate 
accomplishments. 


person.  AmEx  does  that  because  as  it  has 
surveyed  employees,  it  has  discovered  that 
a  high  priority  is  learning  and  development. 

PROVIDE  PERSPECTIVE 

I  was  working  with  Giorgio  Armani.  Its  Costa 
Mesa  (Calif.)  store  manager  came  up  to  me. 
She  said:  "I  had  this  young 
sales  associate,  and  he  would 
drag  into  work  and  spend  his 
time  socializing.  It  was  so 
frustrating.  One  day  I  pulled 
him  aside  and  said:  'You  know, 
youcouldbesomething.lt 
could  start  in  this  job  here 
today.  You're  letting  your  life 
pass  you  by.' "  To  her 
amazement,  this  guy  came 
alive  in  ways  she'd  never  seen 
before.  In  the  first  month  [after 
the  talk]  he  went  on  to  be  her 
top  salesperson. 

The  generation  entering  the 
workplace  today  expects  to 
have  meaning  in  their  jobs 
from  Day  One,  not  after  paying 
their  dues.  Form  the  right 
connection,  and  you  can  turn 
that  force  to  the  benefit  of  the 
company  and  employees.  It's  a 
movement  away  from  more 
traditional  forms  of 
recognition  to  the  more 
intangible-flexible  hours, 
autonomy,  development. 
Today,  a  "years  of  service" 
program ...  is  out  of  sync  with 
the  dynamic.  We  don't  need 
"employees  of  the  month"  as 
much  as  we  need  "employees 
of  the  moment." 


M. 


|es  are  changing...  With  a  new  shape,  formed  by  the  energy  of  thousands 
of  "a  job  well-done".  From  design  through  to  service  comes  an  approach 
■eassuringly  fresh  from  beginning  to  end.  A  change  set  to  leave  its  hallmark 
e  world.   From  Europe's  fastest  growing  airline. ..Turkish  Airlines 

hy.com  |  +90  212  444  0  849 
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COMPENSATION 


the  plant  saw  a  14%  improvement 
in  total  shipments.  Other  acquisi- 
tions have  seen  big  jumps  in  pro- 
duction as  well.  A  mill  bought  in 
Tuscaloosa,  Ala.,  went  from 
800,000  tons  a  year  to  1.2  million 
with  Nucor  in  just  two  years.  A 
bar  mill  in  Marion,  Ohio,  ac- 
quired last  year,  has  already 
pushed  annual  production  from 
400,000  tons  to  450,000. 

But  to  focus  only  on  pay 
would  be  to  miss  something  spe- 
cial about  the  culture  Nucor  has 
created.  There's  a  healthy  com- 
petition among  facilities  and 
even  among  shifts,  balanced 
with  a  long  history  of  coopera- 
tion and  idea-sharing.  Rick 
Ryan,  the  shipping  department 
supervisor  at  the  Auburn  mill, 
has  taken  trips  to  study  plants  in 
Nebraska  and  South  Carolina. 
Ryan  had  always  used  wood 
blocks  as  supports  beneath  the 
bundles  of  steel  the  plant  pro- 
duced. But  after  seeing  other  Nu- 
cor plants  use  steel  blocks,  he 
switched.  Because  they  can  be 
reused,  Ryan  figures  the  move 
saves  $150,000  a  year. 

Since  there's  always  room  for 
improvement,  plant  managers 
regularly  set  up  contests  for 
shifts  to  try  to  outdo  one  another 
on  a  set  goal,  generally  related  to 
safety,  efficiency,  or  output.  Ryan 
says  Nucor's  Utah  plant  is  the 
benchmark  these  days.  It  is  the  most  profitable,  with  the  lowest 
costs  per  ton.  "They've  got  everything  down  to  a  science,"  says 
Ryan  admiringly.  "It  gives  you  something  to  shoot  for." 


In-House  Entrepreneurs 

AS  NUCOR  GROWS,  EXISTING  facilities  making  products  that 
overlap  with  those  of  acquired  plants  may  need  to  find  new 
businesses  to  branch  into.  So  Nucor  employees  have  to  innovate 
themselves  out  of  tough  spots  and  into  more  profitable  ones. 
The  Crawfordsville  plant  is  among  those  that  have  felt  the 
squeeze.  If  s  famous  as  the  place  that  pioneered  the  commer- 
cialization of  the  thin-strip  casting  of  steel  that  made  it  possible 
for  minimills  such  as  Nucor  to  compete  with  the  industry's  Old 
Guard.  But  Crawfordsville  is  not  on  a  large  waterway,  a  disad- 
vantage at  a  time  of  high  fuel  costs.  As  Nucor's  oldest  sheet  mill, 
it  can't  make  sheets  as  wide  as  many  of  Nucor's  other  mills,  in- 
cluding a  giant  plant  in  Decatur  acquired  in  2002. 

So  General  Manager  Ron  Dickerson  has  focused  more  of 
Crawfordsville's  output  on  types  of  steel  that  are  harder  to  make, 
more  profitable,  and  less  threatened  by  imports.  Now,  Craw- 
fordsville can  make  160  different  grades  of  steel.  Those  with  a 
high  carbon  content,  for  example,  are  stronger  and  lighter  and 
are  particularly  useful  for  steel  ties  for  shipping  and  in  car  parts. 
It  took  a  lot  of  work  to  figure  out  how  to  make  this  type  of  steel, 


Payday  2005 

Many  of  Nucor's  rivals  have  adapted  its 
pay-Tor-performance  philosophy,  but  Nucor 
execs,  including  CEO  DiMicco  (right),  and 
workers  still  put  more  at  risk  than  any  of  their 
peers.  Here's  how  2005  compensation 
played  out  for  Nucor  and  U  S  Steel: 


NUCOR 

US  STEEL 

STOCK* 

Up27% 

Down6% 

CEO  BASE  PAY 

$707,300 

$883,340 

CEO  BONUS 

$  1.6  million 

$1.7  million 

CEO  LONG-TERM  PAY** 

$4.9  million 

$4.1  million 

PERCENTAGE  OF  CEO  PAY 
BASED  ON  PERFORMANCE 

90% 

84% 

CEO  STOCK  OPTION  GRANT 
(SHARES) 

20,157 

146,500 

TOP  EXECUTIVE  OPTION  GRANTS  AS 
A  PERCENTAGE  OF  TOTAL  GIVEN 

4% 

40% 

STEELWORKER  PAYf 

$99,000 

$70,000 

PERCENTAGE  OF  STEELWORKER  PAY 
BASED  ON  PERFORMANCEft 

66  % 

20  % 

•  For  12  months  ended  Dec  31. 2005      **  Includes  restricted  stock  and  long-term  incentive  plan  payout,  value  of  stock  options  assumes  £ 
With  Nucor,  pay  reflects  the  achievement  of  certain  financial  goals       |  Average,  includes  profit-sharing     ft  Hourly  pay  only 
Data:  SEC  filings.  Nucor  Corp..  US  Steel  Corp 


i>  price  appreciation. 


which  is  prone  to  crack  in  mid-production,  but  workers  agita 
ed  for  the  chance.  They  wanted  more  work  for  the  plant  so  the 
could  get  more  hours.  Nucor's  giant  Berkeley  mill  has  gon 
through  a  similar  evolution,  adding  new  machinery,  including^ 
$20  million  vacuum  degasser  used  for  higher-margin  ultracleE 
steels.  The  internal  competition  from  Decatur  "forced  us  to  g 
better  quicker,"  says  Berkeley's  general  manager,  Ladd  Hall. 
Like  many  employees,  Hall  sometimes  sounds  like  a  walkii 
advertisement  for  Nucor.  Whisking  a  visitor  out  of  his  office  ar. 
onto  the  factory  floor,  he  mentions  that  he  often  walks  throuj 
the  plant  on  Saturday  mornings  at  5  or  6  a.m.  to  chat  with  tl 
line  workers  before  having  breakfast  with  his  children  at  9  a.i 
"I  can  give  you  all  the  rhetoric  you  want,"  says  Ladd,  "but  tl 
people  in  the  mills,  that's  what  makes  it  Nucor."  ■ 

-With  Michael Arndt  in  Chicq 


Heat  Inside  and  Out 

Slide  Show:  Take  an  interactive  tour  and  see  how  steel  is 
made  at  a  Nucor  mill. 

Big  Steel's  M&A  Spree:  Dealmaking  is  going  global  as  the 
industry  consolidates  and  pressure  builds  to  bulk  up  or  be 
left  behind. 


BusinessWeek  online 


http://www.businessweek.com/extras 


62  1  BusinessWeek  I  May  1,  2006 


MB 


Financial  Solutions 

Asset  Management 

Commercial  Real 
Estate  Advisory 

Debt  Restructuring 

luipment  Financing 

Home  Lending 

A  Advisory  Services 

lall  Business  Lending 

Student  Lending 

Vendor  Finance 

cit.com 


As  we  do  for  over  30  industries,  CIT  offers  a  team  of  financing 
specialists  dedicated  to  serving  the  healthcare  industry. 

With  decades  of  experience  within  the  field,  we  know  how 
to  help  healthcare  professionals  secure  innovative  funding  solutions 
for  virtually  any  need.  From  opening  a  new  practice,  to  expanding  or 
merging  one  health  organization  with  another.  From  funding  the  next 
miracle  drug,  to  financing  the  development,  leasing 
or  purchase  of  the  latest  equipment. 

To  find  out  how  our  specialists  can  help 
you,  whatever  your  industry,  visit  cit.com. 
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TakingMatters  into 
Their  Own  Hands 

States  such  as  Georgia  are  cracking  down 
on  illegal  labor  as  reform  stalls  on  the  Hill 


BY  COLEMAN  COWAN 
AND  BRIAN  GROW 

SITTING  ON  THE  BACK 
porch  of  his  tidy  home 
in  a  leafy  neighborhood 
northwest  of  Adanta,  DA 
(Donald  Arthur)  King 
could  be  just  another  mid- 
dle-class American  trou- 
bled by  the  nation's  immigration  laws. 
The  retired  insurance  salesman  com- 
plains about  the  all-night  parties  and 
cluttered  front  yard  of  the  Mexican  fami- 
ly that  until  recently  lived— illegally,  he 
believes— across  the  street.  King  rails 
against  U.S.  immigration  and  law-en- 
forcement agencies  that  ignored  more 


than  a  dozen  requests  he  made  to  investi- 
gate. And  he  reserves  special  anger  for 
"employers  and  bankers"  who,  he  says, 
help  illegal  immigrants  by  giving  them 
jobs  and  mortgages.  "They  have  a  better 
chance  of  being  struck  by  lightning  than 
being  punished  by  the  government," 
complains  King. 

King  is  no  silent  bystander,  either.  The 
6-ft.,  2-in.  former  U.S.  Marine  Corps  cor- 
poral is  a  leading  proponent  of  one  of  the 
toughest  immigration  laws  in  the  country. 
The  Georgia  Security  &  Immigration 
Compliance  Act,  which  Governor  Sonny 
Perdue  signed  into  law  on  Apr.  17,  re- 
quires state  agencies  to  verify  the  legal 
status  of  all  applicants  for  taxpayer-pro- 


KEEPOUT  King 
advocates  more 
barriers  for  illegals 
in  Georgia 


vided  benefits.  1 
also  prohibits  stat 
contractors  fror 
hiring  illegals  an' 
eliminates  mos 
state  income-tax  deductions  for  compa 
nies  that  do.  Most  of  the  provisions  won 
take  effect  until  July,  2007.  Still,  "the  go* 
is  clear:  It's  to  make  Georgia  less  attrac 
tive  to  illegal  immigration,"  says  Kin$ 
who  led  a  "No  Amnesty"  rally  on  Apr.  1 
of  about  150  people  at  the  Georgia  Stat 
Capitol  in  Atlanta. 

With  thousands  of  demonstrated 
thronging  streets  in  recent  weeks,  the  pre 
immigrant  lobby  may  appear  to  have  mc 
mentum.  But  a  backlash  is  coming.  Froi 
Georgia  to  California,  groups  led  by  cit 
zens  such  as  King  say  the  marches  ha\ 
galvanized  them  to  act.  "I  don't  think  an; 
one  was  prepared  for  the  support  th; 
would  come  in  once  people  saw  illega 
marching  down  Main  Street,"  saj 
William  Gheen,  president  of  anti-illeg 
immigration  lobbying  group  Americai 
for  Legal  Immigration  Political  Actic 
Committee  (ALIPAC),  who  says  he  has  r 
ceived  hundreds  of  calls  and  e-mails  sini 
the  protests  began  in  late  March. 

As  the  tit-for-tat  protests  mount,  il 
likely  to  become  harder  for  a  divided  Coi 
gress  to  reach  a  compromise.  Both  parti' 
are  under  fierce  pressure  to  clamp  dow 
on  illegal  immigration  but  also  to  alio 
some  of  the  12  million  people  already 
the  U.S.  illegally  to  remain.  Given  the  dd 
ficulty  of  squaring  that  circle,  a  stalema 
is  a  distinct  possibility,  with  no  major  lei 
islation  coming  out  of  Washington  befo 
the  November  elections. 

This  could  be  good  news  for  business' 
it  averted  a  crackdown  on  hiring  illegal 
On  the  other  hand,  a  congressional  lo 
jam  could  cause  real  pain  if  more  stat' 
try  to  fill  the  breach.  After  all,  gettii 
tough  on  employers  may  be  the  easit 
way  out  for  politicians  queasy  about  a. 
pearing  to  be  soft  on  border  enforcemei 
The  last  major  immigration  overhaul, 
1986,  required  employers  to  condti 
"reasonable"  checks  of  residency  doo 
ments  for  new  workers.  But  the  law  h 
been  enforced  only  sporadically.  Arizo 
Governor  Janet  Napolitano  vetoed  a  t 
on  Apr.  18  that  would  have  made  being 


Recipe  for  a 
Stalemate 

Poll  of  2,000  adults 
taken  Feb.  8-Mar.  7 

Data:  The  Pew  Research  Center  for  the  People  &  the  Press 
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Immigrants  today 
are  a  burden 

because  they  take 
jobs,  housing 


Immigrants  today 

strengthen  the  U.S. 

with  their  hard  work 

and  talents 


Illegal  immigrants 

should  be  required  to 

go  home 


Illegal  immigrants 

should  be  allowed 

to  stay 
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high  volume  MFPs,  choose  Kyocera  for  award-winning  reliability  and  proven  performance. 
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illegal  in  the  state  a  criminal  offense. 
But  some  75  bills  in  30  states  seek  Geor- 
gia-like restrictions  on  employers,  ac- 
cording to  the  National  Conference  of 
State  Legislatures.  "Local  leaders  are 
feeling  the  pressure  to  do  something," 
says  Audrey  Singer,  an  immigration  fel- 
low at  the  Brookings  Institution  in 
Washington. 

Some  business  groups  are  already  re- 
signed to  heightened  scrutiny.  "There  is 
going  to  be  some  sort  of  mandated 
check  of  Social  Security  numbers,"  says 
John  F.  Gay,  co-chairman  of  the  Essen- 
tial Worker  Immigration  Coalition,  a 
business  lobby  group.  An  elaborate  new 
monitoring  system  could  cause  huge 
problems  for  companies. 

TRACKING  CEOs 

A  CRACKDOWN  on  employers  is  a  major 
goal  of  King  and  the  other  anti-immi- 
grant activists.  ALIPAC,  which  leads  a 
coalition  of  54  restrictionist  groups  such 
as  the  border-patrolling  Minuteman 
Project,  says  it  has  plans  for  a  boycott  of 
companies  that  it  believes  support  liber- 
al immigration  laws.  Among  them: 
Tyson  Foods,  Wal-Mart  Stores,  and 
Bank  of  America.  ALIPAC  researchers 
are  tracking  those  corporations'  political 
contributions  and  whether  they  have 
supported  or  opposed  get-tough  laws  at 
the  state  level.  "We  are  keeping  track  of 
which  CEOs  and  companies  are  helping 
illegals,"  says  Gheen. 

While  anti  groups  can't  hope  to 
muster  the  people  power  of  recent  pro- 
immigrant  rallies,  they  may  have  the 
majority  of  public  opinion  behind  them. 
A  recent  poll  by  Pew  Research  Center 
found  that  53%  of  Americans  think  ille- 
gal immigrants  should  be  required  to  go 
home  (table,  page  64). 

Organizers  plan  to  exploit  those  feel- 
ings. At  the  Apr.  17  rally  in  Adanta,  a 
crowd  waved  banners  that  read  "Kick 
Me,  I'm  a  Citizen,"  and  "Hola  Geor- 
giafornia,  Adios  Borders."  King,  54,  in- 
troduced a  doctor,  a  legal  Hispanic,  and  a 
Republican  candidate  for  the  House  of 
Representatives,  Catherine  Davis.  She 
called  on  officials  to  bring  a  bus  to  the 
next  pro-immigrant  rally  to  take  illegals 
"to  the  border."  When  King's  turn  came, 
he  told  the  crowd:  "We  are  here  because 
our  federal  government  refuses  to  en- 
force our  immigration  or  employment 
laws."  He  says  he  has  talked  with  fellow 
activists  in  19  other  states  about  export- 
ing the  Georgia  strategy.  II 
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Detergent  Can  Be 
So  Much  More 

P&G's  new  ads  strive  to  "stake  out  the 


emotional  high  ground" 


Laundry  is,  aft* 

all,  just  laundry.  Excei 

when    it's    not.    Am 

Procter  &  Gamble  C 

recently  realized  fh.' 

Tide,     its     segmen 

dominating  cash  cot 

despite     adding     thre 

share  points  in  the  p; 

year  for  a  total  42%  of  tr 

category,  was  in  jeopardy  i 

slipping  into  mere  commod 

ty  status.  That's  when  cot 

sumers  buy  on  price  and  hah1 

which   can   spell   the   end  j 

brand  growth. 


BY  ROBERT  BERNER 

ASK  MOST  WOMEN 
about  their  "relation- 
ship" with  laundry  and 
detergent,  and  what's 
likely  to  come  back  is 
disbelief  at  the  ques- 
tion. Then  what  follows 
may  be  a  spew  of  complaints  about 
spouses  and  teenagers  who  don't  do  their 
fair  share  of  washing,  and  perhaps  a 
lament  about  a  favorite  blouse  ruined  af- 
ter going  through  the  wrong  cycle. 


LAUNDRY  BONDS 

THE     PROBLEM:     Tide     f 

the  past  four  years  had  oni 

advertised  mundane  stain-figh 

ing  messages.  Such  creative  ind: 

ference  hardly  did  justice  to  ; 

iconic  brand  so  cool  that  Kev 

Roberts,  CEO   of  Tide  agem 

Saatchi  &  Saatchi,  wrote  in  H 

book,  Lovemarks:   The  Futu 

Beyond  Brands:   "I  saw  Ni 

Young  in  a  recording  stud 

wearing    a    sleeveless    T-sh 

with    a   Tide   logo,   and   it  jt 

screamed  possibilities." 

So,  in  an  attempt  to  cultivate  Tide's  i 
ner  "lovemark,"  new  ads  now  dismiss  t 
notion  that  laundry  detergent  is  a  nw 
commodity.  Instead,  they  reflect  P&( 
conviction  that  the  "relationshi 
women— they're  not  bothering  w 
men— have  with  their  laundry  goes  w 
beyond  cleaning  grass-stained  T-shirtf 
Indeed,  the  effort  is  part  of 
companywide  strategy  to  reestabli 
bonds  between  customers  and  all  of 
brands,  no  matter  how  mature  or  mi 
dane  (table,  page  68).  Lynne  Boyl 
P&G  global  vice-president  for  advert 
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HAS  NEVER  BEEN  SO  EASY. 

Whether  it's  for  10  days,  1  month  or  even  up  to  a  year,  SkyTeam's  Round 
the  World  pass  offers  the  easiest  way  to  travel  the  world.  Choose  from  4  different 
products  that  allow  from  3  to  1  5  stopovers  while  traveling  at  your  own  pace. 
Traveling  the  world  has  never  been  so  easy,  www.skyteam.com 
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Employee  benefits  to  help 
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Retirement  plans  to  help  you 
invest  for  the  future. 
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ing,  says  the  company  is  on  a  mission 
to  unearth  and  cultivate  the  deep  con- 
nections people  have  with  its  products. 
"We  are  striving  for  that  with  all  of 
our  brands." 

To  find  a  new  message  for  Tide,  P&G 
tried  a  twist  on  the  traditional  focus 
group.  Instead  of  gathering  women  in  a 
room,  Tide  managers  and  strategists 
from  Saatchi  &  Saatchi  spent  two  weeks 
in  the  field  talking  to  women  in  Kansas 
City,  Mo.,  and  Charlotte,  N.C.  They  fol- 
lowed women  as  they  shopped  and  ran 
errands  and  sat  in  on  bull  sessions  "to 
hear  them  dish  about  their  lives,"  says 
Wanda  Pogue,  a  Saatchi  brand  strategist. 
To  help  other  P&G  and  Saatchi  officials 
experience  the  research,  videos  of  the 
women  were  used  to  create  scripts  per- 
formed by  actresses  in  a  one-hour  play 
tided  Pieces  of  Her. 


Changing  Mere 
Brands  to  "Lovemarks" 

Procter  &  Gamble  aims  to  inspire 
meaningful  relationships  with  even  the 
most  mundane  products: 

TIDE  Ads  convey  that  women  can  focus 
on  other  things  in  their  lives  because 
Tide  is  taking  care  of  the  laundry. 


park.  The  message:  Tide  lets  women  f 
cus  on  the  important  things.  The  m 
slogan  says  little  about  cleaning.  I 
stead,  "Tide  knows  fabric  best" 
meant  to  encompass  the  broader  ran 
of  Tide  products  on  the  shelf  tod; 
"One  of  our  rallying  cries  was  to  get  o 
of  the  laundry  basket  and  into  her  life 
says  Kevin  Burke,  P&G's  fabric  care  m; 
keting  director. 


ALWAYS  P&G  is  using  design  and  wit 
to  elevate  the  image  of  the  sanitary 
napkin.  One  ad  bends  an  Always  into 
a  chaise  lounge.  The  copy:  "If  you're 
going  to  sit  on  it  all  day,  it  better  be 
comfortable." 


PAMPERS  No  longer  pitched  as  just  the  most 
absorbent  diaper,  Pampers  now  is  sold  as  helping  the 
development  of  your  baby. 


The  P&G  team  concluded  that  it  need- 
ed more  than  Marketing  101  ads,  with 
side-by-side  stain  comparisons  and  a 
huge  shot  of  a  Tide  bottle  to  support  the 
stable  of  brand-line  extensions  it  has 
launched  in  the  past  18  months.  The  re- 
searchers tapped  into  how  emotional 
women  could  be  about  clothing.  For  ex- 
ample, there  was  the  joy  a  plus-size,  di- 
vorced woman  described  when  she  got  a 
whistle  from  her  boyfriend  while  wearing 
her  "foolproof  (sexiest)  outfit. 

Out  of  this  process  flowed  lighter  ads. 
One  TV  commercial  depicts  a  pregnant 
woman  spilling  ice  cream  on  the  last 
shirt  that  fits.  Another  shows  a  mother 
in  white  pants  rushing  from  her  office  to 
day  care  and  then  with  her  daughter  to  a 
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BEYOND  ABSORPTION 

THERE'S  ALSO  MORE  music  and  h 
talk.  In  one  30-second  ad,  Tide's  odor-: 
moval  benefit  is  billed  as  "the  differer 
between  smelling  like  a  mom  ai 
smelling  like  a  woman"  amid  images  c 
mom  with  baby,  and  then  as  a  wife  ci 
dling  with  her  husband,  set  to  the  song 
My  Baby. 

The  Tide  ads  reflect  the  mandate 
P&G      marketing      ch 
James  Stengel  that  brar 
must  speak  to  consum 
eye-to-eye  rather  than 
lentlessly  driving  prod 
benefits.    Print    ads 
P&G's    Always    femin 
pads,  for  example,  h.i 
gone  from  serious  mn 
sages  about  abso 
tion  to  ads  like  < 
in  which  a  pad 
folded  in  the  sh;i 
of  a  cell  phone.  " 
leaks  on  hold,"  | 
the  ad.  "Have  a  h! 
py  period.  Alwaj 
Pampers  ads  emp 
size  the  brand  as 
aid  to  child  devel 
ment,  not  just  dryn 
Behind  the  strat 
lies   the   cold  truth  tl 
product  benefits  are  qu 
ly    copied,    whether 
cleaning  power  or  diaper  absorbencj* 
P&G  is  putting  more  capital  into  ho 
consumer  feels  toward  a  brand,  a  vs 
harder  to  replicate.  As  the  market  lea 
P&G's  best  course  is  to  "stake  out 
emotional  high  ground,"  says  Gral 
Woodall,  executive  creative  director  a 
agency  JWT  Worldwide. 

Still,  some  critics  wonder  if  P&G  is 
ing  the  act  of  washing  clothes  too  t 
ously.  "Everybody  wants  to  elevate  t 
brand  to  this  kind  of  more  rarefied  It 
but  at  the  end  of  the  day  detergent  is 
tergent,"  warns  Adam  Hanft,  chief  e 
utive  of  Hanft  Unlimited,  a  brand  i 
suiting  firm.  With  Tide's  market-s! 
heft,  though,  P&G  has  plenty  of  rooi 
tinker  with  the  formula.  ■ 


Data:  Procter  &  Gamble  Co 


Who 's  got  you  covered  ? 


most  people  don't  think  about  their  company's 
benefits  until  they  actually  need  them.  At  The 
Principal,'  we  see  them  as  important  parts  of  your 
overall  financial  plan.  You  see,  without  good  health 
coverage,  one  unexpected  expense  could  jeopardize 
your  entire  savings.  The  same  goes  for  disability  and 
life  insurance.  That's  why  we  have  a  full  range  of 


medical,  dental,  life  and  disability  plans  designed 
to  protect  what  you're  working  for.  We  even  have 
many  ways  to  supplement  your  employer's  cover- 


age with  your  own.  So    Retirement 

i  i     Investments 

no  matter  how  much 

insurance  i  Mr  Financial 
you  make,  rest  assured       Banking  W^      Group 

you're  always  covered,  well  give  you  an  edge3* 
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the  workday  here  doesn't  stop  our  best  thinking  from  moving  forward  somewhere  else. 

Dynamic  Networking  from  AT&T  enables  collaboration  around  the  world.  And  around  the  clock. 
So  Alan's  company  is  always  ahead  of  mark' 
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S I  STEP  ONTO  THE  POLISHED  WOOD  FLOOR  OF 

le  peaceful  Chinese  country  house,  a  fountain 
urgles  softly  and  a  light  breeze  stirs  the  scarlet 
urtain  in  a  doorway.  Clad  in  a  stylish  blue-and- 
mrple  dress.  Anshe  Chung  waves  me  to  a  low 
eat  at  a  table  set  with  bowls  of  white  rice  and 
lips  of  green  tea.  I'm  here  to  ask  her  about  her 
owning  land  development  business,  which  she 
as  built  from  nothing  two  years  ago  to  an  oper- 
ion  of  17  people  around  the  world  today.  As  we 


chat,  her  story  sounds  like  a  clU 
entrepreneurship. 

Except  I've  left  out  one  small  detail:  Chung's 
land,  her  beautifully  appointed  home,  the  steam 
rising  from  the  teacups— they  don't  < 
rather,  they  exist  only  as  pixels  dancin 
computer  screens  of  people  who  inhabit  i 
line  virtual  world  called  Second  Life.  Anshe 
Chung  is  an  avatar,  or  onscreen  graphic  charac- 
ter, created  by  a  Chinese-born  language  teacher 


A  journey  into  a  place 
in  cyberspace  where 
thousands  of  people 
have  imaginary  lives. 
Some  even  make  a  good 
living.  Big  advertisers 
are  taking  notice 
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living  near  Frankfurt,  Germany. 
And  the  sitting  room  in  which 
Chung  and  my  avatar  exchange 
text  messages  is  just  one  scene 
in  a  vast  online  diorama  operat- 
ed by  Second  Life's  creator,  Lin- 
den Lab  of  San  Francisco.  Par- 
ticipants launch  Second  Life's 
software  on  their  personal  com- 
puters, log  in,  and  then  use  their 
mice  and  keyboards  to  roam 
endless  landscapes  and 
cityscapes,  chat  with  friends, 
create  virtual  homes  on  plots  of 
imaginary  land,  and  conduct 
real  business. 


REAL  BUCKS  The  avatar 
named  Anshe  Chung  may  be  a 
computerized  chimera,  but  the 
company  she  represents  is  far 
from  imaginary.  Second  Life 
participants  pay  "Linden  dol- 
lars," the  game's  currency,  to 
rent  or  buy  virtual  homesteads 
from  Chung  so  they  have  a 
place  to  build  and  show  off  their 
creations.  But  players  can  con- 
vert that  play  money  into  U.S. 
dollars,  at  about  300  to  the  real 
dollar,  by  using  their  credit  card 
at  online  currency  exchanges. 
Chung's  firm  now  has  virtual 
land  and  currency  holdings 
worth  about  $250,000  in  real 
U.S.  greenbacks.  To  handle  ram- 
pant growth, she  just  opened  a 
10-person  studio  and  office  in 
Wuhan,  China.  Says  Chung's 
owner,  who  prefers  to  keep  her 
real  name  private  to  deter  real- 
life  intrusions:  "This  virtual 
role-playing  economy  is  so 
strong  that  it  now  has  to  import 
skill  and  services  from  the  real- 
world  economy." 


Tim  Allen  and 

his  wife,  . 
Jennifer, 

founded  the  Web 
shopping  mall 
SLBoutique  to 

offer  clothing 
and  other  products  for  use 
inside  Second  Life.  One  recent 
first:  They  sold  a  real  product,  a 
graphics  card,  for  Linden 
dollars,  the  virtual-world 
currency. 


Oh  yes,  this  is  seriously 
weird.  Even  Chung  sometimes  thinks  she  tumbled  down  the 
rabbit  hole.  But  by  the  time  I  visited  her  simulated  abode  in 
late  February,  I  already  knew  that  something  a  lot  stranger  than 
fiction  was  unfolding,  some  unholy  offspring  of  the  movie  The 
Matrix,  the  social  networking  site  MySpace.com,  and  the  online 
marketplace  eBay.  And  it  was  growing  like  crazy,  from  20,000 
people  a  year  ago  to  170,000  today.  I  knew  I  had  to  dive  in  my- 
self to  understand  what  was  going  on  here. 

As  it  turns  out,  Second  Life  is  one  of  the  many  so-called  mas- 
sively multiplayer  online  games  that  are  booming  in  populari- 
ty these  days  (page  78).  Because  thousands  of  people  can  play 
at  once,  they're  fundamentally  different  from  traditional  com- 
puter games  in  which  one  or  two  people  play  on  one  PC.  In 
these  games,  typified  by  the  current  No.  1  seller,  World  of  War- 
craft,  from  Vivendi  Universale  Blizzard  Entertainment  unit, 
players  are  actors  such  as  warriors,  miners,  or  hunters  in  an 
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Mystery  man 
who  won't  reveal 
his  true  identity, 
founded  the 
virtual-world 
Metaverse 
Stock  Exchange. 
His  land  development  firm, 
Cyberland,  was  first  to  go  public. 
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Justin 
Bovingt 

founder 
CEO  oft) 
marketi  i 
consult? 
Rivers 
Red  in  London,  helps 
companies  create  virtu; 
presences.  He  worked  v.|/ei 
agency  to  promote  Wc 
Disney's  Hitchhike, 
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endless  n 
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for  virtual  gold  a 
power. 
All  told,  at  least  10  mill:  j 
people  pay  $15  and  up  a  month  to  play  these  games,  and  ma;  ^ 
20  million  more  log  in  once  in  a  while.  Some  players  call  Wc 
ofWdrcraft  "the  new  golf,"  as  young  colleagues  and  busin 
partners  gather  online  to  slay  ores  instead  of  gathering  on 
green  to  hack  away  at  little  white  balls.  Says  eBay  Inc.  foun 
and  Chairman  Pierre  M.  Omidyar,  whose  investing  gro 
Omidyar  Network,  is  a  Linden  Lab  backer:  "This  generat 
that  grew  up  on  video  games  is  blurring  the  lines  betwi 
games  and  real  life." 

Second  Life  hurls  all  this  to  the  extreme  end  of  the  play 
field.  In  fact,  it's  a  stretch  to  call  it  a  game  because  the  reside: 
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^%   TheChinese- 
I  born  language 
K    teacher  now 

living  in 

Germany  has 
^^  amassed 
^M  Second  Life 
worth  more  than 
00  by  buying  virtual 
iveloping  it,  and  selling 
ng  it  out.  Now,  she's 
is  the  Rockefeller  of 
Life. 


T.Sibley 
Verbeck  is  CEO 
of  Electric 
Sheep  Co.,  a 

company  that 
helps  build 
games  and  other 
areas  in  Second  Life.  One  recent 
event  melded  a  real-world  party 
in  Washington,  D.C.,  with  a 
virtual-world  counterpart. 
Avatars  in  Second  Life  could  see 
the  D.C.  party  and  vice  versa. 


Nathan  Keir,  a 

31-year-old 
programmer  in 
Australia, 
invented  a  game 
called  Tringo 
that's  all  the  rage 
in  Second  Life.  Unable  to  contain 
its  popularity,  he  has  since 
licensed  the  game  to  a  company 
for  use  on  real-world  cell  phones 
and  Nintendo's  GameBoy 
Advance. 


A  stay-at-home 
dad  in  Norwich, 
England,  Chris 
Mead  dabbled  in 
creating 
"couples 
animations" 
that  make  two  avatars  dance  or 
cuddle.  They're  so  popular  that 
he  earns  up  to  $90,000  a  year 
selling  thousands  of  them  a 
week.  He  hopes  that  will  pay  off 
his  mortgage. 


players  prefer  to  be  called,  create  everything.  Unlike  in  oth- 
virtual  worlds,  Second  Life's  technology  lets  people  create 
lects  like  clothes  or  storefronts  from  scratch,  LEGO-style, 
her  than  simply  pluck  avatar  outfits  or  ready-made  buildings 
rn  a  menu.  That  means  residents  can  build  anything  they  can 
agine,  from  notary  services  to  candles  that  burn  down  to 
sis  of  wax. 

ROPERTY  RIGHTS  You  might  wonder,  as  I  did  at 
t,  what" s  the  point?  Well,  for  one,  it's  no  less  real  a  form  of 
ertainment  or  personal  fulfillment  than,  say,  playing  a  video 
ne,  collecting  matchbook  covers,  or  building  a  life  list  of 
is  you've  seen.  The  growing  appeal  also  reflects  a  new  mod- 
or  media  entertainment  that  the  Web  first  kicked  off:  Don't 
t  watch— do  something.  "They  all  feel  like  they're  creating  a 


new  world,  which  they  are,"  says  Linden  Lab  Chief  Executive 
Philip  Rosedale. 

Besides,  in  one  important  way,  this  virtual  stuff  isn't  imagi- 
nary at  all.  In  November,  2003,  Linden  Lab  made  a  policy 
change  unprecedented  in  online  games:  It  allowed  Second  Life 
residents  to  retain  full  ownership  of  their  virtual  creations.  The 
inception  of  property  rights  in  the  virtual  world  made  for  a  thriv- 
ing market  economy.  Programmer  Nathan  Keir  in  Australia,  for 
example,  created  a  game  played  by  avatars  inside  Second  Life 
that' s  so  popular  he  licensed  it  to  a  publisher,  who'll  soon  release 
it  on  video  game  players  and  cell  phones.  All  that  has  caught 
real-world  investors'  attention,  too.  On  Mar.  28,  Linden  Lab 
raised  a  second,  $11  million  round  of  private  financing,  includ- 
ing new  investor  Jeff  Bezos,  CEO  ofAmazon.com  Inc. 

Virtual  worlds  may  end  up  playing  an  even  more  sweeping 
role— as  far  more  intuitive  portals  into  the  vast  resources  of  the 
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entire  Internet  than  today's  World  Wide 
Web.  Some  tech  thinkers  suggest  Sec- 
ond Life  could  even  challenge  Microsoft 
Corp.'s  Windows  operating  system  as  a 
way  to  more  easily  create  entertainment 
and  business  software  and  services. 
"This  is  why  I  think  Microsoft  needs  to 
pay  deep  attention  to  it,"  Robert  Scoble, 
Microsoft's  best-known  blogger,  recent- 
ly wrote. 

WEAK  SPOT  A  lot  of  other  real- 
world  businesses  are  paying  attention. 
That's  because  virtual  worlds  could 
transform  the  way  they  operate  by  pro- 
viding a  new  template  for  getting  work 
done,  from  training  and  collaboration  to 
product  design  and  marketing.  The 
British  branding  firm  Rivers  Run  Red  is 
working  with  real-world  fashion  firms 
and  media  companies  inside  Second 
Life,  where  they're  creating  designs  that 
can  be  viewed  in  all  their  3D  glory  by 
colleagues  anywhere  in  the  world.  A 
consortium  of  corporate  training  folks 
from  Wal-Mart  Stores,  American  Ex- 
press, Intel,  and  more  than  200  other 
companies,  organized  by  learning  and 
technology  think  tank  The  MASIE  Cen- 
ter in  Saratoga  Springs,  N.Y.,  is  experi- 
menting inside  Second  Life  with  ways 
for  companies  to  foster  more  collabora- 
tive learning  methods.  Says  Intel  Corp. 
learning  consultant  Brent  T.  Schlenker: 
"We're  trying  to  get  in  on  the  front  end  of  this  new  workforce 
that  will  be  coming." 

The  more  I  kept  hearing  about  all  this,  the  more  I  knew  this 
was  wa-a-a-ay  more  than  fun  and  games.  So  early  this  year  I 
signed  up  at  www.secondlife.com,  downloaded  the  software, 
logged  on,  and  created  my  persona.  As  reporter  "Rob  Cranes," 
I  embarked  on  my  journey. 

And  promptly  got  lost  in  the  vast,  uncharted  terrain. 

Click:  I  land  at  the  Angry  Ant,  a  nightclub  holding  a  "Naked 
Hour"  where  avatars  are  in  various  stages  of  undress,  dancing 
lasciviously.  Is  it  getting  warm  in  here? 

Click:  I  stumble  upon  someone  teaching  a  class  on  how  to 


It's  Not  All 

Fun  and  Games 


t's  hard  to  imagine  a  less  corporate 
setting  than  the  often  bizarre  online 
virtual  worlds  such  as  Second  Life.  But 
to  a  surprising  extent,  mainstream 
businesses  are  already  dipping  their 

toes  into  the  virtual  water.  They  find  it's  not 

only  a  cheaper  but  also  often  a  better  way  to 

perform  a  wide  variety  of  corporate  tasks. 
For  one,  as  any  flight  simulator  fan 

knows,  an  imaginary  world  can  make  a  boffo 

training  ground.  Tim  Allen,  head  of 

technology  at  Crompco  Corp.,  an 

underground  gas  tank  testing 

firm,  discovered  that  as  the 

pseudonymous  "FlipperPA 

Peregrine"  inside  Second  Life. 

There,  he  built  a  virtual  gas 

station,  graphically  showing 

all  the  tanks  and  gas  lines 

under  the  asphalt.  He  says  it's 

much  easier  to  grasp  the 

station's  workings  this  way 

than  it  is  on  paper.  "It's  great 

for  training  new  hires  and 


Virtual  worlds 
abound 
in  useful 
business 
applications 


showing  changing  regulations  to  existing 
employees,"  says  Allen,  who  also  runs  the 
Web  mall  SLBoutique. 

Companies  are  also  starting  to  use 
virtual  worlds  as  alternate  offices  in  which 
colleagues  and  partners  can  meet  and  view 
materials  that  the  Web  isn't  rich  enough  to 
display  well.  Justin  Bovington,  chief 
executive  of  the  London  marketing  firm 
Rivers  Run  Red,  for  instance,  uses  Second 
Life  as  a  virtual  meeting  place  where  ads, 
posters,  and  other  designs  can  be  viewed  in 
3D  settings  by  clients  and 
partners  around  the  world 
in  real  time.  That  saves  the 
weeks  it  would  take  to 
shuttle  physical  materials 
back  and  forth. 

For  Walt  Disney  Co.'s 
movie  Hitchhiker's  Guide  to 
the  Galaxy,  Bovington's  firm 
worked  with  the  media 
agency  Carat  Group  to 
develop  a  marketing 
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buy  and  sell  virtual  land  to  a  motley  crew  of  avatars  sitting ; 
tentively  on  chairs  watching  PowerPoint  slides.  Do  we  get'^j 
toaster  when  we're  done? 

Click:  Suddenly,  I'm  underwater  at  Cave  Rua,  watching^ 
school  offish  swim  by.  Cool,  but  what  do  I  do  here? 

Click:  Here's  a  virtual  doctor's  office,  where  a  researcher  rui 
a  simulation  of  what  if s  like  to  be  a  hallucinatory  schi5i|'j 
phrenic.  A  menacing  British  voice  from  a  TV  urges:  "She 
yourself.  Shoot  them  all.  Get  the  gun  out  of  the  holster  a^  ^ 
shoot  yourself,  you  !  @  #  & ! "  Yikes,  where's  that  teleport  buttc  1(j, 

My  disorientation  points  up  one  of  the  big  challenges   trs ; 
these  virtual  worlds,  especially  one  so  open-ended  as  Seco  ^ 


cokestudios 


Second  Life,  and  the  British  fashion 
designer  Mrs  Jones,  which  offers  virtual 
versions  of  its  real-world  apparel  designs. 
"They're  all  interested  in  creating  their  own 
branded  Second  Lifes,"  says  Bovington, 
whose  avatar  goes  by  the  name  "Fizik 
Baskerville."  "Allowing  people  to  immerse 
themselves  in  your  brand  is  the  Holy  Grail." 


cokestudios 


Jtov^ioc^  LIQUID  ASSETS 

jsgfi     At  Cocs-Cols's 
:ampaign.  Using  MyCoke.com,  games, 

Second  Life  to  create  music,  and  online 

3D  models  of  the  android     n^ 
;haracter  Marvin  for 
Dosters,  CD-ROMs,  and  a  Web  site, 
:hey  placed  the  character  in  various  poses  to 
>ee  what  designs  worked  best— all  in  20 
minutes  instead  of  the  two  weeks  typically 
equired  to  build  physical  models.  Overall, 
Rivers  Run  Red  saved  up  to  $175,000  last 
/ear  using  Second  Life  to  eliminate 
;xpensive  modeling  services  and  travel. 
Other  businesses  have  begun  to  use 
/irtual  worlds  as  marketing  tools  to  reach 
roung  people  who  prefer  logging  on  to 
>ames  to  switching  on  the  TV.  Bovington  is 
vorking  with  media  companies,  a  distillery 
hat  wants  to  set  up  a  dance  club  inside 


held  virtual  birthday  parties  there.  "It  wasn't 
just  about  slapping  our  logo  up  in  a 
competitive  game,"  says  Tim  Collins,  Wells's 
senior  vice-president  for  experiential 
marketing.  "We  have  to  make  it  fun  to  reach 
young  adults." 

All  this  could  prove  risky.  As  companies 
provide  real  services  inside  virtual  worlds, 
such  as  employment  and  investment 
opportunities,  they  could  draw  attention— 
and  regulation-from  real-world  authorities 
like  the  courts  and  legislatures.  And  more 
than  in  any  other  medium,  companies  don't 
make  the  rules  inside  virtual  worlds— the 
participants  do.  Too  much  reality,  especially 
the  commercial  kind,  could  scare  away  the 
very  people  that  companies  are  trying  to 
reach.  -Robert  D.Hof 

cokestudios 


Some  big  brands  are  already  well  along  in 
the  quest,  creating  their  own  independent 
virtual  worlds  for  customers.  Coca-Cola's 
MyCoke.com  envelops  fans  in  everything 
Coke  with  games,  music,  and  chat  in  a 
virtual  setting.  Wells  Fargo's  Stagecoach 
Island  is  a  virtual  world  where  people  can 
play  games  to  learn  about  finance  while 
hanging  out  with  friends.  Some  have  even 


I  With  nothing  to  shoot  and  no  quest  to  fulfill,  it's  hard  for 
rbies  to  know  what  to  do.  Virtual  worlds  require  personal 
lputers  with  fairly  advanced  graphics  and  broadband  con- 
dons  and  users  with  some  skill  at  software.  "The  tools  are 
weak  spot,"  says  Will  Wright,  legendary  creator  of  The  Sims 
;o  game,  who  nonetheless  admires  Second  Life.  For  now,  he 
I  "That  limits  its  appeal  to  a  fairly  hard-core  group." 
till,  there's  no  denying  the  explosion  of  media,  products, 
I  services  produced  by  users  of  these  virtual  worlds.  IGE  Ltd., 
•jidependent  online  gaming  services  firm,  estimates  that 
I'ers  spent  about  $1  billion  in  real  money  last  year  on  virtu- 
Oods  and  services  at  all  these  games  combined,  and  predicts 


that  could  rise  to  $1.5  billion  this  year.  One  brave  (or  crazy) 
player  in  the  online  game  Project  Entropia  last  fall  paid 
$100,000  in  real  money  for  a  virtual  space  station,  from  which 
he  hopes  to  earn  money  charging  other  players  rent  and  taxes. 
In  January  inside  Second  Life  alone,  people  spent  nearly  $5  mil- 
lion in  some  4.2  million  transactions  buying  or  selling  clothes, 
buildings,  and  the  like. 

That  can  add  up  to  serious  change.  Some  3,100  residents 
each  earn  a  net  profit  on  an  average  of  $20,000  in  annual  rev- 
enues, and  that's  in  real  U.S.  dollars.  Consider  the  story  of  Chris 
Mead,  aka  "Craig  Altman,"  on  Second  Life.  We  exchange  text 
messages  via  our  keyboards  at  his  shop  inside  Second  Life, 


SHARE  YOUR  THOUGHTS. 

Sun  believes  sharing  is  the  way  to  create  better  ideas.  That's  why  we've  teamed  up  with 
BusinessWeek  to  offer  you  an  opportunity  to  share  your  comments,  join  the  conversation  about 
this  week's  Cover  Story  at  businessweek.com/coverstory. 
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where  he  hawks  ready-made  animation  programs  for  avatars. 
It's  a  bit  awkward,  all  the  more  so  because  as  we  chat,  his  avatar 
exchanges  tender  caresses  with  another  avatar  named  "The  Re- 
doubtable Yoshimi  Muromachi."  Turns  out  she's  merely  an  al- 
ter ego  he  uses  to  test  his  creations.  Still,  I  can't  help  but  make 
Rob  Cranes  look  away. 

SHOPPING  SPREE  Mead  is  a  35-year-old  former 

factory  worker  in  Norwich,  England,  who  chose  to  stay  home 
when  he  and  his  working  wife  had  their  third  child.  He  got  on 
Second  Life  for  fun  and  soon  began  creating  animations  for 
couples:  When  two  avatars  click  on  a  little  ball  in  which  he  em- 


beds the  automated  animation  program,  they  dance  or  cudd 
together.  They  take  up  to  a  month  to  create.  But  they're  so  poi 
ular,  especially  with  women,  that  every  day  he  sells  more  thj 
300  copies  of  them  at  $1  or  less  apiece.  He  hopes  the  $1,900 
week  that  he  clears  will  help  pay  off  his  mortgage.  "If  s  a  drea 
come  true,  really,"  he  says.  "I  still  find  it  so  hard  to  believe." 
His  story  makes  me  want  to  venture  further  into  this  econ 
my.  Besides,  my  photo  editor  is  nagging  me  to  get  a  shot  of  n 
avatar,  which  needs  an  extreme  makeover.  Time  to  go  sho 
ping!  First  I  pick  out  a  Hawaiian  shirt  from  a  shop,  clicking  ( 
the  image  to  buy  it  for  about  300  Lindens,  or  about  a  doll; 
Nice  design  but  too  tight  for  my  taste,  so  I  prowl  another  mei 
shop  for  a  jacket.  I  find  something  I  like,  along  with  a  dark  gr 


THE  BASICS 


The  Online  Universe: 
An  Old  Fogey's  Guide 


Ask  most  people  under  the 
age  of  30  about  online 
games,  and  chances  are 
they'll  wax  enthusiastic 
about  their  favorite,  whether 
it's  Neopets  for  the  kiddies  or  World  of 
Warcraft  for  twentysomethings.  For 
everyone  else,  the  most  likely  response 
is:  Huh?  Here's  a  primer  on  these  strange 
new  worlds. 

What  the  heck  are  they? 

They're  like  video  games,  except  you're 
online  with  thousands  of  other  people 
playing  at  the  same  time.  Some  are 
medieval  adventures,  others  are  set  in 
space,  and  still  others  are  little  more  than 
online  chat  rooms. 


So  what  do  you  do,  exactly? 

Oh,  kill  things.  Join  up  with 

other  people  in  "guilds" 

so  you  can  kill  bigger 

things.  Play  roles  like 

warrior  or  wizard.  Earn 

imaginary  gold  and  gain  the 

power  to  do  more  activities  in  the 

game.  Or,  in  less  scripted  worlds  such 

as  Second  Life,  you  make  everything  up 

along  the  way,  creating  your  own  virtual 

world. 


Uh— avatar? 

It's  a  graphic  representation  of  you  inside 
the  world.  In  Second  Life,  avatars  typically 
look  more  or  less  like  humans,  though  they 
can  be  modified  in  such  detail— different 
hair,  eyes,  body  type,  even  clothes-that 
each  one  is  unique,  sometimes  bizarre.  You 
see  the  game  from  the  perspective  of  your 


easy.  But  with  a  little  more  work  using 
Linden's  own  programming  language,  you 
can  build  nightclubs,  casinos,  beaches, 
skydiving  services,  retail  stores— you  name  it. 

How  do  I  check  all  this  out? 

Using  your  mouse  and  keyboard,  you  walk  or 
fly  your  avatar  around  the  digital  landscape. 
The  arrow  keys  move  the  avatar  forward, 
backward,  and  sideways.  Use  the  page-up 
button  to  jump  up  or  fly  and  look  around. 

What  does  it  cost? 

You  can  get  a  free  basic  membership,  which 
allows  you  to  customize  your  avatar  and 
explore  Second  Life.  If  you  want  to  own  land 
on  which  to  put  a  house  or  garden  or  other 


M     WELCOME 
TO  MY  WORLD 

Philip  Rosedale,  CEO 

of  Linden  Lab,  and 

his  avatar 


Wait,  first  tell  me  how  I  get  started. 

Fire  up  your  personal  computer  (a  newer 
one  that  can  handle  the  whizzy  graphics), 
download  the  software  from  the  game's  Web 
site,  and  sign  up  for  an  account.  Then  you 
create  an  avatar  to  travel  around  that 
particular  digital  world. 
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avatar,  viewing  whatever  is  in  your  avatar's 
line  of  sight  and  seeing  or  hearing  only  the 
conversations  of  others  nearby. 

O.K.,  so  tell  me  about  this  Second  Life. 

It's  a  three-dimensional  online  world,  set  up 
by  Linden  Lab  of  San  Francisco  and  its  CEO, 
Philip  Rosedale.  Unlike  in  other  virtual  worlds, 
you  and  the  other  170,000  users  create  just 
about  everything  inside  it.  Software  menus 
make  simple  construction  from  basic  shapes 


objects,  you  need  to  sign  up  for  a  premium 
membership,  which  is  $9.95  a  month.  Buy 
more  land,  and  monthly  fees  rise. 

Why  would  anyone  go  to  all  this  trouble? 

You  own  whatever  digital  objects  you  create 
within  Second  Life,  whether  they're  elegant 
avatar  dresses  or  a  cool  motorcycle.  So  if 
you  want,  you  can  open  your  own  business 
selling  your  virtual  creations,  like  thousands 
of  Second  Life  "residents"  already  do. 


ta; 
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available  equipment.*2006  EPA  estimate  for  4-cylinder  4X2  model  highway  mpg. 
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blazer  and  pants.  As  a  fitting  finishing  touch  for  a  reporter,  I  add 
a  snazzy  black  fedora,  though  I'm  bummed  that  it  can't  be  mod- 
ified to  add  a  press  card. 

I'm  also  feeling  neglectful  leaving  my  avatar  homeless  every 
time  I  log  out.  It's  time  to  buy  some  land,  which  will  give  me  a 
place  to  put  my  purchases,  like  a  cool  spinning  globe  that  one 
merchant  offered  cheap.  And  maybe  I'll  build  a  house  there  to 
show  off  to  friends.  I  briefly  consider  buying  a  whole  island,  but 
I  have  a  feeling  our  T&E  folks  would  frown  on  a  $1,250  bill  for 
imaginary  land.  Instead,  I  purchase  a  512-square-meter  plot 


READY! 

British  designer 

Mrs  Jones  offers 

downloadable  duds 


with  ocean  view,  a  steal  for  less  than  two  bucks.  Plopping  my 
globe  onto  my  plot,  I  take  a  seat  on  it  and  slowly  circle,  survey- 
ing my  domain.  My  Second  Life  is  good. 

I  soon  discover  that  Second  Life's  economy  has  also  begun  to 
attract  second-order  businesses  like  financial  types.  One  enter- 
prising character,  whose  avatar  is  "Shaun  Altman,"  has  set  up 
the  Metaverse  Stock  Exchange  inside  Second  Life.  He  (at  least 
I  think  it's  a  he)  hopes  it  will  serve  as  a  place  where  residents 
can  invest  in  developers  of  big  projects  like  virtual  golf  courses. 
In  a  text  chat  session  in  his  slick  Second  Life  office,  Altman  con- 
cedes that  the  market  is  "a  bit  ahead  of  its  time.  I'm  sure  it  will 
take  quite  some  time  to  build  up 
a  solid  reputation  as  an  institu- 
tion." No  doubt,  I'm  thinking,  es- 
pecially when  the  CEO  is  a  furry 
avatar  whose  creator  refuses  to 
reveal  his  real  name. 

Premature  or  not,  such  efforts 
are  raising  tough  questions.  Vir- 
tual worlds  may  be  games  at 
their  core,  but  what  happens 
when  they  get  linked  with  real 
money?  (For  one,  people  such  as 
Chung's  owner  start  to  take 
changes  to  their  world  very  seri- 
ously. She  recendy  threatened  to 
create  her  own  currency  inside 
Second  Life  after  the  Linden  dol- 
lar's value  fell.)  Ultimately,  who 


Who's 

crowding  into 
my  virtual 
space? 
Suddenly  I'm 
surrounded 
by  Greek 
temples 


regulates  their  financial  activities?  And  doesn't  this  all  look  1 
a  great  way  for  crooks  or  terrorists  to  launder  money? 

Beyond  business,  virtual  worlds  raise  sticky  social  issi 
Linden  Lab  has  rules  against  offensive  behavior  in  public,  si 
as  racial  slurs  or  overtly  sexual  antics.  But  for  better  or  wo: 
consenting  adults  in  private  areas  can  engage  in  sexual  n 
playing  that,  if  performed  in  real  life,  would  land  them  in; 
Will  that  draw  fire  from  law  enforcement  or,  at  least,  public 
seeking  politicians?  Ultimately,  what  are  the  societal  impl: 
lions  of  spending  so  many  hours  playing,  or  even  working,, 
side  imaginary  worlds?  Nob' 
really  has  good  answers  yet. 

My  head  hurts.  I  just  want  to  h 
some  fun  now.  If  s  time  to  try  See 
Life's  most  popular  game.  Tringo 
combination  of  bingo  and  the  pu2 
like  PC  game  Tetris,  where  you  qu 
ly  try  to  fit  various  shapes  that  apj 
on  a  screen  into  squares,  leavinj 
few  empty  squares  as  you  can.  I  s< 
in  on  a  floating  seat,  joining  a  dc 
other  competing  avatars  at  an  e1 
called  Tringo  Money  Madness  @ 
dragon's  Playpen— and  procee( 
lose  every  game.  Badly.  I  stas 
get  the  hang  of  it  and  br 
consider  waiting  fori 
next  Tringo  event  un 
see  the  bonus  featuj 
movie  screen  shov 
the  band  Black 
bath's  1998  reunion  tci 
Instead,  I  seek  out  Trin 
creator,  Nathan  Keir,  a  31-yeaii 
programmer  in  Australia  vn 
avatar  is  a  green-and-purple  gecko,  "Kermitt  Quirk."  It  t 
out  Keir's  game  is  so  popular,  with  226  selling  so  far  at  15! 
Lindens  a  pop,  or  about  $50,  that  a  real-world  company  a 
Donnerwood  Media  ponied  up  a  licensing  fee  in  the  low  fivi 
ures,  plus  royalties.  Tringo  soon  will  grace  Nintendo  Co.'s  G 
Boy  Advance  and  cell  phones.  "I  never  expected  it  at  all," 
tells  me,  his  awe  evident  even  in  a  text  chat  clear  across 
world.  He's  working  on  new  games  now,  wondering  if  h<i 
carve  out  a  living.  That  would  be  even  cooler  than  the 
benefit  so  far:  making  his  mum  proud. 

I ALLN  I  BANK  After  all  my  travels  around  Second 

it's  becoming  apparent  that  virtual  worlds,  most  of  all  this 
tap  into  something  very  powerful:  the  talent  and  hard  wc 
everyone  inside.  Residents  spend  a  quarter  of  the  time  th 
logged  in,  a  total  of  nearly  23,000  hours  a  day,  creating  tlj 
that  become  part  of  the  world,  available  to  everyone  el  J 
would  take  a  paid  4,100-person  software  team  to  do  all  that  | 
Linden   Lab.   Assuming   those   programmers   make 
$100,000  a  year,  that  would  be  $410  million  worth  of  free  J 
over  a  year.  Think  of  it:  The  company  charges  customers  | 
where  from  $6  to  thousands  of  dollars  a  month  for  the  pit 
of  doing  most  of  the  work.  And  make  no  mistake,  this  woi  I 
real  work  were  it  not  so  fun.  In  Star  Wars  Galaxies,  some  p: 
take  on  the  role  of  running  a  pharmaceutical  business  in  l 
they  manage  factory  schedules,  devise  ad  campaigns,  am 
other  players  to  find  raw  materials— all  imaginary,  of  coui 
All  this  has  some  companies  mulling  a  wild  idea:  Wr 
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Fresh  thinking  has 
its  place.  An  investors 
portfolio,  for  example. 


N 


o  "cookie  cutter"  approach.  Never  a  "buy  list"  just  independent  thinking  and 
a  focus  on  long-term  performance.  Visit  vrvvw.vankampen.com/shine  or  call 
1-800-411-9098  and  see  what  Van  Kampen  can  do  for  every  investor's  portfolio.  , 
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!  performance  is  not  a  guarantee  of  future  results'.  Please,  consider  tire  investment  objectives  risks  ohaigos  and 
lenses  of  the  fund  carefully  before  investing.  The  prospectus  contains  this  and  othei  fnfcfi  mation  about  the.  investment 
npany.To  obtain  a  prospectus,  contact  your  financial  advisor  01  download  one  at.vankampon.com.  Please  io.id  the 
spectus  carefully  before  investing.  Copyright    200t|Vaa  Kampen  Funds  Inc.  RN06-00755P-Y03  00 
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use  gaming's  psychology,  incentive  systems,  and  social  appeal 
to  get  real  jobs  done  better  and  faster?  "  People  are  willing  to  do 
tedious,  complex  tasks  within  games,"  notes  Nick  Yee,  a  Stan- 
ford University  graduate  student  in  communications  who  has 
extensively  studied  online  games.  "What  if  we  could  tap  into 
that  brainpower?" 

In  other  words,  your  next  cubicle  could  well  be  inside  a  vir- 
tual world.  That's  the  mission  of  a  secretive  Palo  Alto  (Calif.) 
startup,  Seriosity,  backed  by  venture  firm  Alloy  Ventures  Inc. 
Seriosity  is  exploring  whether  routine  real-world  responsibili- 
ties might  be  assigned  to  a  custom  online  game.  Workers  hav- 
ing fun,  after  all,  likely  will  be  more  productive.  "We  want  to  use 
the  power  of  these  games  to  transform  information  work,"  says 
Seriosity  CEO  Byron  B.  Reeves,  a  Stanford  professor  of  com- 
munications. 


BUILDING  BOOM  Whether  or  not  their  more  fantas- 
tic possibilities  pan  out,  it  seems  abundantly  clear  that  virtual 
worlds  offer  a  way  of  testing  new  ideas  like  this  more  freely 
than  ever.  "We  can  and  should  view  synthetic  worlds  as  essen- 
tially unregulated  playgrounds  for  economic  organization," 
notes  Edward  Castronova,  an  associate  professor  in  telecom- 
munications at  Indiana  University  at  Bloomington  and  author 
of  the  2005  book  Synthetic  Worlds:  The  Business  and  Culture  of 
Online  Games. 

I  get  a  taste  of  the  lack  of  regulation  just  as  we're  about  to  go 
to  press.  Logging  in  to  Second  Life  after  a  few  days  off,  I  see  that 
someone  has  erected  a  bunch  of  buildings  on  my  avatar  Rob 
Cranes's  land,  which  is  located  in  a  region  called  Saeneul.  The 
area  was  nearly  empty  when  I  arrived,  but  now  I'm 
surrounded  by  Greek  temples  under  con- 
struction. So  much  for  my  ocean  view.  On 
line  notes  left  by  one  "Amy  Stork"  ex- 
plain   that    the    "Saeneul    Residents 


More  on  Second  Life,  Only  at  Businessweek.com 

Who's  Who:  A  slide  show  of  Second  Life  avatars  and  businesses 
Avatar  to  Avatar:  Rob  Cranes,  author  Robert  Hof's  alter  ego, 
interviews  entrepreneur  Anshe  Chung 

Virtual  Worlds  Tour:  How  we  got  to  this  point 

He's  Got  Games:  A  talk  with  Synthetic  Worlds  author  Edward 
Castronova 

The  Story  Behind  the  Story:  For  a  podcast  interview  with  Silicoi 
Valley  Bureau  Chief  Hof  by  Executive  Editor  John  A.  Byrne,  go  t< 
businessweek.com/search/podcasting.htm 
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Did  you  see  the 
build  I  rezzed 
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Say  What? 


Association"  is  building  an  amphitheater  complex,  and  "} 
plot  is  smack  bang  in  the  middle."  She's  "confident  that  we 
find  a  *much*  better  plot  for  you  than  this  one ....  Love,  Amy  ( | 

Oh,  really?  For  some  reason,  this  causes  Rob  Cranes  to  t 
a  gasket.  He  resists  my  editor's  advice  to  "head  to  the  vii 
gun  store,"  but  he  fires  off  angry  e-mail  complaints  to  Ms.  S 
and  Linden  Lab  and  deletes  the  trespassing  buildings,  plan 
some  trees  in  their  place.  Then  he  reconsiders:  Maybe  a  i 
shackle  cabin  with  a  stained  sofa  and  a  sun-bleached  Chev  I 
on  blocks  would  be  a  great  addition  to  his  plot. 

At  first,  I  wonder  why  I  (or  my  avatar)  has  such  a  visceral 
action  to  this  perceived  intrusion.  Then  a  flush  of  parental  j  I 
washes  over  me:  My  avatar,  which  so  far  has  acted  much! 
me,  hanging  back  from  crowds  and  minding  his  punctuaticl 
text  chats,  suddenly  is  taking  on  a  life  of  his  own.  Who  wil  I 
alter  ego  turn  out  to  be?  I  don't  know  yet.  I 
maybe  that's  the  best  thing  about  vijil 
worlds.  Unlike  in  the  corporeal  worlcJ 
can  make  of  our  second  lives  whalil 


choose. 

Some  common  terms  in  the 
virtual  world  of  Second  Life 


today?  I'll  give  you  a  teleport 
to  the  sim.  /  used  only  a  few  prims  so  I 
wouldn't  cause  much  lag  and  so  the 
Lindens  wouldn't  think  I  m  some 
grief er  trying  to  crash  the  grid.  Tringo 
is  fun  for  most  residents,  I  guess,  but 
building  is  way  cooler-better  than  RW 


AVATAR  Graphic  representation 
of  a  person 

BUILD  Object  created  in 
Second  Life 

GRID  Collection  of  servers  that 
run  a  virtual  world 

GRIEFER  Someone  who  delights 
in  making  mischief,  such  as 
insulting  residents  or  creating  so 
many  objects  that  they  crash  the 
virtual  world 

I 

Data:  Hamlet  Linden  of  New  World  Notes.  Business  Week 
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IN-WORLD  Logged  onto  Second 
Life 

LAG  Slowed-down  activities 
caused  by  too  many  residents  or 
graphic  objects  in  a  small  area 

LINDEN  Nickname  for  employees 
of  Second  Life  operator  Linden 
Lab 

LINDEN  DOLLAR  Official  in-world 
currency,  now  worth  about  300  to 
the  U.S.  dollar 


METAVERSE  The  teeming  online 
universe  in  Neal  Stephenson's 
novel  Snow  Crash,  an  inspiration 
for  many  virtual  worlds 

PRIM  "Primitive,"  or  fundamental 
building  block  of  all  Second  Life 
creations 

RL  Real  life  (also  known  as 
meatspace) 

RESIDENTS  Members  of  Second 
Life  (don't  call 'em  players) 


REZ  Create  an  object  or  make 
appear  (or  achieve  resolution) 
Second  Life 

SIM  Short  for  simulator,  a  virti 
16-acre  geographic  area  run  b) 
single  server 

TELEPORT  Transport  instantl; 
from  one  place  to  another 

TRINGO  Popular  Second  Life 
game  combining  bingo  with  th 
computer  game  Tetris 
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A  communications 
partner  that  will 
help  you  grow 
and  manage 
that  growth. 


that  works 
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Now  there's  a  global  team  of  experts  you  can  rely  on  to  help  improve 
/our  network  efficiency,  take  on  network  management  tasks,  and  give 
/our  communications  solutions  the  power  to  drive  your  business. 
Meet  your  new  communications  partners  at  verizonbusiness.com 
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We  never  stop  working  for  you. 


Environment  Research 


Dark  Days  for 
Energy  Efficiency 

Federal  funding  for  research  aimed  at 
cutting  energy  use  faces  the  knife 


BY  JOHN  CAREY 

AFTER  YEARS  OF  RE- 
search,  Charles  Bates  is 
close  to  perfecting  a 
more  energy- efficient 
method  for  casting  en- 
gine blocks,  a  technique 
that  industry  would  love 
to  put  into  wider  use.  The  University  of 
Alabama  engineer,  who  uses  X-rays  to 
monitor  the  shaping  of  molten  metal, 
says  only  one  big  technical  hurdle  re- 
mains in  refining  a  process  that  uses  30% 
less  energy  than  traditional  casting  meth- 
ods. "We've  been  making  progress  by 
leaps  and  bounds,"  he  adds. 

But  Bates  may  be  stopped  short.  The 
U.S.  Energy  Dept.  wants  to  slash  funding 
for  the  efficiency  program  that  supports 
his  work.  This  perplexes  the  foundry  in- 
dustry. "It's  a  great  program,  and  we'd  be 
sorry  to  see  it  go,"  says  Bryan  Baker,  vice- 
president  of  Vulcan  Engineering,  which 
supplies  casting  equipment  to  General 
Motors,  BMW,  and  others. 

Across  the  board,  federal  funding  for 
energy  efficiency  is  taking  a  major  hit.  In 
the  White  House's  proposed 
2007  budget,  efficiency  spending 
is  down  17%  overall  from  2006 
appropriations,  and  25%  from 
levels  in  2002.  The  cuts  are 
deeper  for  individual  programs. 
Research  to  help  industry  reduce  energy 
use  is  slated  for  a  30%  decrease,  and 
some  programs  are  being  shut  down.  As  a 
result,  "we  would  be  leaving  a  lot  of  ener- 
gy on  the  table,"  says  Peter  Molinaro, 
vice-president  of  Dow  Chemical. 

Bush  Administration  officials  profess 
support.  "Efficiency  is  among  my  highest 
priorities,"  insists  Assistant  Energy  Sec- 
retary Alexander  Karsner.  But  an  in- 
creasing share  of  research  money  is  go- 
ing to  biofuels  and  hydrogen  instead. 
"They  talk  the  talk  but  are  pulling  the  rug 
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ALABAMA  LAB  The 

university's  casting 
research  may  soon 
come  to  a  halt 


out  from  under  these  pro- 
grams just  when  they  are 
needed  most,"  says  R. 
Neal  Elliott  of  the  non- 
profit American  Council 
for  an  Energy-Efficient  Economy. 

The  Administration  has  already  had  one 
embarrassing  moment  in  its  drive  to  ease 
the  energy  crisis.  In  his  State  of  the  Union 
speech  on  Jan.  31,  President  George  W. 
Bush  called  for  investment  in  technology  to 
break  our  "addiction"  to  oil.  Just  before  a 
follow-up  Presidential  visit  to  the  National 
Renewable  Energy  Laboratory  in  Golden, 
Colo.,  the  White  House  found  that 
the  lab  had  just  laid  off  32  workers  be- 
cause of  budget  cuts.  Funding  of  $5  million 
was  restored  before  the  trip. 


irmntinr 


Now,  efficiency  advocates  are  lobby 
Congress  to  limit  the  damage  to  tl 
cherished  programs.  With  energy  pr 
high  and  supplies  tight,  they  argu< 
mere  1%  drop  in  demand  causes  price 
plunge  20%,  easing  cost  pressures 
both  consumers  and  businesses. 

Plus,  these  government  efforts  pay 
dividends.  Setting  efficiency  standardt 
refrigerators  alone  is  saving  ne; 
$20  billion  a  year,  the  California  En( 
Commission  estimates.  But  the  B 
Administration  has  so  far  failed  to  up< 
appliance  standards.  In  another  fed 
program,  university  engineering  stud 
help  small  and  medium-size  compa 
reduce  energy  use.  The  $6  million  per; 
effort  brings  $40  million  in  am 
savings  and  trains  new  efficienq 
perts.  But  the  number  of  univers 
involved  is  slated  to  be  cut  in 
And  a  threatened  program  to  dev 
energy-saving  processes  for  heav 
dustries  has  brought  advance: 
everything  from  metal  castinj 
glassmaking.  "I  can't  think  of  an 
er  program  in  government  when 
results  are  so  great,"  says  Lawr 
W  Kavanagh,  vice-president  of 
American  Iron  &  Steel  Institute 


"REVOLUTIONARY  CHANGE 

BUSH    ADMINISTRATION    offifi 
counter  that  the  private  see 
doesn't  need  support  since  Id 
energy  costs  should  be  inceK 
enough.  That' s  unrealistic,  indi! 
representatives  say.  On  the  ] 
floor,  "the  production  schedui 
more  important  than  energy 
ings,"  says  Nasr Alkadi, energy] 
ager  at  General  Motors'  Went: 
(Mo.)  plant.  At  the  nonprofit: 
Technology  Institute,  federal  dd 
are  helping  David  Rue  develo 
energy-saving  process  for  ma: 
glass.  "This  has  a  chance  to  be  a  rei 
tionary  change,"  he  says,  "but  no  one 
pany  has  the  resources  to  do  it  on  its  o 
Some  states  "are  trying  to  fili 
vacuum,"  says  Arthur  H.  Rosenfeld, 
missioner  of  the  California  Energy 
mission.  Thanks  to  state  efficiency 
grams,  Californians  use  about  the 
amount  of  electricity  as  they  did  in  19 
contrast,  per  capita  use  in  the  U.S.  o 
has  jumped  50%  over  the  same  peri( 
Biofuels,  wind,  and  other  rene^ 
sources  are  now  getting  all  the  attei 
and  a  larger  share  of  federal  dollar: 
"efficiency  is  the  quickest  and  che 
solution,"  says  Dow  Chemical's  Mol 
"It  won't  get  us  all  the  way  there,  bi 
absolutely  the  way  to  start."  ■ 


Aetna's  Information 


"By  far  the  richest 
online  selection 
of  the  Big  Three" 

-BusinessWeek 

In  BusinessWeek  magazine's  recent 
comparison  of  Web  sites  and  information 
tools  offered  by  the  top  three  national 
health  insurers,  Aetna  received  the 
highest  marks.  According  to  their  article, 
they  "found  the  richest  set  of  offerings 
at  Aetna's  site."  And  Aetna's  online  survey 
to  help  members  evaluate  and  manage 
their  health  was  said  to  be  "the  most 
comprehensive."  To  learn  more  about  how 
our  information  can  help  your  employees 
make  better  health  care  decisions, 
call  your  broker,  Aetna  representative, 
or  visit  us  online  at  aetna.com. 
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Behavioral  Health 
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Life 


©2006  Aetna  Inc.      Plans  are  offered  by  Aetna  Life  Insurance  Company.  Health  insurance 
plans  contain  exclusions  and  limitations.  From  BusinessWeek  article,  February  20,  2006, 
copyright  by  The  McGraw-Hill  Companies,  Inc.,  comparing  Aetna,  UnitedHealth,  and  Wellpoint 
member  Web  sites.  Policy  form  numbers  include  GR-29  and  GR-700-W. 
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Snorts  Biz  Soccer 


A  Breakout  Year  for  Soccer? 

Investors  seem  to  think  MLS  has  a  big  future.  You  be  the  judge 


BY  STANLEY  HOLMES 

SUDDENLY, THE  FUTURE  OF  MAJOR  LEAGUE  SOCCER 
seems  less  about  survival  and  more  about  a  sport  com- 
ing into  its  own.  The  league  once  dismissed  as  boring 
and  doomed  to  fail  is  entering  its  11th  season  as  possi- 
bly the  hottest  investment  in  professional  sports.  Here  are 
three  reasons  why  this  ^^        could  be  its  breakout  season: 

1.  Influx  of  money 

Over  $1  billion  has  flowed 
into  MLS  in  less  than  two 
years  as  investors  sense  that  the 
league  may  be  at  a  tipping  point 
Bull,  the  sassy  Austrian  energy- 
company,  recently  plunked  down 
million  to  buy  the  New  York  franchise 
The  owners  of  the  Toronto  Maple  Leafs 
hockey    team    announced    they 
would  buy  an  MLS   franchise 
next  season.  Dave  Checketts, 
former  general  manager  of 
the  NBA's  New  York  Knicks 
and  Utah  Jazz,  bought  Real  Salt 
Lake  last  year.  Jorge  Vergara,  CEO  ( 
Grupo  Omnilife  and  owner  of  Mex 
ico's  famed  Chivas  of  Guadalajara 
soccer  club,  bought  Chivas  USA  in 
Los  Angeles. 

More    important,   Adidas- 
Salomon    last   year    said    it 
would  invest  $150  million  in  the 
league  over  the  next  10  years.  Be- 
yond money  for  player  develop 
ment,  advertising,  and  outfitting  th 
12  teams  with  Adidas  uniforms,  the 
deal  has  helped  generate  much-needed 
momentum  at  a  critical  juncture. 
"The  credibility  and  legitimacy 
that  the  Adidas  deal  brought 
to    our    league    has 
been  priceless,"  says 
MLS  Commissioner 
Don  Garber. 


STAMPEDE 

Austria's  Red  Bull 
bought  the 
New  York  team 


2.  New  Venues 

Capital  is  flowing  into 
new  stadium  develop- 
ment and  into  broadcast  contracts.  Five 
soccer-specific  arenas  are  under  construc- 
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tion  in  such  cities  as  Chicago  and  Denv 
at  an  estimated  $80  million  each.  Th 
will  bring  the  total  number  of  soccer  si 
diums,  which  will       ^  _    hold  rougl 
Ag^     20,000  fan 
m^r     to   eight 
if      2008.         T 
league's    mark 
ing     arm,     Socc 
United  Marketing,  ji 
raked  in  more  than  $4 
million    for    selling    L 
broadcast  rights  for  the  mi 
two  World  Cups.  And  for  the  ft 
time  in  10  seasons  the  league  rr| 
have  its  own  TV  deal:  ABC/ESI| 
Univision,  and  HDNet  are  close 
agreement  with  the  league. 

3.  Surge  in  Ticket  Sales 

Season-ticket  sales  are  up  20%  this  y<| 
and  the  league  drew  an  average  of  19,(1 
in  its  first  three  weeks,  up  26%  over  20| 
Also,  this  is  a  FIFA  World  Cup  year,  whl 
means  casual  American  fans  will  actu;{ 
tune  into  the  matches.  The  MLS  will  s  I 
ply  half  the  players  for  the  U.S.  Md| 
National  Team. 


The  Counterargument 

The  quality  of  play  has  yet  to  reach 
level  of  the  top  European  leagues, 
league  still  hasn't  won  over  either  a 
al  or  hard-core  fans:  The  latter  prefer 
ropean   matches.    Despite   the   mo 
flowing  into  MLS,  it  has  not  generatec 
overall  qperating  profit  after  10  years 
lot  of  this  new  money  is  coming  in 
mixed  reasons,  not  purely  to  own  the 
erating  rights  to  an  MLS  team,"  says 
frey  Bliss,  president  of  Javelin  Grou 
marketing  company  specializing  in 
cer,  who  sees  the  investor  attractioi 
more  of  a  real-estate  play  than  a  be 
the  sport.  "I  think  they  are  turning 
league  toward  profitability,  but  what 
need  to  do  is  turn  it  toward  a  qu 
product  on  the  pitch."  For  that,  MLS 
have  to  figure  out  soon  how  to  paj 
world-class  stars.  ■ 


-  .  ...  »-  .* . 
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ODle  Turnaround  Artists 


Making  the 
Elephant  Dance 

How  Lewis  Campbell  took  the  sprawl 
out  of  Textron.  On  the  short  list  for  GM? 


BY  BRIAN  HINDO 

YOU  DON'T  GET  TO  BE  A 
chief  executive  by  waf- 
fling your  way  to  the 
top.  Most  stick  with  the 
playbook  and  are  stead- 
fast and  unflinching,  or 
at  least  they  want  to  be. 
That's  what  makes  Lewis  B.  Campbell's 
story  so  intriguing.  A  CEO  from  central 
casting— tall,  59,  with  ruddy,  regular  fea- 
tures and  a  resolutely  confident  air— he 
has  engineered  an  unlikely  turnaround 
at  the  $12  billion  industrial  conglomer- 
ate Textron  Inc.  And  he  did  it  by  letting 
go  of  every  dearly  held  management 
concept  he  had  developed  over  his 
decades  as  a  manager. 

In  2001,  three  years  into  his  tenure  as 
CEO,  nine  years  after  joining  up  as  chief 
operating  officer,  and  33  years  into  a  ca- 
reer that  began  in  the  engineering  trench- 
es at  a  once-proud  General  Motors  Corp., 
Campbell  confronted  the  biggest  crisis  of 
his  professional  life.  The  economic  down- 
turn, and  then  September  11,  had  dried  up 
the  industrial  and  aviation  markets  from 
which  Textron  derived  the  bulk  of  its  prof- 
its. The  company's  share  price  was  in  free- 
fall:  From  1992  to  1999,  Campbell  had 
watched  the  stock  rise  from  20  to  100,  but 
in  a  little  more  than  a  year  it  had  plunged 
half  the  way  back  down.  Over  two  years, 
from  1999  to  2001,  profits  sank  75%. 

Campbell  took  a  drastic  step,  wresting 
Providence-based  Textron  away  from  its 
roots  as  a  decentralized  holding  company 
to  one  with  a  single  strategic  vision.  In 
doing  so,  he  has  won  over  entrenched 
managers,  warmed  up  a  skeptical  Wall 
Street,  and  is  starting  to  make  the  ele- 
phant dance.  In  the  past  three  years,  Tex- 
tron's  share  price  has  leaped  from  a 
March,  2003,  low  of  26  to  a  recent  94.  Re- 
turn on  invested  capital  is  expected  to  rise 
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to  15.5%  in  2006,  up  from  8.8%  in  2003. 
Textron's  recent  success  has  even  land- 
ed Campbell's  name  on  speculators'  lists 
for  the  top  job  at  GM,  where  he  spent  24 
years  before  joining  Textron.  The  resolve, 
adaptability,  and  motivational  touch  he 
has  displayed  over  the  past  decade  are  all 
sorely  needed  at  the  auto  maker.  But 


In  just  three 
years,  Textron 
stock  has  shot 
up  from  26  to  a 
recent  high 
of  94 


Campbell  denies  any  interest  in  replaci: 
GM  CEO  G.  Richard  Wagoner  Jr.,  who, 
any  event,  has  the  support  of  his  boai 
"If  s  a  heck  of  an  honor,"  Campbell  sa 
"but  you  won't  see  me  there." 

The  turnaround,  or  "the  Transfonr 
tion,"  as  people  at  Textron  call  it,  beg 
on  Jan.  17, 2001,  a  date  that  Campbell 
vokes  repeatedly  like  a  lucky  charm, 
the  time,  the  conglomerate  businc 
model— the  one  Textron  helped  invent 
the  1940s— seemed  to  be  buckling  und 
The  old  mandate  for  Textron's  many  bu 
ness  units  was  simple:  Meet  earnin 
per-share  targets  and  kick  a  tribute  up 
headquarters  every  quarter.  That  gave 
divisions  autonomy,  but  it  left  Textro 
various  units  larded  up  with  redundar 
bureaucracy,  and  not  much  sense  of  wl 
it  meant  to  be  part  of  the  same  compa 
"We  were  adrift,"  Campbell  says.  " 
were  doing  all  the  things  we  used  to 
but  were  not  getting  results." 

He  used  his  platform  at  an  ann 
managerial  summit,  held  that  year 
West  Palm  Beach,  Fla.,  to  outline 
turnaround  plans.  The  goal  was  ruthl 
efficiency.  Disparate  d 
sions  would  have  to  w 
together  and  share 
sources.  The  new  Text: 
would  "add  value"  to 
companies,  instead  of; 
curating  them.  "It  wa 
very  dramatic  shift,"  s 
Jack  J.  Pelton,  then  an  ei 
neering  executive  at  1 
tron's  Cessna  Aircraft  i 
and  now  its  CEO.  Pec 
were  not  even  "sure  w 
each  of  the  peer  grr 
businesses  did." 

Instead  of  just  earnii 

share,  Campb 

new  focus  was  1 
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Its  about  money. 

Earning  it. 

Investing  it. 

Spending  it. 


PeoDleTuma round  Artist 


Check  out  this  weekend's 
show  April  22  and  23: 

The  Welch  Way:  Former  GE  CEO 
Jack  Welch  and  Suzy  Welch  field 
viewer  questions  on  business, 
company,  and  career  challenges. 

Pricey  Summer  Travel: 
How  will  soaring  gas  prices 
affect  your  travel  plans? 

Upscale  Retirement 

Communities:  Aging  baby 
boomers  are  flocking  to 
developments  designed  just 
for  the  55+  crowd. 

Destination  CEO:  Brian  Roberts 
looks  to  make  Comcast  the 
leader  in  video-on-demand. 


BusinessWeek  weekend 


Airs  Saturday/Sunday  nationwide. 

Check  your  local  listings 

or  view  segments  at 

www.businessweekweekend.com 


the  company  as  a  whole  was  using  its 
capital,  getting  the  most  cash  back  for 
every  dollar  the  company  put  into  each 
unit.  It  was  a  bid  to  make  the  creaking 
machine  run  more  efficiently.  That  sort  of 
midstream  correction  is  rare  for  a  CEO, 
especially  one  who  had  ridden  the  old 
model  to  substantial  professional  success. 
"If  s  like  doing  a  total  180,"  says  Cowen  & 
Co.  analyst  Cai  von  Rumohr.  "If  s  like  say- 
ing: 'Everything  I've  done  in  my  career 
until  now  has  been  wrong.' " 

SIMPLIFY,  SIMPLIFY 

THE  CHANGE  WOULD  begin  with  small 
things.  In  an  attempt  to  erase  the  burden- 
some legacy  of  thousands  of  acquisitions, 
more  than  1,500  different  payroll  systems 
were  whittled  down  to  three,  52  health 
care  plans  came  down  to  one,  and  more 
than  100  data  centers  were  consolidated 
to  just  a  handful.  Campbell  launched  a 
companywide  Six  Sigma  drive.  Each  of 
the  business  units'  growth  prospects 
would  be  plotted  on  a  matrix.  If  the  unit 
didn't  measure  up  soon,  it  would  be  sold, 
politics  and  personalities  be  damned.  To 
develop  talent,  executives  were  trans- 
ferred from  posts  in  one  unit  to  another. 
And  to  help  coax  along  managers  who 
didn't  see  much  benefit  in  caring  what 
happened  outside  of  their  unit,  incentive 
compensation  was  linked  to  company- 
wide  performance.  As  logical  as  those 
moves  sound,' they  were  still  "hard  for  in- 
dividual businesses  to  grasp,"  Campbell 
says.  "They  might  have  to  spend  money 
to  get  with  it.  I  had  to  convince  them  that 
the  short-term  pain  was  worth  it." 

Still,  employees  had  reason  to  be  nerv- 
ous. Textron's  stock  kept  falling  for  a  full 


two  years  and  two  months  after  that  ft 
ful  speech  in  West  Palm  Beach.  "All 
Doubting  Thomases  said:  'See?  I  t 
you,'"  says  Campbell.  The  cavalry  s< 
arrived  in  the  form  of  an  economic  rec 
ery.  The  commercial-helicopter  mat 
jumped  back  to  life,  giving  Bell  Helico] 
a  boost.  Orders  for  Cessna  business 
kicked  back  into  gear,  and  the  Iraq 
brought  demand  for  Textron  Marin 
Land  Systems'  armored  security  vehii 

Finally,  the  business  model  impn 
ments  began  to  show  their  merit.  Witf 
the  worry  over  earnings  per  share,  Cai 
bell  felt  able  to  invest  in  Cessna  du: 
some  of  its  bleakest  post-9/11  mome 
when  profits  fell  47%.  Cessna  mana; 
asked  for  hundreds  of  millions  of  dolla 
investment,  and  "we  didn't  turn  down 
penny— not  a  one— even  though  it  co: 
earnings-per-share  in  the  short  tei 
claims  Campbell.  "The  old  me  might 
have  said  yes."  As  a  result,  Cet 
emerged  to  meet  the  upturn  with  a  be1 
new  products. 

Since    the    Transformation    be 
Campbell  has  shed  45  pounds,  as  we 
his    old-fashioned,    buttoned-up 
meanor.  "Lewis  was  a  very  formal  g 
says  Ed  Orzetti,  who  was  recruitei 
Campbell   from  General  Electric  C 
help  run  cross-company  initiatives  - 
who  has  since  left.  "He  let  his  hair  d 
and  became  much  more  engaged." 
he's  still  tough  as  ever.  When  you 
37,000  people  in  their  tracks  and 
them  in  the  opposite  direction, 
Campbell,  "at  the  end  of  the  day,  like 
not,  the  CEO  has  to  be  so  transpar 
committed  that  even  the  most  stea 
doubters  can  be  turned  around."  ■! 


Lewis  B.  Campbell 

A  formal,  buttoned-up  guy  who  had  to  reinvent  himself 


BORN  On  May  18, 1946,  in 
Winchester,  Va. 

EDUCATION  BS  in  engineering, 
Duke  University,  1968, 

CAREER  PATH  Signed  on  as  an 
engineer  with  General  Motors  in 
Dayton  in  1968.  Spent  the  next  24 
years  there,  rising  to  become 
general  manager  of  the  GMC  truck 
division.  Joined  Textron  as  COO  in 
1992;  became  CEO  in  1998. 

ODD  JOBS  Dug  ditches  as  a  kid  in 
the  Shenandoah  Valley;  in  the  early 
70s,  worked  on  GM's  first  air  bag. 


BOARDS  Textron,  Bristol-Myers 
Squibb,  Dow  Jones,  Duke's  Fuqu 
School  of  Business. 

FAMILY  Married  to  second  wife, 
Mary,  for  22  years;  three  grown 
children;  three  grandchildren. 

HOBBIES  Once  a  scratch  golfer, 
gave  it  up  for  fly  fishing  and 
hunting. 

QUOTE  "You  have  to  be  so 
steadfastly  convinced  what  you' 
doing  is  right,  and  you  can't  wav 
You  have  to  be  so  unwavering  th 
you  can't  flinch." 
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Everyone  deserves  a  second  chance, 
not  to  mention  a  first. 


lild  comes  into  this  world  with  nothing.  And  for  some, 
never  changes.  But  your  donations  to  The  Salvation  Army 
:t  a  difference.  With  your  support,  our  youth  programs 


will  continue  to  give  poverty-stricken  children  something 
they  would  never  otherwise  have:  Opportunity.  To 
give,  call  1-800-SALARMY  or  visit  salvationarmyusa.org. 
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DOING  THE  MOST  GOOD 


Hired  30 

new  employees 


Invested  in 
new  equipment 


Built  a  loyal 
customer  base 


Protected  the  business 
with  an  emergency 
preparedness  plan 


org 


With  ready.gov,  the  business  you've  worked  so  hard  to  build  can  be  as  prepared  as  possible 
should  a  disaster  strike.  Download  free,  easy-to-use  checklists,  templates  and  other  resources 
to  help  you  develop  an  affordable  plan.  Protect  your  life's  work — start  or  update  your  plan  today. 


Becoming  a  success  is  hard  work.  Protecting  it  isn't.    WWW.ready.gov 


N.O.D.  is  a  501c(3)  organization.  This  is  a  donated  public  service  ad. 
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A  lot  of  great  employees 
come  with  their  own 


office  chair. 
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uestions  comments  or  tax-deductible  contributions  to  910  16th  Street  NW,  Washington,  DC  20006  or  visit  us  oT 
le  web  at  www.nod.org. 
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It's  ability,  not  disability,  that  counts. 
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EVER  WISHED  YOU'D  VISITED  Napa  in  the  '70s,  be- 
fore Mondavi  was  a  household  name,  traffic  clogged 
the  country  lanes,  and  collectors  paid  hundreds  of 
dollars  a  bottle  for  wines  from  cult  vineyards  like 
Shafer  and  Marcassin?  Jit's  still  possible  to  get  a  feel 
for  what  Napa  was  like  before  the  hordes  arrived.  You 
just  have  to  travel  to  Mendoza,  Argentina's  wine  re- 
gion in  the  foothills  of  the  Andes,  a  two -hour  flight 
from  Buenos  Aires.  Five  years  after  the  devastating 
devaluation  of  the  peso,  Mendoza  is  booming.  Big-name  winemak- 
ers,  drawn  to  the  favorable  climate,  and  rising  local  stars  already  are 
forging  international  reputations— especially  for  wines  made  from 
malbec,  a  French  grape  that  thrives  there.  They're  also  experiment- 
ing with  better-known  varietals  including  chardonnay,  caber- 
net sauvignon,  and,  at  the  highest  alti- 
tudes, pinot  noir,  which  requires  a  cool 
climate.  The  next  logical  step:  an  explo- 
sion of  gastro-tourism. 

Mendoza  sits  at  a  latitude  of  33  degrees 
South— the  equivalent  of  Napa  in  the 
north— but  unlike  Napa,  it's  arid  and 
dusty.  The  region  averages  330  days  of 
sun  and  just  eight  inches  of  rain  annual- 
ly. The  lush  vineyards,  harvested  from 
February  to  mid-April,  are  irrigated  by  an 
intricate  system  of  canals  that  channel  the 
runoff  from  the  Andes. 

You'll  find  the  most  beautiful  bodegas 


and  enjoyable  tours  at  foreign-owned  or 
established  local  estates  that  dot  the  out- 
skirts of  Mendoza  city  and  the  Uco  Valley, 
a  newer  wine  growing  area  55  miles 
south.  Upon  arriving  in  Mendoza,  check 
in  to  the  Cavas  Wine  Lodge,  the  most  lux- 
urious of  the  area's  wine-tourism  hotels. 
Opened  by  Buenos  Aires  transplants 
Cecilia  and  Martin  Diaz  Chuit,  the  main 
colonial-style  building  is  set  around  a 
whitewashed  courtyard.  Each  of  the  14 
rooms  ($310  per  night)  has  a  roof  deck, 
fireplace,  and  private  plunge  pool. 

It  feels  like  you're  a  million  miles  from 


anywhere,  but  if  s  just  minutes  to  ma i  | 
Mendoza's  elite  estates.  Bodega  Q;  |i 
Zapata— its  winery  is  a  replica  of  a  M  , 
temple— is  just  a  few  miles  away  a ,  tI 
great  place  to  start  the  day.  The  wim  to 
one  of  the  region's  oldest  and  largest  | 
ducers,  which  means  you  can  sa.i  T 
chardonnays  and  cabernet  sauvigno  ,,, 
well  as  the  signature  malbec. 

LOCAL  FLAVOR 

YOUR  MIDDAY  STOP  should  be  Vist  r 
the  winery  of  Carlos  Pulenta.  Form<  ;,. 
hired  gun  for  international  win  r 
Pulenta  began  producing  inexpensr  ^ 
rietals  and  aged  blends  of  his  ov  .,. 
2003.  Book  a  tour  and  tasting.  Then  r 
lunch  •  at  the  winery's  restauran  j '.. 
Bourgogne.  Sleek  in  design,  it 
French  dishes  from  garlicky  escarp 
veal  ribs  braised  in  malbec  paired  m 
cal  wines  and  stunning  views. 

An  hour  and  a  half  south  in  thi 
Valley,  the  star  is  Dutch- owned  Bo 
Salentein.  The  property  is  compris 
three  estates  on  more  than  1,000 
some  of  which  perch  higher  than 
feet  above  sea  level.  Salentein  also  !  M 
posada,  or  inn,  with  eight  luxi 
suites,  each  named  for  a  different 
variety  such  as  tempranillo  and 
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TASTE  Of  THE  ANDES 
The \  nw  ardi 


Ande^na  Ce'  are 


The  $150  per-night  rate  includes  full 
d,  horseback  riding,  tours,  and  tast- 
(www.bodegasalentein.com). 
ke  many  foreign  investors,  the  owners 
Jentein  have  made  a  strong  commit- 
!t  to  preserving  the  local  environment. 
Venous  desert  plants  line  the  long 
Iway  leading  to  the  magnificent  win- 
jsvhich  is  constructed  from  regional 
stones  and  painted  in  colors  ground 
stone  by  local  villagers.  By  October, 
I  guests  will  also  be  able  to  visit  two 
tileries,  a  restaurant,  and  a  wine  shop, 
lentein's  philosophy  extends  to  its 
making.  In  the  fields,  winemakers 
planted  local  herbs,  such  as 
nary  and  sage,  which  ex- 
\  themselves,  subtly,  in  the 

Taste  of 
lendoza 

i  don't  have  to  travel 
jusands  of  miles  to 
oy  Argentina's  best 
les. 


wines.  Like  other  cutting-edge  wineries  in 
the  region,  Salentein  employs  what's 
known  as  a  gravity  transfer  system;  wine 
flows  from  fermentation  tanks  on  the  up- 
per level  to  aging  barrels  below.  This 
eliminates  pumping,  which  can  agitate 
the  wine  and  cause  bitterness. 

You'll  find  the  same  attention  to  detail 
next  door  at  Andeluna  Cellars  (andelu- 
na.com).  Originally  part  of  a  well-known 
Argentine  wine  family's  estate,  the  proper- 
ty was  sold  in  1995  to  H.  Ward  Lay,  the  son 
of  Frito-Lay  founder  Herman  Lay.  A  long- 
time fan  of  Argentina— Lay  also  owns  a 
200,000-acre  hunting  estate  in  Patago- 
nia—Andeluna  is  a  wine  lover's  paradise. 
There  are  four  tasting  areas,  a  demonstra- 
tion kitchen  for  cooking  classes,  and  an  el- 


Altos  Las 
Hormigas  Malbec 
Vina  Hormigas 
Reserva,  2004,323 

Tuscan  Alberto 
Antonini's  winery 
makes  only  malbecs. 
This  limited-edition 
reserve  is  hefty  with 
powerful,  bright 
black  fruits. 


Bodegas 

Salentein 

Uco  Valley  Malbec 

2003,$18 

This  juicy  wine  is  a 
heady  mix  of  plum, 
violet,  and 
blackberry.  Twelve 
months  in  oak  leave 
a  toasted,  slightly 
spicy  finish. 


egant  restaurant  with  wonderful  pastas 
and  other  Italian-influenced  dishes. 

Even  at  these  wineries,  which  are  pio- 
neering the  Mendoza  tourism  trade,  you 
must  make  an  appointment  to  visit.  And 
you  must  request  a  tasting  if  you  want  to 
sample  something  more  interesting  than 
the  least  expensive  bottles.  English  is  not 
spoken  extensively,  so  you  may  find  it 
easiest  to  have  your  hotel  or  a  local  tour 
company  schedule  appointments  and 
arrange  a  car  and  driver  to  get  you  there. 
For  more  information,  contact  the  Men- 
doza Tourist  Assn.  at  turismo.men- 
doza.gov.ar.  In  20  years,  when  Salentein, 
VistAlba,  and  Andeluna  are  household 
names,  you'll  be  glad  you  were  there  way 
back  when.  II 


Carlos  Pulenta 
VistAlba  CorteB 
2003,$17 

Aged  for  12  months 
in  oak,  this  blend  of 
malbec,  cabernet, 
merlot,  and  local 
grape  bonarda  is 
lush  with  ripe  plum 
and  currant  and 
laced  with  tobacco. 


Catena  Alta 

Malbec 

2002,$50 

This  signature 
malbec  has  an 
intense,  fruity  nose 
with  a  hint  of  violets 
and  spice;  on  the 
palate  soft  tannins 
support  an  explosion 
of  black  cherry. 
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The  Mils 

Are  Alive 

Well-heeled  retirees  and  retirees-to-be  are  flocking 
to  the  Texas  Hill  Country.  BY  MARK  MORRISON 


¥ 


CHARLES  AND  LOIS  WOOLACOTT  live  in  a  communi- 
ty that  is  a  retiree's  dream.  Three  Robert  Trent  Jones 
Sr.-designed  golf  courses  are  nearby,  and  so  is  Lake 
LBJ,  a  great  spot  for  all  kinds  of  water  sports.  But  the 
Woolacotts  had  a  special  reason  for  choosing  Horse- 
shoe Bay:  They  could  live  alongside  a  6,000-foot  run- 
way and  park  their  single-engine  Beech  Bonanza 
A36  in  a  hangar  attached  to  their  Southwestern-style  house.  That 
allows  them  to  take  off  for  Las  Vegas  or  Palm  Springs  as  simply  as 
heading  to  the  grocery  store.  "We  just  love  flying  and  seeing 


different  places,"  says  Charles,  65,  a  for- 
mer entrepreneur  who  sold  his  water  pu- 
rification products  company  in  Canada 
three  years  ago. 

Sure,  the  Woolacotts'  airborne  lifestyle 
is  unusual,  but  Horseshoe  Bay,  one  of  the 
premier  retirement  communities  in  the 
Texas  Hill  Country,  can  accommodate  a 
wide  variety  of  interests.  In 
these  parts,  land  is  relative- 
ly cheap,  and  having  room 
for  an  airstrip  is  no  prob- 
lem. In  fact,  the  idea  of  a 
Hill  Country  retirement  is 
catching  on  fast.  Thou- 
sands of  new  and  soon-to- 
be  retirees  are  grabbing  up 
lots,  houses,  or  even  small 
ranches  in  this  scenic 
14,000-square-mile  area 
of  rolling  terrain,  lakes, 
vegetation,  and  wildlife. 

What's  it  like?  Charles 
Lathrop,  a  retired  Hous- 
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ton  oil  executive  who  recently  moved  to 
the  area,  sees  a  similarity  to  upstate  New 
York.  "O.K.,  maybe  Horseshoe  Bay  isn't 
quite  as  green,"  he  says,  "but  my  wife  and 
I  are  both  from  the  Finger  Lakes  region  of 
New  York,  and  it  does  remind  us  of  home." 
To  live  in  Horseshoe  Bay,  you  must 
make  some  trade-offs.  You  have  to  drive 
45  miles  to  get  to  Austin,  the  nearest  siz- 


able city,  and  80  miles  to  San  Anti 
The  frequent  100-plus-degree  days    ft 
June  to  September  might  get  in  the  w  1 1 
some  of  those  active  pursuits.  Traf    i 
starting  to  get  bad  around  Horsesho'   *; 
and  Marble  Falls,  the  nearest  town-    W 
with  growth,  it  will  get  worse.  The  r    500 
lation  of  the  area  is  expected  tc<  ip-i 
29,000  by  2010,  up  from  21,247  in  '.   « 
Plus,  "we're  a  little  short  of  good  re 
rants,"-  says  Lathrop. 

All  that  growth  has  made  it  hai 
the  new  retirees  to  stay  retired.  B!' 
Walker,  68,  moved  to  Horseshoe  E 
2001  after  35  years  as  a  college  adr 
trator.  The  local  satellite  campus  of 
Tech  University 


Fore! 


lit 


Ruts 


Retiree 

Patterson  loves 
the  outdoorsy 
lifestyle— and 
the  appreciating 
real  estate 


growing  so  fast  i 
recruited  Walk' 
its  director.  Mu 
the  demand  foi 
tinuing  edu< 
courses,  says  V> 
comes  from  reti: 


lo. 


irseshoe  Bay  was  founded  in  1971  by 
:ousins,  Norman  and  Wayne  Hurd. 
buying  up  2,700  acres  of  ranchland 
of  Austin  and  north  of  San  Antonio 
■j2  million,  they  set  out  to  build  a 
|l-class  residential  and  resort  commu- 
Their  dream  survived  Texas'  boom- 
Dust  cycles,  and  today  the  community 
,500  households.  It  also  boasts  the 
top-rated  golf  courses,  a  Marriott  ho- 
marina  and  yacht  club,  and  a  private 
rt.  Homes  start  at  $150,000  for  a 
square-foot  patio  house  and  go  to 
[$5  million  for  a  prime  lakefront 
Former  Dallas  Cowboys  quarter- 
ftoger  Staubach  and  ex-astronaut  Jim 
1  own  waterfront  getaways  there, 
jwth  is  accelerating  as  large  new  de- 
ments call  attention  to  the  area, 
i  developer  Brady  Oman  is  building 
fdido,  a  500-acre  enclave  with  a  pri- 
Com  Fazio  golf  course.  Lots  on  the 
i  go  for  $300,000  to  $500,000.  In 
lan  a  year,  165  of  the  374  available 
sold.  Homebuilder  Centex  is  devel- 
a  seven-story  lakefront  condomini- 


um near  the  Marriott.  And  National 
Recreational  Properties  is  marketing 
Horseshoe  Bay  by  flying  Californians 
to  Texas  and  enticing  them  to  buy 
$29,000  lots  with  $1,495  down. 
"We've  been  waiting  35  years  for  this 
kind  of  market,"  says  Sam  Tarbet, 
president  of  Horseshoe  Bay  Corp. 

Tarbet  points  out  that  even  the 
weather  is  giving  the  area  a  boost.  Last 
year's  hurricanes  have  made  some  retirees 
wary  of  the  oceanfront.  Bruce  Agee,  50,  an 
American  Airlines  pilot  who  retired  on 
Apr.  1,  mainly  to  protect  his  pension, 
moved  to  Horseshoe  Bay  from  Stuart,  Fla., 
with  his  wife,  Tiffany,  and  their  two  sons 
after  seeing  two  hurricanes  do  severe 
damage  to  their  part  of  the  Atlantic  coast. 
"We  picked  Horseshoe  Bay  because  of  the 
amenities— especially  the  lake  and  the  air- 
port," says  Agee,  who  keeps  on  the  move 
with  a  29-foot  cigarette  boat  and  a  four- 
seat,  single-engine  airplane. 

Ginny  Patterson,  61,  a  retired  IBM  and 
Visa  International  systems  manager, 
moved  to  Horseshoe  Bay  three  years  ago. 
She  came  to  visit  friends  and  "immedi- 


ately fell  in  love  with  the  place."  She  also 
liked  the  real  estate  prices.  She  sold  her 
two-bedroom  place  in  San  Mateo,  Calif., 
for  over  $1  million  and  landed  a  2,700- 
square-foot  home  on  the  Ram  Rock  golf 
course  for  $385,000.  She  figures  if  s  now 
worth  more  than  $450,000. 

LOTS  OF  LOTS 

[  MORE  IMPORTANT,  Patterson  has  plen- 
|  ty  of  activities.  She  took  up  golf  for  the 
I  first  time  and  "is  hooked."  She  heads 
I  the  nine-holers  group  of  women  players 
I  and  has  joined  the  Wildflower  Dancers, 
which  perform  to  show  tunes  and  en- 
tertain at  parades  and  charity  events. 

Sam  and  Cynthia  Boyd,  Galveston 
real  estate  developers  who  won't  retire 
for  several  years,  were  so  sure  they 
wanted  to  live  in  the  Hill  Country— 
and  so  sure  of  the  area's  investment 
potential— that  they  bought  a  water- 
front lot  in  Horseshoe  Bay,  a  lot  in 
Escondido,  and  a  small  ranch  about 
10  miles  away.  Ken  Landry,  49,  a  re- 
tired Houston  area  petroleum  entre- 
[  preneur,  just  spent  over  $1  million 
t  for  a  newly  remodeled  lakefront 
|  house.  "We  tried  second  homes  in 
[  Tahoe  and  California  and  had  nev- 
heard  of  Horseshoe  Bay,"  he 
says.  "But  for  us  the  water 
and  the  golf  courses  are  just 
perfect— and  we  may  move 
there  full-time." 

Where  to  retire  is  not  a 
pressing  concern  for  Randy 
and  Neva  Hall,  both  51,  of 
Dallas.  Randy,  a  CPA,  and 
Neva,  a  Neiman  Marcus  ex- 
ecutive vice-president,  could 
easily  work  for  a  decade  or 
more.  But  they  decided  a 
home  in  Escondido  would  be  fun.  Randy,  a 
golfer,  loved  the  Fazio  course.  As  for  Neva, 
"I  like  to  be  out  in  the  country  for  biking— 
and  to  be  on  the  water."  They  soon  start 
construction  on  a  4,400-square-foot  home. 
For  now,  the  tide  of  newcomers  seems 
steady.  Ginny  Patterson,  for  example,  has 
two  sisters;  one  had  plans  to  move  to  Flori- 
da and  another  lives  in  the  Seatde  area.  But 
after  visiting  Patterson,  the  Florida  sister 
decided  on  Horseshoe  Bay,  and  the  two  are 
trying  to  persuade  the  third  to  join  them.  El 
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For  more  on 
upscale  retirement  communities,  watch 
BusinessWeek  Weekend. 
Check  your  local  TV  listings  or  go 
to  businessweekweekend.com 


The  Woolacotts 
keep  their 
Beech  Bonanza 
in  a  hangar  at 
home  and  can 
head  for  Vegas 
or  Palm  Springs 
anytime 
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Offthe 
Beaten  Via 


Retirement-minded  Americans  are  finding  bargains 
in  less  traveled  corners  of  Europe.  BY  KERRY  CAPELL 


AFTER  SEVERAL  VACA- 
tions  in  Italy  over  the 
years,  Randall  Briggs  of 
Baltimore  was  deter- 
mined to  spend  his  re- 
tirement living  la  dolce 
vita.  Initially,  the  41- 
year-old  entrepreneur  had  his  heart  set  on 
the  Italian  Riviera,  but  sky-high  property 
prices  put  him  off.  While  researching  lo- 
cales on  the  Internet,  he  came  across 
myvillainsardinia.com,  which  found  him 
a  property  and  walked  him  through  the 


buying  process.  "It  seemed  like  we  could 
get  everything  we  liked  about  Italy— the 
culture,  the  scenery,  and  great  weather— 
at  a  fraction  of  the  price,"  says  Briggs.  A 
few  months  later  he  and  his  wife  became 
the  owners  of  a  $500,000,  three-bedroom 
seafront  villa  in  Torre  delle  Stelle  on  the 
southeastern  tip  of  the  island. 

Forget  well-trod  destinations  such  as 
Tuscany,  the  south  of  France,  or  Spain's 
Costa  del  Sol.  While  bargains  are  scarce 
elsewhere  as  well,  pockets  of  opportunity 
still  exist  in  popular  Western  European 


Sardinia 

The  island  offers 
a  culture  and 
climate  similar 
to  that  of  the 
Italian  Riviera  at  a 
fraction  of  the  price 


A 


:■ 


countries.  More  adventurous  retirees  i 
well  as  those  looking  ahead  to  retirem  j 
are  even  starting  to  head  east  to  Slove 
and  Croatia.  Thanks  to  the  boom  in  1< 
cost  flights  within  Europe,  these  piece 
the  former  Yugoslavia  are  now  more 
cessible  to  outsiders. 

Looking  for  sparkling  coastlines 
rugged  mountains,  modern  villas  or  < 
world  cottages,  at  price  levels  that  re 
Provence  and  Tuscany  back  in  the  198 
You'll  find  them  in  these  offbeat  are* 
but  for  Americans,  there  are  some  inc 
veniences.  Direct  flights  from  the 
aren't  always  possible,  for  instance, 
English  may  not  be  widely  spoken.  " 
need  to  consider  the  practicalities 
everyday  life,"  says  Naomi  Greatbai 
who  heads  the  international  networ 
the  London  office  of  the  British  real  es 
company  Savills. 


WHERE  TO  GET  HELP 

THE  BUYING  PROCESS  involves  a 
amount  of  red  tape,  especially  in  Eaa 
European  markets  that  have  only  rect 
opened  to  foreigners.  In  places  sue 
Croatia  and  Turkey,  mortgages  aa 
available,  so  you'll  need  to  bring  cash 
No  matter  where  you  buy,  if  s  bee 
get  professional  help.  The  National  A 
ciation  of  Realtors  (realtor.org)  will  i 
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The  most  precious  asset  is  time.  And  every  day,  we  help  our  clients  make  the  most  of  it.  Because  we  take  the  time  to  get  to 
know  them,  and  their  needs.  And  then  we  continually  re-evaluate  those  needs  as  things  change.  Using  all  our  resources 
to  see  the  opportunities  that  may  lie  ahead,  as  well  as  the  risks.  So  they  can  make  the  most  of  their  investments,  and 
their  time.  If  you'd  like  to  know  more  about  how  we  can  help  you,  call  1-866-803-5857  or  visit  northerntrust.com. 
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you  to  a  certified  international  property 
specialist  who  has  expertise  in  the  coun- 
try you  choose.  A  local  lawyer  is  also  key, 
and  so  is  title  insurance.  These  policies, 
sold  by  major  U.S.  insurers,  offer  added 
protection  should  anyone  later  try  to  lay 
claim  to  the  property,  says  Angela  C. 
Eliopoulos,  founder  of  Global  Owner 
Property  Consultants  in  Burke,  Va. 

For  most  Americans  contemplating  a 
European  retirement,  France  and  Italy 
remain  the  most  popular  destinations. 
The  region  known  as  the  Midi-Pyrenees, 
between  Bordeaux  and  Toulouse  in 
southwestern  France,  is  still  relatively 
undiscovered  by  tourists.  Yet  it  offers  me- 
dieval villages,  rolling  green  countryside, 
and  excellent  cuisine.  Better  yet,  home 
"prices  are  roughly  half  of  what  you 
would  expect  to  pay  on  the  coast,"  says 
Greatbanks.  "You're  away  from  the 
crowds  but  still  close  to  good  transporta- 
tion and  services." 

House  prices  and  types  vary  widely. 
You  can  find  renovation  projects  such  as  a 
200-year-old  stone  barn  set  on  2.5  acres 
in  Tarn-et-Garonne  for  less  than 
$100,000.  Fully  modernized  properties 
start  at  $250,000,  while  $1.3  million  can 
buy  a  restored  16th  century  chateau  set 
amid  the  vineyards  of  Lot-et-Garonne. 

If  Italian  is  more  your  language  and 
style,  consider  Puglia,  Italy's  boot  heel. 


Croatia 


Gorgeous  coastline 
less  than  an  hour's 
drive  from  Trieste, 
with  new  apartments 
starting  at  $50,000 


Known  as  Apulia  in  English,  it's  far  j 
for  its  wine,  olive  oil,  and  tradifia 
conical-shaped  stone  houses  cd 
trulli.  Do-it-yourselfers  can  buy  a  tcj 
unrenovated  trullo  for  as  littlif 
$65,000.  It  is  also  possible  to  get  a. 
three-bedroom  villa  with  sea  views ;  | 
pool  for  under  $300,000. 

DIRECT  TO  ZAGREB 

CROATIA'S  VERSION  OF  Tuscany,  1 
is  another  place  that  offers  an  Italia^ 
vor.  It's  less  than  an  hour's  drive  fror< 
este's  airport  in  neighboring  Italy  or 
hours  from  Zagreb,  to  which  you  c 
direct  from  the  U.S.  It  has  beautiful 
beaches  and  plenty  of  history  and  cu 
Three-bedroom  villas  average 
$310,000,  and  newly  built  apartmei 
for  as  little  as  $50,000. 

To  purchase  property  in  Croati; 
must  get  permission  from  the  gc 
ment,  a  process  that  can  take  six  m 
to  a  year.  Many  foreigners  who 
want  to  wait  get  around  this  hur< 
setting  up  a  Croatian  company,  esse 
ly  a  shell  that  holds  the  properl 
about  $1,000.  Another  potential  pi- 
gaining  clear  title.  Because  Istri 
passed  through  Italian  and  then 
slavian  hands,  restitution  clairr 


98  I  BusinessWeek  I  May  1,  2006 


A  generation  as  unique     | 
as  this  needs  a  new 
generation  of  personal 
financial  planning. 


ecause  your  generation  is  about  to  reinvent  what  retirement  means. 

nd  we're  reinventing  the  personal  financial  planning  to  help  get  you  there. 

/e  have  over  a  century  of  financial  services  experience. 

nd  more  certified  financial  planner™  professionals  than  any  other  company, 
&ady  to  work  with  you  one-to-one,  face-to-face  from  day  one. 


ake  an  important  step  in  planning  for  your  retirement  today  with 
free  Retirement  Check-In5"  which  can  help  you  assess 
fhether  you're  on  track  for'the  retirement  you  want. 

jail  1-800-Ameriprise  now  for  a  free  Retirement 
heck-ln*  or  visit  us  at  ameriprise.com. 


ghat's  next.    Financial  Planning  ►  Retirement  ►  Investments  >•  Insurance 


The  Personal  Advisors  of 

Ameriprise; 

Financial 


c  Retirement  Check-In  is  a  questionnaire  to  assess  your  retirement  readiness.  You  will  not  receive  any  written  analysis  and/or 
:ommendations.  Financial  advisory  services  and  investments  available  through  Ameriprise  Financial  Services.  Inc..  Member  NASD 
d  SIPC.  CERTIFIED  FINANCIAL  PLANNER  is  a  trademark  owned  by  CFP  Board.  ©  2006  Ameriprise  Financial.  Inc.  All  rights  reserved. 


Retirement 


Slovenia 


It's  an  outdoor  lover's 
paradise.  And  many 
young  people  speak 
some  English,  especially 
in  resort  areas 


always  possible.  The  best  way  to  avoid 
them  is  to  enlist  the  services  of  an  Eng- 
lish-speaking local  attorney.  The  U.S. 
Embassy  in  Zagreb  can  supply  referrals. 
Just  north  of  Istria  lies  Slovenia,  a 
country  roughly  the  size  of  Massachu- 
setts. It's  an  outdoor  lover's  paradise:  The 
Julian  Alps  in  the  north  offer  stunning 
scenery  and  top-notch  skiing  for  a  frac- 


tion of  the  cost  of  resorts  in  France  or 
Switzerland.  Access  from  the  U.S.  is  via 
the  charming  medieval  capital  of  Ljubl- 
jana. The  main  stumbling  block  for 
Americans  is  the  tongue-twisting  Sloven- 
ian language,  with  all  its  j's  and  double  l's. 
Many  younger  people  speak  some  Eng- 
lish, especially  in  the  capital  and  resort  ar- 
eas. Your  best  bet  is  to  use  an  English- 


speaking  property  finder  such  as  slovei 
anproperties.com. 

Briton  Jeremy  Lee,  a  fiftysomethii 
wine  consultant,  didn't  let  the  langua 
barrier  get  in  the  way  of  finding  his  dret 
retirement  home.  Originally  he  plann 
to  buy  in  the  south  of  France,  but  one  ti  i 
to  Slovenia  changed  his  mind.  He  spe  ] 
$44,000  for  a  farm  in  Lemerje,  in  tj 
northeast,  and  plans  to  invest  an  ad 
tional  $40,000  or  so  to  turn  it  into  a  h  | 
ury  home  with  apartments  to  rent 
tourists.  "In  Britain  I  couldn't  even  bu 
garage  for  that  money,"  he  says. 

For  something  more  exotic,  take  a  lc 
at  Turkey.  A  law  enacted  this  year  t]  1 
gives  foreigners  the  right  to  purch;  j 
property  is  expected  to  trigger  a  boom  I 
prime     coastal     properties.     Barga| 
abound  even  in  highly  sought-after  ar  j 
such  as  the  Turquoise  Coast,  where  ] 
Mediterranean  and  Aegean  Seas  mil 
The  Saint-Tropez  of  Turkey  is  Golcel  1 
resort  on  the  Gulf  of  Fethiye.  It  has  f  <| 
marinas  and  easy  access  to  Dalamani 
port,  which  offers  direct  flights  to 
Continent.  Golcek  benefits  from  tigl; 
controlled  development.  Luxury  villa 
the  newly  built  Golcek  Hills  estate  staii 
just  under  $400,000.  Anything  comp? 
ble  in  the  U.S.  would  cost  at  least 
the  price.  ■ 


Buy  the  Nest, 
Keep  the  Egg 

Even  if  you  have  the  cash,  financing  your  retirement 
home  can  make  perfect  sense.  BY  ELLEN  HOFFMAN 


EVEN  WITH  THE 
recent  softening  of 
the  real  estate  mar- 
ket, many  retirees 
are  still  getting  so 
much  for  their 
homes  that  paying 
cash  for  a  retire- 
ment property  is  not  a  problem.  But  if 
you're  not  ready  to  give  up  the  main  digs, 
how  do  you  finance  the  new  place?  Even 
if  you  are  ready  to  call  the  movers,  is  pay- 
ing cash  always  the  best  way  to  go? 
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With  these  questions  in  mind,  consider 
the  many  approaches  you  can  take  to  pay- 
ing for  that  home.  You  might  have  more 
options  than  you  think. 

CONVENTIONAL  MORTGAGES  Many  people 
don't  take  mortgages  because  they  want  a 
debt-free  retirement.  The  flip  side  is  that 
you  lose  the  tax  deduction  from  paying  in- 
terest, which  can  be  helpful  for  higher-in- 
come retirees.  A  mortgage  frees  up  cash  for 
other  investments,  allowing  you  to  diversi- 
fy your  holdings  and  lower  your  overall  fi- 


nancial risk.  If  you  do  take  a  mortgage, 
estate  experts  are  cautioning  borrower 
resist  the  lower-rate  adjustable  prodi' 
and  lock  in  costs  with  a  fixed-rate  loani 
One  exception  is  if  you're  lookingi 
shorter-term  financing.  Financial  plan 
Rob  Hoxton  of  Shepherdstown,  W.  Va..i 
a  client  who  is  buying  a  house  in  Flo< 
but  hasn't  sold  his  Pennsylvania  residi 
The  solution  was  to  take  out  a  two-yes 
justable-rate  loan  on  the  Florida  prop 
which  the  client  plans  to  pay  off  as  soc< 
he  sells  the  Pennsylvania  house. 

HOME  EQUITY  The  options  include  refiriij 
ing  with  a  conventional  mortgage  t 
withdrawing  some  cash  for  a  downj 
ment,  taking  a  home-equity  loan,  or  [ 
ting  a  home-equity  fine  of  credit  (HEI 
According  to  bankrate.com,  the  ave 
interest  rate  is  lowest  on  the  mortd 
next  lowest  for  the  HELOC  and  the  h< 
equity  loan  (table,  page  102).  The  rate 
home-equity  loan  is  fixed,  while  a 
nancing  loan  can  be  either  variab 
fixed;  a  HELOC  is  variable  and  could 
out  to  be  costly  if  rates  continue  to  ri 

SOCIAL  SECURITY  Denver  financial  ad 
Paul  Jeffery  suggested  to  one  clienl  j 


22ff^Wc«i^ 


Why  an  investor  dec,H~i 

,    *"*»  PanTS10  tmSt 

a  long  history 

of  low-cost  investing. 


An  investor  who  did  his  homework  U      a  l 

L  „  co  make  low-cost  J£"*  *"  V»^  -  the 

innovative  idea:  make  ,„dex  ft^  *  ^  — *  «**  '  staPk 

Ltad-.  W  then,  some  ^    !  "  ^'^  ""  '""  " 

u       u  P       S  have  kePt  costs  below  average 

but  we  have  been  committed  to  average, 

keeping  costs  low  over  a 

wide  range  of  investment 

choices  for  close  to  30 

years.  In  fact,  we  keep 

lowering  our  fund 

costs.  Our  0.23% 

average  expense  ratio  is 

not  only  80%  lower  than 

the  industry  average;  it  is 

actually  more  than  two-thirds 

lower  than  it  was  back  in  1 975 f  If  a  h  ;„..       .  •  i      , 

"  a  hlstory  ]lke  that  appeals  to  you, 
take  the  first  step  to  low-cost  inw<;t-;„,>      j 

investing  and  connect  with  Vanguard 
at  1-877-279-1708,  or  visit  vanguard.comf  We  can  hdp7M 


wrww.vanguard.com 


Vanguard 


vestment  objectives,  risks,  charges,  expenses,  and  other  information; 
consider  it  carefully  before  investing.  Past  performance  is  not  a  guarantee  of  future  results 
lal  funds  are  subject  to  market  risk. 

''^eaMnZ?^^8',^  e"PenS!  ^  °'89%  '"  1975;  038%  '*  l990:  and  °'23%  in  2004  tVanguard's  average  mutual  fund  expense  ratio  is  for  the  funds'  latest 
-ai  year.  Industry  data  for  2004  is  provided  by  Upper  Inc.  ©2006  The  Vanguard  Otoup,  Inc.  All  rights  reserved.  Vanguard  Marketing  Corporation,  Distributor. 
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Borrowing 
Options 

Need  financing  to  help 
you  buy  that 
retirement  dream 
house?  Here's  what 
you  might  pay  in 
interest. 


MORTGAGE/LOAN 

5-year  adjustable  rate** 

RATE* 

5.77% 

15-year  fixed  rate 

5.80 

5-year  jumbo  adjustable  rate  ($435,000+)** 

5.89 

30-year  fixed  rate 

6.12 

30-year  jumbo  fixed  rate  ($435,000+) 

6.35 

Home-equity  line  of  credit  (up  to  $50,000) 

7.14 

Home-equity  loan  ($50,000) 

7.99 

*Apr  17     "Interest  rate  resets  annually 


Data:  Bankrate  com 


he  dedicate  his  $2,200  monthly  Social 
Security  payment  toward  the  purchase  of 
the  $850,000  retirement  home  he's 
building.  The  client  will  take  out  a  mort- 
gage with  monthly  payments  roughly 
equal  to  the  Social  Security  check.  That 
will  get  him  a  $362,000  mortgage  at  the 
current  rate  of  6.12%,  and  he  will  use 
proceeds  from  the  sale  of  his  current 
home  to  make  up  the  difference.  The  ra- 
tionale for  this  ploy:  Social  Security  is  a 
reliable  stream  of  income  that  you  know 
you'll  get— and  you  know  when  you'll  get 
it.  You  can  do  the  same  with  any  regular 
pension  or  annuity  payment. 

REVERSE  MORTGAGE  If  you  or  your  spouse  is 
62  or  older,  and  you  own  your  home  out- 
right or  have  substantial  equity,  you  may 
qualify  for  a  reverse  mortgage,  which  al- 
lows you  to  convert  your  home  equity 
into  a  lump  sum  or  an  income  stream. 
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Most  people  get  a  reverse  mortgage  to 
enable  them  to  continue  living  in  the 
same  home.  But  real  estate  agents  like 
Joanna  Phillips  in  Santa  Cruz,  Calif.,  say 
you  can  get  a  reverse  mortgage,  take  a 
lump  sum  to  buy  a  rental  property,  and 
later,  convert  the  rental  property  into  a  re- 
tirement home.  The  reverse  mortgage 
carries  closing  costs,  and  you  will  have  to 
pay  the  mortgage  in  full  when  you  leave 
that  residence,  so  be  sure  to  crunch  all  the 
numbers  before  taking  this  route. 

RETIREMENT  ACCOUNTS  It's  generally  a  bad 
idea  to  siphon  money  from  a  401(k)  or  a 
traditional  IRA  because  you'll  owe  regular 
income  tax  on  the  withdrawal  and  you'll 
lose  the  future  value  of  the  growth  in  your 
savings.  If  you're  not  yet  59/2,  you'll  owe 
an  additional  10%  early  withdrawal 
penalty.  High-bracket  taxpayers  could 
find  this  hit  especially  painful.  (There  is 


I 


no  tax  or  penally  on  money  withdra 
from  a  Roth  IRA,  unless  it  has  been  in 
account  less  than  five  years.) 

But  there  are  better  ways  to  get 
cess  to  these  funds.  One  is  to  use  the 
ternal  Revenue  Service's  "72(t)"  pn 
sion,  which  allows  for  penalty-f 
early  withdrawals  of  "substanti: 
equal  periodic  payments"  that  spr 
your  401(k)  savings  over  your  life 
pectancy.  Be  aware  that  doing  1 
commits  you  to  taking  the  payme 
over  a  five-year  period,  or  until  you  t 
59/2— whichever  is  longer.  Failure  tc 
so  triggers  a  penalty. 

Another  way  to  tap  this  source 
401(k)  loan.  Kathleen  Ahern,  a  51 
old  title  insurance  executive  in  Simi 
ley,  Calif.,  borrowed  $50,000  at  6% 
her  401(k)  to  cover  most  of  the  down] 
ment  on  a  retirement  home  in  Califon 
Lake  Arrowhead.  The  majority  of,  but 
all,  401(k)  plans  allow  loans.  But  the 
will  be  limited  to  50%  of  your  ve 
funds,  up  to  $50,000. 

LIFE  INSURANCE  Do  you  have  an  unne 
sary  life  insurance  policy  hanji 
around?  Financial  adviser  Mi 
Shenkman  of  Teaneck,  N.J.,  has  a  c< 
who  sold  his  business  and  no  longeri 
to  worry  about  replacing  his  earn 
when  he  dies.  Shenkman  advised! 
client  to  cash  in  a  whole  life  policy  he  J 
purchased  many  years  ago  and  usef 
proceeds  for  a  Florida  condo  he  ano 
wife  wanted  to  buy. 


PROPERTY  EXCHANGE  If  you  own  an 

ment  property,  you  might  use  a  "  103 
change"  to  trade  it  for  a  similar  pro] 
that  will  become  your  future  retire): 
home.  The  advantage  of  an  exchange, 
defer  capital-gains  taxes  on  the  im 
ment  property  you  give  up.  But  you  1 
follow  the  IRS's  strict  rules  and  esta< 
that  your  original  intention  was  to  UJij 
new  property  for  investment,  not  as 
residence.  That's  why  having  a  t( 
with  a  lease  is  a  good  idea. 

Financial   planner   Shenkman 
there   is   no  "bright-line"  IRS  nil 
how  long  you  have  to  keep  the  pro 
as  an  investment  before  you  can  m( 
yourself.  Once  you've  lived  in  the 
erty  acquired  this  way,  selling  it  cot 
costly,  warns  Mark  Steber,  a  vice-] 
dent  at  Jackson  Hewitt  Tax  Servi ! 
Sarasota,  Fla.  The  IRS,  for  inst 
could  "recapture"  deductions  you 
for  depreciation  while  the  home  w 
investment  property.  In  short,  doi 
this   strategy  without  the   help 
knowledgeable  tax  adviser.  ■ 


Get  an  expert 
to  talk  with  you 

(Not  at  you.) 


; 


wab  Private  Client. T 

>u're  used  to  any  other  kind  of  investment  relationship,  your  first  meeting  with  a  Schwab  Financial  Consultant 
ht  come  as  a  surprise.  As  a  Schwab  Private  Client,  you'll  be  assigned  your  own  single-point-of -contact 
istnient  expert — the  kind  who  listens  to  your  ideas  instead  of  politely  ignoring  them.  You'll  also  have  a 
n  of  professionals  who  you  can  call  on  whenever  for  advice,  help  or  recommendations.  Together,  you  and 
r  consultant  wilt  develop  an  investment  strategy  based  on  you  and  your  goals.  And  annually  you'll  receive 
ailed  portfolio  reviews  and  comprehensive  face-to-face  consultations — without  ever  having  to  beg. 
.  there's  a  first  time  for  everything.  Let  your  first  time  be  soon. 


-.  to  a  Schwab  Financial  Consultant  today. 
4SCHWA8/SCHWAB.COM 


TALK 

CHUCK 


SCHWAB 

|s  a  brokerage  service.  Schwab  Private  Client  provides  you  with  a  different  way  to  pay  for  Schwab's  broker-dealer  services,  and 
fment  advice  offered  within  it  is  solely  incidental  to  those  services.  The  Securities  and  Exchange  Commission  requires  all  broker- 
rs  who  give  brokerage  advice  for  a  fee  to  make  the  following  disclosure:  "Accounts  enrolled  in  this  service  are  brokerage  accounts 
ot  advisory  accounts.  Our  interests  may  not  always  be  the  same  as  yours.  Please  ask  us  questions  to  make  sure  you  understand 
rights  and  our  obligations  to  you,  including  the  extent  of  our  obligations  to  disclose  conflicts  of  interest  and  to  act  in  your  best 
ist.  We  are  paid  both  by  you  and,  sometimes,  by  people  who  compensate  us  based  on  what  you  buy.  Therefore,  our  profits,  and 
alespersons'  compensation,  may  vary  by  product  and  over  time'.'  Please  call  us  at  1-888-878-3892  if  you  have  questions  about 
fferences  between  a  brokerage  service  and  an  advisory  service. 

•  Charles  Schwab  <&  Co.,  Inc.  All  rights  reserved.  Member  SIPC.  (0306-5963)  ADP34278FUL-02 
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Inside  Wall  Street 


BY  GENE  G.  MARCIAL 

THE  WIRELESS  BOOM  IS  FLOODING  SPRINT  NEXTEL  WITH  CASH. 
NEUSTAR  FINDS  A  NICHE  KEEPING  PHONE  NETWORKS  UNTANGLE 
BUSINESS  IS  BARRELING  AHEAD  AT  CANADIAN  PACIFIC  RAILWAY. 


GATHERING 
SPEED 


STOCK  PRICE  (DOLLARS) 


SPRINT  NEXTEL 


OCT.  17,  '05         APR.  19,  '06 
Data:  Bloomberg  Financial  Markets 


Sprint  Has  Room  to  Run 

THE  SPRINT-NEXTEL  MERGER  in  August  sparked 
investor  skepticism  at  first,  but  lately  the  Street  has 
turned  upbeat.  Shares  of  the  combined  company  have 
jumped  from  22  in  mid-February  to  26.65  on  Apr.  19.  The 
bulls  say  the  runup  at  Sprint  Nextel  (S) 
is  just  getting  started.  Judged  on  the 
basis  of  its  price-to-cash-flow,  price- 
earnings,  and  debt-to-equity  ratios, 
"Sprint  is  by  far  the  cheapest  U.S. 
telecom  stock,"  says  Ivan  Krsticevic, 
senior  portfolio  manager  at  Elliott 
Management,  which  owns  shares. 
Sprint,  a  leading  provider  of  wireless 
and  wireline  services,  is  "a  large-cap 
opportunity  that  we  expect  to  produce 
an  annual  return  of  27%  for  the  next 
three  years,"  says  Krsticevic.  He  sees 
the  stock  at  43  by  then.  One  factor  that  may  boost  Sprint  is  a 
possible  stock  buyback.  The  merged  company  has  strong  cash 
flow  and  little  debt,  and  with  Sprint' s  planned  spin-off  this 
year  of  its  wireline  services,  estimated  at  $18  billion,  "it  could 
buy  back  nearly  40%  of  its  stock  at  current  prices,"  he  says. 
Thomas  Lee  of  J.P.  Morgan  Securities,  who  rates  the  stock 
"overweight,"  says  Sprint  could  repurchase  $14  billion  worth 
between  now  and  2007  and  still  remain  underleveraged.  Lee 
forecasts  that  earnings  before  interest,  taxes,  depreciation, 
and  amortization  (EBITDA)  will  rise  from  $13  billion  in  2006 
to  $16.6  billion  in  2007.  He  sees  the  stock  at  38  by  yearend, 
based  on  a  sum-of-the-parts  analysis,  after  the  spin-off.  Lee 
figures  Sprint  will  earn  $1.58  a  share  this  year  and  $2.14  next, 
vs.  2005's  $1.47.  A  briefing  in  early  April  by  Chief  Operating 
Officer  Len  Lauer  reinforced  Lee's  belief  that  the  outlook  for 
2006  and  2007  is  favorable. 

NeuStar  Has 
Everybody's  Number 

NEUSTAR  IS  AN  OBSCURE,  Big  Board-listed  outfit  that 
operates  like  a  monopoly  in  the  phone  industry.  With  a 
vast  database  of  phone  numbers,  NeuStar  serves  as  an 
independent  clearinghouse  for  North  American  Portability 
Management,  a  consortium  of  carriers:  It  routes  calls  between 
phone  companies  and  transfers  the  numbers  of  users  who 
want  to  switch  carriers  (all  part  of  "portability").  NeuStar 
gets  a  fee  of  $1.05  per  transaction.  It  also  services  the  Internet 


Corp.  for  Assigned  Names  &  Numbers, 

which  allocates  Internet  addresses,  by 

helping  manage  its  server  systems  that 

provide  directory  control  over  the  Net 

worldwide.  Shares  of  NeuStar  are  on 

the  rise— from  27  in  January  to  32.85 

now.  John  Bright  of  Avondale  Partners 

sees  the  stock  at  40  in  a  year,  based  on 

its  fast  earnings  growth.  NeuStar  is 

profiting  from  the  rapid  technology 

changes  in  carrier  networks  that 

require  updates  in  its  database,  says 

ErikZamkoff  of  investment  firm  Morgan  Joseph.  He  sees 

NeuStar  earning  95<t  a  share  in  2006  and  $1.15  in  2007  vs 

2005's  71<t.  He  rates  the  stock  a  "buy." 


OCT.  17,  '05         APR.  1! 
Data:  Bloomberg  Financial  M 
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IS  IT  TOO  LATE  TO  HOP  ON  fast-moving  rail  stocks?  "  I 
from  it,"  asserts  John  Maloney,  president  of  M&R  Cap:« 
Management.  A  strong  performer  last  year,  the  indust  j 
will  continue  to  benefit  from  robust  demand  for  railroads  J 
because  they  are  more  cost-effective  and  efficient  than  tnj| 
says  Maloney.  At  the  top  of  his  list: 
Canadian  Pacific  Railway  (CP),  a 
transcontinental  carrier  whose  14,000- 
mile  network  serves  Canada  and  the 
U.S.  Northeast  and  Midwest.  Its  stock 
has  been  on  a  roll,  speeding  from  39  in 
October  to  55.78  on  Apr.  19.  Maloney 
started  buying  at  50  and  expects  CP  to 
hit  65  in  a  year.  If  s  cheaper  than  its 
rivals,  "with  very  strong  earnings 
momentum,"  he  notes.  He  projects 
earnings  of  $3.20  a  share  in  2006, 
$3.70  in  2007,  and  $4.10  in  2008,  vs. 
$2.81  in  2005.  One  big  area  of  growth  is  Asia,  with  its  su 
in  imports  and  exports,  he  notes.  Analyst  Robert  Fay  of 
Canaccord  Capital  expects  CP  to  post  strong  results  in  its 
quarter,  driven  by  higher  rates  on  contract  renewals  and 
fuel  surcharge  program.  He  rates  CP  a  "buy."  ■ 


BusinessWeek  online 


Gene  Marcial's  Inside  Wall  Street  is  poste  I 
businessweek.com/investor  at  5  p.m.  EST  on  the  magazine's 
publication  day,  usually  Thursdays. 

Note:  Unless  otherwise  noted,  neither  the  sources  cited  in  Inside  Wall  Street  nor  I 
firms  hold  positions  in  the  stocks  under  discussion.  Similarly,  they  have  no  inves 
banking  or  other  financial  relationships  with  them. 
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SINGAPORE 

LAND  OF  OPPORTUNITIES  FOR  GLO 


Singapore  has  been  consistently  ranked  as  one  < 
most  competitive  and  vibrant  economies.  It  is  a  glc 
-  a  marketplace  where  innovation,  business  and  capital  < 
and  transact.  It  has  all  the  right  ingredients  for  bu? 
whether  big  or  small,  established  or  new,  to  flourish.  From  i 
extensive  reach  of  the  world  to  its  industry  mix,  pro-busines 
mindset  and  sterling  reputation  for  quality,  reliability  and 
efficiency,  more  than  2,000  U.S.  enterprises  in  Singapore  today 
know  they  have  a  competitive  edge. 

Diverse  ASEAN  as  One  Economic  Area 

With  500  million  people,  ASEAN  is  a  market  that  cannot 
be  ignored.  It  is  a  diverse  economic  area,  and  businesses 
can  array  production  and  distribution  networks  to  maximize 
local  advantages  and  enhance  their  global  competitiveness. 
With  the  ASEAN  Free  Trade  Area  (AFTA),  companies  can 
benefit  from  the  lowered  tariffs  of  goods  entering  the 
ASEAN-6  nations. 

Building  Bridges  to  Increase 
Market  Accessibility 

Bilateral  and  multilateral  Free  Trade  Agreements  (FTAs)  are 
integral  to  Singapore's  efforts  to  build  new  bridges  to  key 
economies  covering  60  per  cent  of  the  world's  GDP.  The 
U.S. -Singapore  Free  Trade  Agreement,  the  only  bilateral 
agreement  between  the  U.S.  and  an  Asian  country,  means 
U.S.  companies  enjoy  broad  benefits  ranging  from  trade 
and  tax  to  e-commerce  and  intellectual  property  privileges. 

Global  Leader  in  Manufacturing 

Since  the  1960s,  Singapore's  GDP  has  grown  by  some  80 
times,  supported  largely  by  a  vibrant  manufacturing  sector.  In 
2005,  manufacturing  continues  to  be  a  major  pillar  of  the 
economy,  contributing  about  28  per  cent  of  GDP.  Today, 
Singapore  is  a  trusted  hub  for  manufacturing  and  is  committed 
to  a  sustainable,  world-class  manufacturing  sector  fueled  by 
R&D  and  driven  by  innovation.  Already,  Singapore  has  leadership 
positions  in  many  manufacturing  areas. 

With  its  winning  combination  of  technology,  efficiency  and 
reliability,  companies  have  been  using  Singapore  to  fulfill  their 
full  manufacturing  value  chain.  Many  companies,  such  as 
Motorola  and  Hewlett-Packard  (HP),  recognize  that  it  is  a  cost- 
competitive  location  for  manufacturing,  and  have  been 
expanding  their  operations  here.  Motorola  currently 
manufactures  60  per  cent  of  its  global  3G  phones  in  Singapore, 
while  HP  makes  its  top-of-the-line  servers  in  Singapore. 


imitted  to  Help  Yo 

apore's  pro-business  and  pro> 

i  you  develop  new  technologies  and  project  market  trends. 
i  a  range  of  initiatives  to  protect  your  IP  rights  including 
I  and  policy  issues,  enforcement  and  IP  education.  Singapore 
has  a  vibrant  venture  capital  industry  with  cumulative 
funds  of  US$10.8  billion  managed  out  of  Singapore  by  about 
165  venture  capital  and  private  equity  firms.  There  are  more 
than  100  incubators  and  business  accelerators  for  startups,  and 
a  third  are  from  overseas. 

U.S.  companies  look  to  Asia  for  many  reasons  -  outsourcing, 
manufacturing,  investments,  as  well  as  consumer  markets  for 
their  own  products  and  services.  Navigating  the  diverse  markets 
of  Asia  requires  a  partner  that  speaks  the  same  language,  both 
literally  and  figuratively. 

When  you  invest  in  Singapore,  you  are  joining  more  than 
7,000  MNCs  to  leverage  on  Singapore's  unique  competencies 
of  connectivity,  openness,  reliability  and  enterprise,  an  exclusive 
bundle  of  competitive  strengths,  which  places  Singapore  as  the 
business  location  of  choice  for  companies  around  the  world. 


Over  the  past  four  decades,  the  Singapore  Economic  Development  Board 
(EDB)  has  played  a  lead  role  in  spearheading  Singapore's  economic 
development.  With  offices  located  in  key  markets  around  the  world, 
EDB  continues  to  attract  and  facilitate  foreign  investments.  Its  overseas 
offices  work  closely  with  companies  to  establish  value-creating 
propositions  so  that  together,  they  can  grow  Singapore's  vibrant 
manufacturing  and  services  sectors. 

Visit  www.sedb.com/edb/bw  or  contact  any  of  our  U.S.  offices  to  find  out 
why  choosing  Singapore  for  your  business  makes  sense. 

Singapore 

250  North  Bridge  Road,  #28-00  Raffles  City  Tower,  Singapore  1791 01 
Tel:  C6S;  6832-6832  •  Fax:  (65)  6832-6565  •  E-mail:  dientservices@edb.gov.sg 

edbbt@edb.gov.sg 

edbch@edb.gov.sg 

edbdfw@edb.gov.sg 

edbla@edb.  gov.sg 

edbny@edb.gov.sg 

edbsf@edb gov.sg 

edbwd@edb.gov.sg 
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STOCKS 


S&P500 

APR.     OCT.     APR.  APR.  13-19 

1340  ,  , , 1335 


COMMENTARY 

Stocks  soared  on  Apr.  18  after  the 
release  of  the  minutes  of  the 
Federal  Reserve's  March  policy 
meeting,  which  revealed  that 
interest  rate  hikes  might  soon  be 
over.  After  the  closing  bell,  solid 
earnings  results  from  Amgen  and 
Texas  Instruments  suggested  a 
strong  quarter.  But  record  oil 
prices  and  fresh  signs  of  inflation 
tempered  traders'  optimism  a 
day  later. 

Data:  Bloomberg  Financial  Markets.  Reuters 


MUTUAL FUNDS 


4-WEEK  TOTAL  RETURN 

WEEK  ENDED  APR.  18 

■  S&P  500  M  U.S.  DIVERSIFIED  S3  ALL  EQUITY 


52-WEEK  TOTAL  RETURN 

WEEK  ENDED  APR.  18 

■  S&P  500  ■  U.S.  DIVERSIFIED  SS  ALL  EQUITY 


%  5  10         15         20 

Data:  Standard  &  Poor's 


U.S.  MARKETS 

APR.  19 

WEEK 

%  CHANGE 

YEAR  TO     LAST  12 

DATE      MONTHS 

S&P  500 

1309.9 
11,278.8 

1.7 

4.9 

13.6 

Dow  Jones  Industrials 

1.3 

5.2 

11.4 

NASDAQ  Composite 

2370.9 

2.4 

7.5 

22.7 

S&P  MidCap  400 

809.3 

3.3 

9.7 

26.6 

S&P  SmallCap  600 

401.5 

3.9 

14.5 

29.0 

DJ  Wilshire  5000 
SECTORS 

13,278.6 

2.0 

6.3 

16.8 

BusinessWeek  50* 

790.5 

1.9 

6.6 

16.4 

BW  Info  Tech  100** 

405.2 

2.2 

6.5 

21.6 

S&P/Citigroup  Growth 

612.6 

1.4 

2.7 

10.0 

S&P/Citigroup  Value 

694.6 

2.0 

7.3 

17.4 

S&P  Energy 

436.8 

5.9 

17.2 

33.5 

S&P  Financials 

444.4 

2.0 

4.2 

18.0 

S&P  REIT 

168.7 
287.3 

2.2 

10.2 

25.4 

S&P  Transportation 

2.0 

15.0 

38.1 

S&P  Utilities 

156.6 

1.6 

-15 

4.6 

GLOBAL  MARKETS           apr.b 

WEEK 

%  CHANG 

YEAR  TO      L 

DATE       N 

S&P  Euro  Plus  (U.S.  Dollar)        1711.4 

3.2 

13.2 

London  (FT-SE 100)                 6089.8 

1.5 

8.4 

Paris  (CAC  40)                         5158.1 

1.4 

9.4 

Frankfurt  (DAX)                       5993.8 

1.6 

10.8 

Tokyo  (NIKKEI  225)                17,350.1 

1.1 

7.7 

Hong  Kong  (Hang  Seng)         16,830.4 

3.2 

13.1 

Toronto  (S&P/TSX  Composite)  12.487.3 

2.6 

10.8 

Mexico  City  (IPC)                   19,933.1 

3.2 

12.0 

FUNDAMENTALS  apr.is 

S&P  500  Dividend  Yield  1.77% 

S&P  500  P/E  Ratio  (Trailing  12  mos.)  18.1 

S&P  500  P/E  Ratio  (Next  12  mos.)*  145 
First  Call  Earnings  Surprise* 


WEEK  AGO      Yl 

2 


7.13% 


GSTI  Internet 
PSE  Technology 


200.4  2.7        -2.4       32.3 

877.6  1.5  4.9       25.5 

•Mar.  19, 1999=1000     "Feb.  7,  2000=1000 


TECHNICAL  INDICATORS 

S&P  500  200-day  average 
Stocks  above  200-day  average 
Options:  Put/call  ratio 


1.79% 
18.2 
14.6 
17.76% 

•FirstC 
APR.  18        WEEK  AGO       F 

1248.6  1246.7  Pc 
68.0%  63.0%  N 
0.82         0.73       Pf 


Insiders:  Vickers  NYSE  Sell/buy  ratio    5.47         5.45      Ne 


BEST-PERFORMING 
GROUPS 

Divsfd.  Metals  &  Mining 

Steel 

Gold  Mining 

Oil  &  Gas  Refining 

Aluminum 


LAST  LAST  12 

MONTH  %  MONTHS  % 

26.6  Steel  110.1 

21.2  Divsfd.  Metals  &  Mining  108.4 

17.2  Oil  &  Gas  Refining  86.4 

16.9  Oil  &  Gas  Equip.  84.9 

16.1  Employment  Services  84.4 


WORST-PERFORMING 
GROUPS 


LAST 

MONTH  % 


Health-Care  Supplies 

-17.7 

Automobiles 

Managed  Health  Care 

-11.1 

Health-Care  Facilities 

IT  Consulting 

-10.2 

Photographic  Products  ; 

Distillers  &  Vintners 

-8.9 

Home  Furnishings 

Photographic  Products 

-7.2 

Food  Wholesalers 

EQUITY  FUND  CATEGORIES 

4-WEEK  TOTAL  RETURN  %       52-WEEK  TOTAL  RETURN 


% 


LEADERS 

Precious  Metals  19.6 

Natural  Resource 
Pacific/Asia  ex-J, 
Diversified  Emeri 

LAGGARDS 

Health 

Real  Estate 

Utilities 

Domestic  Hybrid  1.0 


Natural  Resources 
Pacific/Asia  ex-Japan 

12.7 
8.6 

Latin  America 
Diversified  Emerg.  Mkts. 

90.8 
59.9 

Diversified  Emerg.  Mkts. 

LAGGARDS 

7.5 

Natural  Resources 

LAGGARDS 

55.1 

Health 

-3.6 

Domestic  Hybrid 

11.4 

Real  Estate 

-1.9 

■  Health 

14.6 

Utilities 

0.3 

Utilities 

15.4 

LEADERS 

Precious  Metals  92.9 

Latin  America 
Diversified  Emerg 
Natural  Resource 

LAGGARDS 

Domestic  Hybrid 

Health 

Utilities 

Large-cap  Blend  16.2 


EQUITY  FUNDS 

4-WEEK  TOTAL  RETURN 


%       52-WEEK  TOTAL  RETURN 


LEADERS 

ProFunds  Precs.  Mtls.  Inv.  32.4 
Frontier  MicroCap  26.3 

American  Heritage  Grth.  25.0 
Amer.  Cent.  Global  Gold  Inv.  24.0 

LAGGARDS 

ProFds.  Sh.  Pre.  Mtls.  Inv.  -18.0 
ProFds.  Sh.  Oil  &  Gas  Inv.  -9.3 
Potomac  Sm.  Cap/Sh.  Inv.  -8.7 
ProFds.  USh.  Sm.  Cap  Inv.  -8.5 


LEADERS 

ProFunds  Ultra  Japan  Inv.  142.2 

U.S.  Global  Invrs.  Gold  121.8 

Midas  116.8 

U.S.  Glbl.  Invs.  Pre.  Mnls.  112.9 

LAGGARDS 

Ameritor  Investment  -64.3 
Potomac  Sm.  Cap/Sh.  Inv.  -41.9 
ProFds.  USh.  Sm.  Cap  Inv.  -40.9 
ProFds.  USh.  Mid  Cap  Inv.  -35.3 


INTEREST  RATES 

KEY  RATES 

APR  1? 

WEEK  AGO    vl 

Money  Market  Funds 

4.29% 

4.27%      f 

90-Day  Treasury  Bills 

4.71 

4.70 

2-Year  Treasury  Notes 

4.85 

4.91 

10-Year  Treasury  Notes 

5.02 

4.98 

30-Year  Treasury  Bonds 

5.12 

5.06 

30-Year  Fixed  Mortgage  f                     6.42         6.42 

fBanxQut 

BLOOMBERG  MUNI  YIELD  EQUIVALENTS 

Taxable  equivalent  yields  on  AAA-rated, 
tax-exempt  municipal  bonds,  assuming 
a  30%  federal  tax  rate. 

10-YR.BOND              30-YM 

General  Obligations 

4.11% 

Taxable  Equivalent 

5.87 

Insured  Revenue  Bonds 

4.23 

Taxable  Equivalent 

6.04 

THE  WEEK  AHEAD 


EXISTING  HOME  SALES  Tuesday, 
Apr.  25, 10  a.m.,  EDT  "Home 
sales  are  forecast  to  have  eased  to 
an  annual  rate  of  6.7  million  in 
March.  That's  the  median  forecast 
of  economists  queried  by  Action 
Economics.  Sales  rebounded  to  a 
pace  of  6.91  million  in  February. 
DURABLE  GOODS  ORDERS 
Wednesday,  Apr.  26,  8:30 
a.m.  EDT  "Durable goods 
orders  probably  grew  0.8%  in 
March.  Orders  bounced  back  2.7% 
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in  February  due  in  large  part  to 
demand  for  civilian  aircraft. 
NEW  HOME  SALES  Wednesday, 
Apr.  26, 10  a.m.  EDT  »  March 
new  home  sales  likely  inched  up  to 
an  annual  rate  of  1.1  million  units, 
from  1.08  million  in  February. 
BEIGE  BOOK  Wednesday,  Apr. 
26,  2p.m.  EDT  "The Federal 
Reserve  issues  its  summary  of 
economic  activity  ahead  of  the 
May  10  monetary  policy  meeting. 
Every  economist  polled  by  Action 


Economics  expects  an  interest  rate 
hike  to  5%,  from  4.75%. 
GROSS  DOMESTIC  PRODUCT 

Friday,  Apr.  28,  8:30  a.m. 
EDT  »  First-quarter  real  gross 
domestic  product  probably  grew  at 
an  annualized  rate  of  4.9%,  after  a 
1.7%  increase  in  the  fourth  quarter. 
EMPLOYMENT  COST  INDEX 
Friday,  Apr.  28,  8:30  a.m. 
EDT  »  Compensation  most  likely 
rose  1%  in  the  first  quarter,  after  a 
0.8%  gain  in  the  prior  period. 


ami 


The  BusinessWeek  productioi 
improved  to  271.4  for  the 
ended  Apr.  8  and  stood  13.4% 
year  ago.  Before  calculation 
four-week  moving  average,  th 
climbed  to  272.9. 


BusinessWeek  or 


For  the  BW50,  more  investi 
data,  and  the  components 
of  the  production  index  vis 

www.businessweek.com/magazine, 


If  You  Can  Read  This  Chart, 
You  Will  Have  20/20  Vision 


The  BusinessWeek  Online  Business  Resource  Center, 
powered  byAIIBusiness.com,  brings  focused  solutions 

to  your  growing  business  in  one  convenient  location. 

•  FREE  Business  Tools,  Tips,  Tactics,  Checklists  &  Expert  Advice 

•  FREE  Q&As  with  Experts  in  Every  Major  Field 

•  Business  Forms  and  Agreements  (Instant  Download) 

•  Practical  Business  Guides  (Instant  Download) 

•  FREE  Expert  Business  Blogs 

•  Plus  Business  Directories,  Periodicals,  News  and  more. 

http://allbusiness.businessweek.com 

Users  of  BusinessWeek  Online  can  also  sharpen  your  vision  with  the  free  email  newsletters 
available  at  AIIBusiness.com  covering  advice,  tips  and  tools  to  help  growing  businesses. 
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Globalization  in  a  Can 

THE  BOX  How  the  Shipping  Container  Made  the  World  Smaller  and  the  World  Economy  Bigger 

By  Marc  Levinson;  Princeton  University;  376pp;  $24.95 


Last  year  the  nation's  ports  took  in  a  record  $1.21  trillion 
in  goods  from  countries  outside  North  America.  That  is 
double  the  total  of  just  a  dozen  years  ago  and  80  times 
more  than  the  value  of  all  imports  in  I960.  The  upsurge 
is  due  in  part  to  such  hashed- over  trends  as  the  advance 


of  capitalism  in  the  developing  world 
and  technology  that  makes  global 
communications  a  snap.  But 
international  trade  also  owes  its 
exponential  growth  to  something 
utterly  ordinary  and  overlooked,  says 
author  Marc  Levinson:  the  metal 
shipping  container. 

Levinson's  The  Box:  How  the  Shipping 
Container  Made  the  World  Smaller  and 


the  World  Economy  Bigger  makes  a 
strong  argument.  "The  standard 
container,"  notes  Levinson,  a  former 
editor  at  Newsweek  and  Tfie  Economist, 
"has  all  the  romance  of  a  tin  can,"  but  it 
made  shipping  cheap  and  thus  helped 
engineer  outsourcing.  If  s  why  we  can 
stock  store  shelves  with  stuff  made  an 
ocean  away  only  a  few  weeks  earlier. 
Levinson  also  spins  yarns  of  the  men 


HARDCOVER  BUSINESS  BOOKS 


1THE  WORLD  IS  FLAT  Thomas  L.  Friedman  (Farrar. 
Straus  &  Giroux  •  $27.50)  Globalization  is  great- 
sort  of.  says  a  New  York  Times  columnist. 

2FREAK0N0MICS  Steven  D.  Levitt,  Stephen  J. 
Dubner  (Morrow  •  $25.95)  Crack  gangs.  theKuKlux 
Man.  etc.,  by  a  University  of  Chicago  economist. 

3  BLINK  Malcolm  Gladwell  (Little,  Brown  •  $25.95) 
Snap  judgments  deserve  careful  consideration,  says 
a  writer  for  The  New  Yorker. 

4  RULE  #  1  Phil  Town  (Crown  •  $25)  Invest  as  if  you 
were  buying  the  business. 

5  JIM  CRAMER'S  REAL  MONEY  James  J.  Cramer 
(Simon  &  Schuster  •  $26)  Trading  tips  from  the 
CNBC  commentator. 

6  THE  AUTOMATIC  MILLIONAIRE  HOMEOWNER 
David  Bach  (Broadway  •  $19.95)  Building  your 
fortune  with  real  estate  plays. 

7  THE  LITTLE  BOOK  THAT  BEATS  THE  MARKET 
Joel  Greenblatt  (Wiley  •  $19.95)  The  basics  of  "value 
investing." 


8 


10 


THE  LITTLE  RED  BOOK  OF  SELLING  Jeffrey 
Gitomer  (Bard  Press  •  $19.95)  Why  people  buy. 

THE  NUMBER  Lee  Eisenberg  (Free  Press  •  $26) 
A  meditation  on  retirement  and  second  acts. 

THE  WAL-MART  EFFECT  Charles  Fishman 
(Penguin  Press  •  $25.95)  The  retailer's  focus  on  low 
prices  is  good  for  some,  disastrous  for  others. 


7 
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10 


PAPERBACK  BUSINESS  BOOKS 


COLLAPSE  Jared  Diamond  (Penguin  •  $17) 
.  From  Easter  Island  to  Central  America,  why 
civilizations  fall  apart. 

GOOD  TO  GREAT  AND  THE  SOCIAL  SECTORS 

i  Jim  Collins  (Collins*  $11.95)  How  noncorporate 
organizations  can  excel. 

GETTING  THINGS  DONE  David  Allen  (Penguin  • 
$15)  Organizing  your  office  and  learning  to  manage 
your  time. 

THE  AUTOMATIC  MILLIONAIRE  David  Bach 
■  (Broadway  •  $12.95)  How  to  put  your  investment 
program  on  autopilot. 

J.K.  LASSER'S  YOUR  INCOME  TAX  2006  The 

1  J.K.  Lasser  Institute  (Wiley  •  $16.95)  Times  up! 

WHAT  COLOR  IS  YOUR  PARACHUTE?  Richard 
1  Nelson  Bodes  (Ten  Speed  Press  •  $17.95)  The  2006 
edition  of  the  enduring  job-search  bible. 

FIND  IT,  FIX  IT,  FLIP  IT!  Michael  Corbett  (Penguin 
•  $15)  Profiting  from  real  estate. 

CRUCIAL  CONVERSATIONS  Kerry  Patterson, 
Joseph  Grenny,  Ron  McMillan,  Al  Switzler  (McGraw- 
Hill  •  $16.95)  Talk  that  counts. 

THE  ERNST  &  YOUNG  TAX  GUIDE  2006  Ernst  & 
Young,  LLP  (CDS  Books  •  $16.95)  Pencils  down! 

INVESTING  FOR  DUMMIES  Eric  Tyson,  MBA 
(Wiley  •  $21.99)  The  fundamentals  of  real  estate, 
the  stock  market,  small  business,  and  so  forth. 


BusinessWeek's  Best-Seller  List  is  based  on  a  survey  of  chain  and  independent  booksellers  that  carry  a 
broad  selection  of  books  on  economics,  management,  sales  and  marketing,  small  business,  investing, 
personal  finance,  and  careers.  Weil  over  1,000  retail  outlets  nationwide  are  represented.  Current  rankings 
are  based  on  a  weighted  analysis  of  unit  sales  in  March. 
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who  fought  to  retain  the  old  On  the 
Waterfront  ways  and  of  those  who  mat 
the  box  ubiquitous.  Of  particular  note 
his  chronicle  of  Malcom  P.  McLean,  a 
North  Carolina  truck  driver  who  built 
freight  empire  and  then,  50  years  ago. 
gambled  everything  to  create  the  first 
company  with  containerized  ships. 

Oddly,  though,  The  Box  at  times 
seems  disconnected  from  this  new 
world.  Tables  about  shipping  costs  in 
the  1950s?  They're  here.  But  discussic 
of  immigrant-  or  weapons-smuggling 
past  port  security  in  uninspected 
containers?  Levinson  allots  such  topin 
only  a  few  sentences  in  the  book's  fin;i 
pages.  Moreover,  the  gaping  U.S.  trad 
deficit— perhaps  the  container's  mostflh 
troubling  legacy— is  entirely  ignored.; 
you're  looking  for  a  back  story  on  the  i 
development  of  the  global  economy,  i  PI 
however,  this  is  the  book.  :. 

If  s  hard  to  imagine  how  merchant!*  it 
moved  across  the  seas  before  it  earner  fli 
packed  in  neat  stacks  of  boxes.  To  rec 
that  time,  Levinson  details  one  1954 
transatlantic  journey  by  the  U.S.  u 

merchant  freighter  The  Warrior.  It  tq  |f 
a  gang  of  richly  paid  longshoremen ; 
days  to  tote  194,582  items— steel  drviA|j 
of  oil,  loose  lumber,  220-pound  bags-.  p; 
sugar— from  portside  warehouses  ar 
then  wedge  these  goods  into  the  ves; 
At  the  other  end,  a  second  gang  of 
laborers  needed  four  round-the-cloc 
days  to  extract  these  wares.  Tack  on 
Warrior's  10-day  ocean  crossing  and 
time  spent  moving  the  stuff  to  and  f 
the  ports,  and  some  of  this  material 
spent  months  in  transit.  Little  wond. 
that  the  volume  of  seaborne  shippin 
actually  declined  in  the  early  1950s. 

Enter  McLean.  By  1954  he  owned 
nation's  third  most  profitable  truckir 
company,  giving  him  plenty  of  exper 
with  transporting  goods  in  big  boxes 
Already,  railroads  were  shuttling  tru< 
trailers  on  some  lines,  and  some  shij 
were  carrying  small  containers.  Mel 
daringly  proposed  going  further:  \oi 
wheelless  trailers  onto  a  retrofitted  s  M 
Newark,  N.J.,  and  steaming  to  Hous  I  1.' 
where  the  trailers  would  be  hoisted  <  fftli 


■-- 
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lg  trucks  and  driven 

n  Apr.  26, 1956,  his 

deal-X  was  packed 

58  containers  in  just 

hours.  It  set  sail  the 

day.  Loading  the  cargo 

d  way  would  have 

j  a  ton.  McLean's  te: 

ated  that  their  new 

3d  cut  that  by  over 

to  15.8<f  a  ton. 

en  so,  containerized  shipping 

t  take  over  quickly.  Back  in  the  '50s 

nvernment  regulated  the  shipping, 

nd  trucking  industries  and  had 

interest  in  upsetting  the  status  quo. 

er  did  labor  unions  or  port  cities, 


IffIB 

BOX 


More  L»vinson 


which  rightfully  feared 
McLean's  system  would 
eliminate  jobs.  But  after 
winning  big  job  buyouts  from 
shippers,  longshoremen 
eventually  agreed  to  handle 
containers.  Meantime,  led  by 
Elizabeth,  N.J.,  which  became 
__  the  base  for  McLean's  Sea- 

Land  Services,  ports  began 
installing  the  docks,  cranes,  and  parking 
lots  to  accommodate  containers. 

What  really  converted  the  transport 
sector  was  the  Vietnam  War.  Supply 
ships  carrying  clothing,  food,  and  other 
supplies  for  the  troops  had  to  be 
offloaded  by  hand  in  Saigon  until 


McLean  built  a  brand-new  container 
port  in  Cam  Ranh  Bay  in  1967.  His  first 
ship  delivered  609  35-foot-long  boxes, 
as  much  material  as  10  ordinary,  so- 
called  breakbulk  ships  could  carry. 
McLean  didn't  stop  there.  While  Sea- 
Land  Services  was  making  money 
taking  supplies  to  Vietnam,  its 
containers  were  coming  back  empty.  His 
next  brainstorm:  stopping  in  Japan  to 
load  up  with  goods  for  the  return 
voyage.  There  was  then  no  commercial 
container  service  between  Japan  and  the 
U.S.  A  year  later,  seven  companies  were 
in  the  business.  You  probably  can  work 
out  the  rest  of  the  story  from  there.  ■ 

-By  Michael  Arndt 
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IdeasFaceTime 

WITH  MARIA  BARTIROMO 


From  Russia,  a  Cautionary  Tal< 


BILL  BROWDER  has  had  a  hot  hand  in  a  hot 
market:  Russia.  His  emerging-market  fund, 
Hermitage  Capital  Management,  with  some 
$4.1  billion  under  management,  is  the  single 
largest  foreign  investor  in  Russia.  But  doing 
business  there  can  be  fraught  with  risk,  and 
at  times  Browder  feels  as  though  he  just  woke 
up  in  a  Russian  novel.  Last  November,  Brow- 
der was  suddenly  denied  entry  when  he  land- 
ed in  Moscow.  He  has  been  trying  to  return  to 
Russia  ever  since. 

What  happened  on  Nov.  13? 

For  the  last  decade  I  have 
kept  homes  in  London  and 
Moscow,  and  every  other 
weekend  I  have  traveled  back 
to  London— 25  trips  a  year.  I 
took  an  Aeroffot  afternoon 
flight  [from  London  to 
Moscow].  With  all  of  the  in- 
tense traveling,  I  decided  to 
pay  for  a  service  where  you  go 
to  a  VIP  lounge,  present  your 
passport,  and  get  a  cup  of  cof- 
fee instead  of  standing  in  line. 
So  I  go  to  the  VIP  lounge,  and 
45  minutes  later  my  passport 
still  hasn't  been  stamped.  I 
sent  my  driver  [to  see  what  was  afoot].  Then  I  notice  there  is  some 
unpleasant  tension  between  my  driver  and  the  immigration  per- 
son. I  go  up  to  the  immigration  desk,  and  they  tell  me  that  my  visa 
is  not  going  to  be  accepted  and  that  I  have  to  return  to  London. 

Do  you  think  the  government  is  blocking  your  return? 

No,  I  don  t  think  it's  a  policy  decision.  I  believe  a  corporation 
unhappy  with  our  activities  [is  behind  all  this].  The  govern- 
ment should  be  happy  because  my  fund  is  so  successful.  If  you 
invested  $1,000  in  1996 ...  it  would  be  worth  $23,000  today. 

Tell  me  about  your  biggest  investment,  Gazprom. 

I  started  investing  in  a  significant  way  in  1999.  At  the  time,  the  gov- 
ernment owned  38%;  today  it's  51%.  The  management  didn't  own 
anything,  but  they  were  busy  transferring  assets  to  their  own  ac- 
count. Back  then,  Gazprom  was  trading  at  a  99.7%  discount  per 
barrel  of  proven  reserves  to  ExxonMobil.  The  market  knew  some- 
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thing  bad  was  going  on  and  assumed  everything  was  going  t< 
stolen.  [Our]  forensic  analysis . . .  discovered  only  9.65%  of  th 
sets  had  been  stolen.  The  market  was  overreacting.  We  bought 
of  stock  and  then  [figured  out]  how  they  were  stealing.  I  now 
hundreds  of  millions  of  dollars  invested ...  so  each  year  we  cor: 
a  dossier  that  [lays  out]  things  the  company  should  be  doing 
ferendy.  This  helps  the  stock  price  because . . .  many  thing: 
identify  stop  happening.  But  it  isn't  good  for  the  people  who 
efit  from  the  things  we  identify. 

How  big  is  Gazprom,  and  is  the  stealing  still  going  on? 

Put  it  this  way:  9.65%  of  the  assets  of  Gazprom  is  equivakt 
an  oil  company  the  size  of  ExxonMobil.  The  stealing  doesr, 

on  today  because  we 


ACCESS  DENIED 

Browder  (in 
2004) has 
huge  holdings 
in  Russia  but 
can't  get  a  visa 


been  so  active  in  stopping 
stuff.  [Gazprom  spoket 
Sergei  Kupriyanov  say\ 
can't  comment  on  what  t 
pened  before  the  new  ] 
agement  team  came  on  t 
in  2001.] 


Isn't  it  hard  to  do  busines 
a  country  where  you  can' 
sure  what  happens  next? 

Well,  that  is  why  you  ma; 
times  your  money  in  10  j 


Are  you  afraid?  Look  at 

[former  Yukos  CEO  Mikh 
Khodorkovsky.  He  went  t 

I  am  not  an  enemy  of  the  state.  I  am  helping  the  state. 

Tell  me  about  Russia  today. 

Russia,  like  Saudi  Arabia,  is  a  petrol  state.  About  70%  j 
ports  are  oil  and  gas— 66%,  actually.  With  oil  prices  at 
levels,  Russia  is  a  booming  economy.  So  regardless  of  th1 
nonsense,  it's  hard  not  to  be  bullish  about  Russia  right 

Is  the  U.S.  government  aware  of  what  is  happening? 

It  is— at  a  very  high  level  because  a  lot  of  U.S  money  is  inv  | 

Your  situation  is  something  of  a  litmus  test  for  Russia. 

This  is  really  a  test  case  of  whether  narrow  commercial  inl 
can  override  [President  Vladimir]  Putin  and  the  national 
ests.  I  am  a  big  test  case. 


e 


Maria  Bartiromo  is  the  host  of  CNBC  s  Closing  Bell. 


EN  THE  INFORMATION  NEVER  STOPS,  NOTHING  CAN  STOP  YOUR  BUSINESS. 


iness,  keeping  people  and  information  connected  is  critical  to 
lg  customers  satisfied.  And  yet,  at  any  given  moment,  any 
3T  of  events  can  easily  derail  that  connection.  That's  why  you 
company  like  SunGard  on  your  side.  Our  Information  Availability 
ms  provide  redundant  systems  and  networks  at  over  60  secure 
les  worldwide  to  make  sure  your  customers,  employees  and 
srs  stay  connected  24/7.  And  at  the  same  time  keep  your  IT  staff 
plete  control  of  your  data  and  applications.  So  while  you're  busy 
gyour  business,  we're  busy  making  sure  your  business  is  up  and 
g.  No  matter  what. 


For  years,  companies  have  trusted  SunGard  to  restore  their  IT  systems 
when  something  went  wrong.  So  it's  not  surprising  that  today 
companies  are  turning  to  us  to  mitigate  risk  and  make  sure  they 
never  go  down  in  the  first  place.  To  learn  more  about  Information 
Availability  and  how  we  can  save  your  company  on  average  25%*  call 
1-800-468-7483  or  go  to  www.availability.sungard.com/masteria  and 
get  your  free  copy  of  the  book  "Mastering  Information  Availability." 


SUNGARD 

Availability  Services 


Keeping  People 
and  Information 
Connected.™ 

'Potential  sayings  based  on  IDC  White  Paper,  Ensuring  Information  Availability:  Aligning  Customer 
Needs  with  an  Optimal  Investment  Strategy. 


1  IdeasTheWelchWay 

BY  JACK  AND  SUZY  WELCH 


What's  Rightabout  Wal-Mart 


Is  Wal-Mart  a  force  for  good  or  evil  in  the  world? 

-Anonymous,  Exeter,  N.H. 

We  have  heard  this  question  again  and  again  in  recent 
months,  but  it  was  posed  perhaps  most  fervendy  by  the  high 
school  student  above.  He  added:  "You  claim  business  is  good 
for  society— but  Wal-Mart  destroys  it." 

Destroys  it?  No  way. 

Maybe  it's  politically  incorrect  these  days  to  say  this,  but 
Wal-Mart  helps  individuals,  communities,  and  whole 
economies  prosper. 

Without  question,  Wal-Mart  is  huge  and  getting  more  so. 
Its  business  model  is  threatening  to  rivals  and  its  purchasing 
power  frightening  to  suppliers.  But  that  doesn't  make  Wal- 
Mart  bad— just  a  fat  target  for  critics  who,  for  reasons  of  their 
own,  won't  concede  how  Wal-Mart  improves  lives. 

Take  individuals.  Most  obviously,  Wal-Mart' s  prices  have  a 
positive  impact  on  the  quality  of  life  of  millions  of  consumers. 
No  other  retailer  offers  so  many  good  products  for  so  little, 
from  groceries  to  school  supplies  to  medicine.  The  net  effect: 
Wal-Mart  does  more  to  hold  down  household 
expenses  than  any  social  or  government 
program. 

In  addition,  Wal-Mart  provides  its  employees 
with  tremendous  access  to  upward  mobility, 
even  those  with  modest  educational  credentials. 
There  are  stories  galore  of  employees  who 
started  on  the  floor  or  as  cashiers  and  worked 
their  way  up  to  management  positions.  And 
with  Wal-Mart's  international  growth,  you  are 
now  seeing  career  paths  that  can  start  in 
merchandising  in  Texas,  move  to  logistics  in 
Arkansas,  and  end  up  in  divisional  leadership 
positions  in  Europe  and  Asia.  Only  the  military 
rivals  Wal-Mart  when  it  comes  to  providing 
training  and  opportunity  for  individuals  who 
have  no  other  way  to  break  out  of  a  paycheck-to-paycheck 
lifestyle  and  into  a  whole  new  world  of  possibility. 

Wal-Mart's  low  prices  and  large  workforce,  of  course,  have 
a  cumulative  effect  on  the  local  and  national  economies  where 
the  company  operates.  Low  prices  keep  inflation  down,  while 
the  employees'  purchasing  power  keeps  demand  high. 

This  is  evil? 

There  are  critics  who  claim  that  Wal-Mart  destroys 
communities  by  wiping  out  mom-and-pop  stores— the  little 
pharmacies,  hardware,  and  grocery  stores— that  took  much 
better  care  of  customers  and  employees.  These  critics  are 
nostalgic  for  a  time  that  never  was. 

Yes,  Wal-Mart  has  meant  the  end  of  many  local  stores.  And 
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Many  of 
Wal-Mart's 
most  vocal 
critics  are 
nostalgic  for 
a  time  that 
never  was 


yes,  at  some  of  them,  customers  might  have  been  greeted  I 
name  when  they  walked  in  the  door.  But  those  customers 
chose  to  shop  at  Wal-Mart  when  it  came  to  town  because  Id 
prices,  apparendy,  meant  more  to  their  quality  of  life  than 
wave  and  a  smile.  No  conspiracy,  just  the  free  market  at  wc 

AS  FOR  TAKING  BETTER  CARE  of  employees-nonsense.  In 
most  small  towns  the  storeowner  drove  the  best  car,  lived  i 
the  fanciest  house,  and  belonged  to  the  country  club. 
Meanwhile,  employees  weren't  exactly  sharing  the  wealth.] 
They  rarely  had  life  insurance  or  health  benefits  and  certait 
did  not  receive  much  in  the  way  of  training  or  big  salaries.s 
And  few  of  these  storeowners  had  plans  for  growth  or 
expansion:  Their  lives  were  nicely  set.  That  was  good  for 
them  but  a  killer  for  employees  seeking  life-changing  care 

Critics  also  lambaste  Wal-Mart  for  being  brutal  to  its 
suppliers.  Be  it  swing  sets  or  beef  jerky,  you  sell  to  Wal-Mil 
on  its  terms,  or  you  don't  sell  at  all. 

We'd  say  this  is  pretty  true.  Wal-Mart's  huge  market  shn 
gives  it  enormous  leverage.  One  of  us  (Jack)  negotiated  fo< 
decades  with  Wal-Mart  buyers  at  General 
Electric,  and  they  were  never  unethical  or  uni 
Just  tough.  GE  won  plenty  of  rounds  and  lost< 
few.  But  losing  had  its  upside.  It  forced  GE  to 
look  inside  to  see  how  it  could  do  its  job  bettn 
lowering  manufacturing  costs,  for  instance,  t| 
being  more  flexible  in  how  a  product  was 
packaged. 

Ultimately,  prices  stayed  low,  and  the 
customer  won.  And  that  is  what  drives  Wal- 
Mart— keeping  its  customers  satisfied— and 
it  keeps  increasing  sales  and  profits. 

Yes,  there  will  be  "casualties"  of  Wal-Martij 
success:  competitors  that  fold,  jobs  lost.  But  | 
that  way,  Wal-Mart  is  no  different  than  Toyo 
When  Toyota  arrived  in  the  1970s,  it  was  ace 
of  upsetting  the  status  quo.  Decades  later  most  people  acj 
that  Toyota  simply  had  a  better  way  of  doing  business.  Its  J 
value  proposition  to  consumers  was  a  wake-up  call  to  the 
industry,  raising  standards  and  requiring  companies  thai 
lost  their  edge  to  reinvent  themselves  and  start  making  b 
cars  for  a  lot  less.  And  that's  the  Wal-Mart  story.  It's  a  gre 
company  that  helps  consumers  win  and  employees  grow  j 
as  long  as  it  does,  it  will,  too.  ■ 

Jack  and  Suzy  Welch  are  co-authors  of  the  best-selkrWuming 
(HarperCollins  2005).  They  took  forward  to  answering  your 
questions  about  business,  company,  or  career  challenges. 
Please  e-mail  them  at  thewelchway@businessweek.com. 
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I  forever  do. 


KURT  AND   LINDA   RAMBIS  CELEBRATED  THEI 


WITH   A   GIFT  OF   ETERNITY. 


A   DIAMOND   IS   FOREVER 
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Corners  and  trees. 

BOTH  DESERVE  TO  BE  HUGGED. 


LEXUS  HYBRID  DRIVE 

An  electric  motor  and  a  gas  engine 
work  together  swiftly,  seamlessly. 


Introducing  the  GS  450h.  Never  before  have  the  road  and  the  environment  been  so  embraced  by  any 
one  luxury  sedan.  A  bold  statement,  to  be  sure,  but  one  supported  by  bold  specifics.  Like  0-60  in  5.2 
seconds**  Or  consider  this:  339  hpj  achieved  through  the  mutually  beneficial  cooperation  of  a  powerful 
gas  engine  and  a  dynamic  electric  motor.  We  call  it  Lexus  Hybrid  Drive.  The  electric  part  ensures  that 
you'll  experience  smooth,  instantaneous  acceleration.  With  better  mileage  and  lower  emissions- 
beautiful  side  effects  of  this  incredible  new  hybrid  technology.  Learn  more  at  lexus.com/GSHybrid. 


GIVES  MORE  TO  THE  DRIVER.  TAKES  LESS  FROM  THE  WORLD. 
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THE  ALL-NEW  CAMRY  HYBRID. 


FOR  THE  NICHE  MARKET  CALLED  EARTH. 


Planet-pleasin'.  People-pleasin'.  Pocketbook 
pleasin'.  Meet  the  2007  Camry 
Hybrid.  Based  on  the  belief  that 
with  our  natural  resources  being 
limited,  a  car's  use  of  them  should 
be  too.  Engineered  to  sgueeze  up 
to  600  miles  from  a  tank  of  gas'  - 
practically  twice  the  mileage  of 
a  regular  mid-size  sedan  -  while 
cutting  smog-forming  emissions 
to  almost  non-existent  levels. 


It's  a  feat  that  some  claim  is  still  years  away' 

And  without  Toyota's  pioneering! 

Hybrid  Synergy  Drive,®  it  would  be  | 

But   the  technology   is   real,  it's 

here,  and  it's  available  now  on  the' 


Despite  its  unique  technology,        2007  Camry.  And  while  it  took  0U> 
the  Camry  Hybrid  drives  just 

engineers  years  to  develop,  how  if 


works  is  actually  fairly  simple. 

Hybrid  Synergy  Drive'  is  pri> 
marily  comprised  of  an  extremely 
efficient  gasoline-powered  engimi 


like  a  regular  car. 


\ 


md  a  self-charging  electric  motor.  These  two 

>owerplants  work   side-by-side,   linked   by  a 

!lny  yet  powerful  computer  that  con- 

inuously  monitors  road  and  driving 

:onditions.    So    whether    you're 

ipeeding  up,  slowing  down,  waiting 

it  a  stop  light  or  opening  it  up  on 

i  deserted  stretch  of  highway,  the 

fll-new  Camry  Hybrid  always  knows 

/hich  source,  or  combination  of  both, 

Mil  generate  optimum  performance  and  fuel 

conomy.  Which  means  you'll  use  less  gas.  And 

?ss  gas  equals  fewer  smog-forming  emissions  - 

iO%  fewer  to  be  exact2  -  not  to  mention  fewer 

isits   to   the   pump 

(^K)  TOYOTA  I 

ne  best-selling  car  in 


THE  ALL-NEW  2007  CAMRY 


HYBRID 

SYNERGY 

DRIVE 
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Now,  doing  your  part  for  planet  earth  should 

make  you  fee!  pretty  good.  But  the 

Camry  Hybrid's  filled  with  features 

designed  to  help  make  you  feel 

even  better.  Like  a  Ptasmacluster™4 
air  ionizer  that  helps  reduce  airborne 
germs  inside  the  cabin.  Or  an  MP3- 
ready  audio  system  derived  from  the 
latest  in  psychoacoustics.  And  to  help  keep 
your  mind  at  ease,  an  array  of  standard  safety 
features  -  including  seven  interior  atrbags  (even 
one  for  the  driver's  knees).5  For  more  on  the  car 

that's  as  good  for  you 
mOVing  f0rW3rd  k        as  jt  >s  the  environ 


tvisittoyota.com. 


merica3  is  now  the  best  car  for  America. 


The  Camry  Hybrid.  When  a  car  becomes  more. 


Since  1856,  we  have  focused  on  bringing  new  perspectives  to  our  clients.  It's  a  tradition  of  looking 
at  opportunities  from  a  global  platform.  Because  unlocking  your  potential  and  creating  innovative 
solutions  suited  to  your  goals  requires  more  than  a  single  viewpoint.  Which  is  how  we  help  you  to 
get  to  the  right  place  at  the  right  time. 
www.credit-suisse.com 


Thinking  New  Perspectives. 
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Investment  Banking  •  Private  Banking  «  Asset  Management 


Credit  Suisse 
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TAKING  YOU  FORW/ 


AND  THIS 

IS  YOUR 

CURRENT 

SLICE 

OF  THE 

MARKET 


WE  CAN  Eric 

HELP  industry  for  130  years.  Building  partnerships  and  forging  n< 

YOU  TO  more  profitable  channels.  All  the  while,  we've  shared  our  expi 

GET  AN  to  empower  our  partners  and  ensure  future  develoments  or 

EVEN  their  benefit.  Now  we  want  you  to  share  in  the  next  big  clu 

BIGGER  Ocean  racing  with  the  Ericsson  Racing  Tearr 

PIECE  mobile  portal  and  see  how  our  technology  am 
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ERICSSON 
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Every  year, 
;sson  does 
sast  15,000 
ace  to  face 
interviews 
vith  mobile 
Consumers. 


The  Ericsson  Racing  Team  is  one  of  the  seven 
teams  to  take  on  the  great  challenge  of  The  Volvo 
Ocean  Race,  the  incredibly  tough  round  the  world 
sailing  event. 

There  are  many  skills  needed  to  win  the  race, 
and  one  of  these  is  the  ability  to  compete  against 
strong  rivals.  Many  businesses  are  also  used  to 
battling  in  the  face  of  fierce  competition.  To  gain 
an  advantage  in  the  telecom  world,  the  attraction 
and  retention  of  customers  is  key,  and  one  way  to 
achieve  this  is  developing  a  clear  strategy  to  meet 
the  needs  of  mobile  users. 

Mobile  subscribers  are  a  great  target  market  for 
businesses  and  media  owners.  The  target  market  is 
huge,  as  the  number  of  global  mobile  subscribers 
passes  two  billion.  What  is  more,  many  users  keep 
their  handset  always  on  and  always  with  them. 
Research  shows  that  people  now  no  longer  leave 
home  without  first  their  wallet,  second  their  keys, 
third  their  mobile  phone.  The  ubiquity  of  the  hand- 
set allows  mobile  content  to  be  highly  personalized 
and  adapted  to  different  locations  and  times  of  the 
day.  Mobile  content  can  also  be  highly  interactive. 

Demand  for  mobile  content  is  being  proved 
around  the  world.  3,  the  UK's  leading  mobile 
media  company,  in  the  first  year  of  its  music 
service  saw  its  customers  download  15  million 
music  videos  over  its  network.  This  a  network  now 
managed  by  Ericsson. 

However,  developing  a  strategy  for  mobile 
media  and  deploying  content  to  mobile  users  is  far 
from  simple.  There  are  tough  challenges  such  as 
the  limited  screen  size,  the  hundreds  of  different 
mobile  handsets  in  use  and  the  limitations  of 
mobile  networks.  Behind  the  scenes,  issues  such  as 
content  management,  mobile  payment  systems, 
screen  layout  and  security  make  mobile  content 
delivery  even  more  challenging. 

The  Volvo  Ocean  Race  mobile  portal,  hosted 
and  managed  by  Ericsson,  has  been  a  great 
opportunity  to  showcase  the  mobile  media  oppor- 
tunity. Since  the  start  of  the  race,  over  1 .4  million 
Kages  have  been  viewed  by  users  on  their  mobile 
andsets.    Ericsson   has   also   been   able  to  gain 


deeper  insight  into  how  and  when  people  use  their 
mobile  handsets,  finding  that  content  is  often 
viewed  when  people  are  "thinking  about  other 
things"or  "between  places."  These  types  of  insight 
allow  Ericsson  to  help  operators  and  media  owners 
to  develop  their  mobile  content  so  that  it  can  really 
meet  the  requirements  of  users.  Two  key  lessons  are 
that  the  content  must  be  non-challenging  and 
provide  a  quick  and  immediate  experience. 

These  experiences  add  to  the  mountain  of 
insight  already  gained  by  Ericsson.  Every  year,  the 
company  does  at  least  15,000  face  to  face 
interviews  with  mobile  consumers  lasting  at  least 
one  hour  each. 

Ericsson  is  the  global  leader  in  providing 
managed  services  to  mobile  and  fixed  operators. 
Hosting  is  a  simple,  quick  and  cost-efficient  way 
for  operators  to  launch  new  services  and  Ericsson's 
operation  centers  around  the  world  enable  the 
delivery  of  content  with  high  levels  of  quality  and 
reliability. 

Ericsson  understands  that 
for  media  owners  the  mobile 
channel  needs  to  be  comple- 
mentary to  other  channels 
such  as  TV,  Internet,  print 
and  radio.  It  is  the  perfect 
partner  to  develop  a  mobile 
media  plan,  and  to  deliver  it. 

HOW  TO  JOIN 
THE  RACE 


The  nearly  two  billion 
mobile  subscribers 
around  the  world  can 
literally  join  the  race 
whatever  they  are  doing 
and  whenever  they 
choose.  Simply  register 
at  the  Ericsson  Racing 
Team  website  or  just  text 
"Join" to  +46737494949. 


To  follow  the  Ericsson  Racing  Team  go  to 
www.ericssonracingteam.com 
or  text  "Join"  to +46737494949 
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Wharton  scored 
highest,  but  it's  in 
plenty  of  good 
company, 
including  a  few 
formerly  unsung 
colleges 
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THE  QUESTION  BELOW. 


THIS  WEEK'S  QUESTION: 


WHAT  WOULD 
MOST  HELP  YOUR 
COMPANY  SUCCEED? 

A)  Improved  access  to 
current  information 

B)  Easier  ways 

to  communicate 
with  colleagues 

C)  More  powerful 
computer  systems 

D)  Larger  staff 
Tell  us  your  answer  at: 

businessweek.com/ 
go/successpoll 
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School  hit 
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Follow  the  Best  B-Schools 

The  rebounding  economy  has  prompted  a  transformation  in 
higher  education:  The  undergraduate  business  degree  has  gained 
respectability— and  more  students  are  signing  up.  To  help 
understand  this  shifting  landscape,  BusinessWeek.com  is  addiri 
a  new  undergraduate  B-school  area  online  to  help  you  every  sM 
of  the  way,  from  when  you  apply  to  when  you  embark  on  your 
career.  Search  and  compare  more  than  80  undergraduate  B-schi 
profiles  chock-full  of  stats  such  as  SAT  scores  and  the  average 
starting  salary  of  graduates.  Or  find  out  from  top  admissions 
directors  what  makes  an  application  essay  stand  out  and  how  t( 
ace  the  interview.  Or  discover  what  the  top  career  placement 
officals  say  about  undergrad  job  prospects.  For  the  skinny  on  tb 
schools,  College  Prowler  talked  to  students  for  a  report  card  on  I 
aspects  of  the  college  experience,  from  campus  safety  to  nightli 
At  the  undergraduate  forum  you  can  get  advice  or  share  your 
thoughts  with  others  who  are  on  the  same  journey.  If  you're  nol 
sure  what  type  of  career  you  want  to  pursue,  read  stories  from 
recent  alumni  about  a  typical  day  on  the  job.  You'll  find  all  this 
and  more  at  www.businessweek.com/bschools/undergraduate/index.htr 


BusinessWeek  weekend 


Grab  Your  TV  Clicker  This  Weekend  for: 

IA  Road  Trip  to  Undergrad  B-School  Campuses 
Check  your  local  TV  listings  for  program  dates  and  times.  For  video  clips  go  to  www.businessweekweekend.com 
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protection',  jt's  no  wpnder  Sharp  won  BERTL's  Best  Security  Solutions  Suite  for  2005  and 
the  BLI  award  for  "IT Friendliness."  Be  secure.  Be  Sharp.  Visit  sharpusa.com/security 
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Front 


"I  know  my  conduct 
was  wrong.... I  apologize 
for  my  actions." 

-Sanjay  Kumar,  ex-chief  executive  of 

CA  Inc.,  formerly  Computer  Associates 

International,  pleading  guilty  in  court 

to  securities  fraud,  perjury,  and 

obstruction  of  justice  charges 


rED  BY  DEBORAH  STEAD 

FSHORING 

W HEDGE 
INDS.SOME 
VEET  DEALS 

STORS  aren't  the  only 
;  clamoring  for  a  piece  of 
ledge  fund  bonanza.  The 
i  growth  of  the  $1.4 
on  industry  has  offshore 
icial  hubs  from  the 
amas  to  the  Republic  of 
ritius  vying  for  fund 


tiess.  "Governments  are 
ig  out  the  welcome  mat," 
Michael  Serota,  co-leader 
nst  &  Young's  Americas 
l&  Fund  practice, 
edge  funds  move  all  or 
of  their  operations  for  a 
:ty  of  reasons.  Some  set 
ack  offices  overseas  to  cut 
;.  Others  create  satellite 


units  to  find  investments 
abroad.  Then  there  are  U.S. 
hedge  funds,  some  of  which 
are  registering  offshore  to 
avoid  regulation:  As  of  Feb.  1 
they  must  register  with  the 
SEC  and  open  up  to  audits. 

The  offshore  hubs  want  the 
added  high-skilled  jobs,  tax 
revenues,  and  the  cachet  funds 
bring  to  local  financial  markets. 
"It's  all  good  stuff  for  their 
economy,"  says  Serota.  On 

Mar.  1,  Hong  Kong, 
in  a  tight  rivalry 
with  Singapore, 
created  new  tax 
breaks  for  offshored 
hedge  funds.  Malta, 
an  emerging  player, 
has  been  gaining  traction  as  a 
low-cost  locale.  And  the 
Cayman  Islands,  where 
roughly  7,000  hedge  funds  are 
already  registered,  is 
promoting  its  established 
financial  sector.  With  some 
12,000  hedge  funds  globally, 
there's  plenty  to  go  around. 

-Mara  Der  Hovanesian 


THE  BIG  PICTURE 

A  FAMILY  AFFAIR  The  number  of 
black-owned  businesses  in  the 
U.S.  rose  45%  from  1997  to 
2002,  to  1.2  million,  with  $89 
billion  in  revenues.  Most  (92%) 
sole  proprietorships  or  mom-and-pop 
uprises.  Of  these,  the  top  sectors  are: 

th  care  and  social  assistance  $3.4  billion 


spoliation  and  warehousing 

3.3  billion 

ir  services* 

3.1  billion 

essional,  scientific,  and  technical  ** 

2.3  billion 

?SI 


LABOR  MUSCLE 

At  an  April  rally 


IMMIGRATION 


hair  salons,  funeral  homes,  repair  and  maintenance  services 
s  legal,  accounting,  architectural,  and  advertising  businesses 


Data:  U  S  Census  Bureau 


Alien  Nation:  How 
Many  Will  Walk? 

THE  IMMIGRATION  rights  protest  planned  for  Monday,  May  1,  is 
gathering  force— and  some  dissent  within  the  ranks.  The  job 
walkout,  dubbed  The  Great  American  Boycott  2006:  A  Day 
Without  an  Immigrant,  is  meant  to  demonstrate  the     •■ 
protesters'  economic  importance.  Truckers  at  the  Port  of  Los 
Angeles,  85%  of  whom  are  Hispanic  and  known  as  troqueros, 
say  they'll  strike.  And  Cargill.  after  polling  workers,  plans  to 
close  seven  Midwestern  plants  in  support  of  the  boycott. 
"There  is  a  lot  of  passion  and  emotion  behind  this  issue,"  says 
Mark  Klein,  a  spokesman  for  the  Minneapolis-based 
agribusiness  giant. 

Some  pro-immigrant  and  business  groups,  worried  about  a 
backlash  just  as  the  Senate  plans  to  reignite  debate  on  the 
immigration  reform  bill  (page  43),  will  stay  on  the  sidelines.  The 
National  Council  of  La  Raza,  a  Hispanic  advocacy  group,  doesn't 
endorse  the  walkout,  for  instance.  But  "economically,  it's  going 
to  have  an  impact,"  says  John  Gay,  vice-president  of  the  National 
Restaurant  Assn.  and  co-chair  of  the  Essential  Worker  Immigration 
Coalition,  a  pro-immigrant  business  group.  (Neither  group 
endorses  the  protest.)  Gay  says  many  association  members 
worry  that  the  walkout  will  close  even  more  outlets  than  the 
huge  April  rallies  did.  Sign-up  sheets  for  taking  the  day  off  are 
already  maxed  out  at  some  outlets,  he  says,  and  "more  people 
are  saying  they  won't  be  coming  in."  -Brian  Grow 
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REWIND 

THE  DIGITAL 
DOCTOR 
LOGS  OFF 

DAVID  BRAILER  always  said  he 
hated  Washington,  and 
apparently  he  meant  it.  The 
46-year-old  doctor  and 
economist,  who  led  President 


George  W.  Bush's  charge  to 
revolutionize  the  health-care 
industry  by  setting  up  a 
national  medical-records 
network,  resigned  on  Apr.  20 
after  just  two  years  at  Health  & 
Human  Services. 

Brailer  cites  family  reasons. 


(For  two  years,  he  has  been 
commuting  to  work  from  San 
Francisco.)  But  aides  add  that 
the  job  was  changing  in  ways 
he  didn't  like.  His  once-small 
staff,  made  up  of  close 
associates  from  his  private- 
sector  days,  was  becoming 
more  of  a  bureaucracy. 

He  isn't  complaining.  ("I 
got  a  couple  of  trips  on  Air 
Force  One  out  of  it,"  he 
jokes.)  And  he  still 
evangelizes  about  the  ways  in 
which  e-health  records  can 
reduce  medical  errors  that 
kill  patients  or  drive  up 
costs  (BW— Oct.  31,  2005). 
"David  has  been  such  a 
relentless  booster  that  I 
worry  about  the  momentum 
slowing,"  says  Mark  Smith, 
president  of  the  California 
HealthCare  Foundation. 

As  vice-chairman  of  a  key 
HHS  advisory  group,  Brailer 
will  keep  his  hand  in  the 
program.  After  he  leaves  his 
post  in  May,  he  plans  to  look 
for  a  job  in  private  equity. 

-Timothy  J.  Mullaney 


s 


CHARACTER  CHANGE 

BEIJING  recently  approved 
China's  11th  five-year  plan.  But  this  time 
the  familiar  wu  manji  hua  (five-year 
plan)  has  been  officially  replaced  with 
wu  nian  gui  hua  (five-year  framework  or 
blueprint).  Rhetoric  thus  catches  up  with  the 
reality  of  China's  economy,  about  half  of  whicl 
is  private,  many  economists  say,  not  planned 
Today's  five-year  plan  is  "more  a  medium-terr 
economic  forecast,"  says  UBS  chief  economi:i 
Jonathan  Anderson.  The  goals  of  the  wu  nian 
gui  hua?  To  double  2000's  per  capita  gross 
domestic  product  by  2010,  use  energy  more 
efficiently,  and  raise  incomes  in  recently  resthi 
rural  areas,  where  most  of  China's  more  than 
1  billion  people  live.  -Dexter  Roben 


BLOGSPOTTING 

THE  CONTINENTALS 

fistfulofeuros.net 

»WHY  READ  IT  For  a  pan- 
European  take  on  economics 
and  politics  by  15  bloggers 
from  nine  countries. 

»  NOTABLE  POST  "...[T]he 
French  economy  isn't  actually 
in  trouble.  Growth,  although 
not  great,  is  ticking  along, 
inflation  is  controlled, 
unemployment  is  higher  than 
in  the  U.K.  but  lower  than 
Italy  or  Germany. ..[T]here's 
more  youth  unemployment 
than  one  might  like,  but 
almost  all  the  figures  for  this 
are  wildly  misleading.... 
Unemployment  as  a 
percentage  of  the  age  group 
is  rather  lower  than  the 
national  rate  and  not  much 
different  from  that  elsewhere 
in  Europe." 
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INTRODUCING      BUILT     IN      BroadbandConnecl 


the  only  built  in  wireless  connection 
that  works  in  more  places  than  you  do 


Get  a  Dell ™  Latitude  notebook  equipped  with  Cingular's 
supercharged  wireless  network. 


•  Available  on  the  Dell  Latitude  D620  and  D820. 
Nothing  to  install.  Just  activate  and  go. 

•  Runs  on  Cingular's  BroadbandConnect  and  EDGE, 
the  largest  national  high-speed  wireless  data  network. 

•  Broadband  speeds  on  the  3G  global  standard 
everywhere  BroadbandConnect  is  available. 

•  Access  your  business-critical  information 
in  13,000  cities  and  towns  and  in  100  countries 
around  the  world. 


More  secure  than  Wi-Fi  with  a  wider 
coverage  area  -  no  hotspots  required 


EK4.L 


CINGULAR     MAKES     BUSINESS     RUN     BETTER 


Click  www.cingular.com/dell 


X  angular 

raising  the  barr.iill 


Coverage  not  available  in  all  areas.  Cingular  covers  273  million  people.  Wireless  service  not  included  with  notebook.  Other  conditions  and  restrictions  apply. 
The  Dell  logo  is  a  trademark  ot  Dell  Computer  Corporation.  ©2006  Cingular  Wireless.  All  rights  reserved. 


ON  THE  JOB 


1-800 

BOMBAY 

DREAMS 

John  &  Jane  Toil-Free,  a 
documentary  making  the 
rounds  at  film  festivals  this 
spring,  looks  at  the  lives 
behind  the  Indian-accented 
voices  at  the  other  end  of  an 
800  call.  Moviemaker  Ashim 
Ahluwalia,  who  studied  film 
at  Bard  College  in  New  York, 
follows  six  workers  at  a 
fluorescent-lit,  Bombay  call 
center  as  they  sell  Americans 
everything  from  insurance  to 
pancake  molds.  Fascinated 
by  the  culture  clash, 
Ahluwalia  records  the 
workers'  classes  in  American 
life  (where  they  study 
shopping  flyers  and  catalogs), 
their  phone  pitches,  and  their 
lives  at  home. 
Indian  by  day,  American  by 
night  (when  their  shifts  and 
their  Western  aliases  kick  in), 
the  call  agents  range  from  the 
angry  young  man  who  feels 
caged  by  the  14-hour  shifts  to 
the  newly  blond  "Naomi," 
who  embraces  her  American 
identity.  The  Bombay-born 
Ahluwalia  says  he  made  the 
film  to  capture  "this  new 
generation:  Indians  who  live 
in  India  and  abroad 
simultaneously."  The  film  airs 
on  HBO  next  year. 

-Jessi  Hempel 


WIRETAP  WATCH 

BOARDROOMS 
CRAWLING 
WITH  BUGS? 

WHEN  CONGRESS  renewed  the 
USA  Patriot  Act  last  month,  it 
gave  the  Justice  Dept.  new 
tools  to  counter  the  threat  of 
weapons  of  mass  destruction, 
airport  violence,  and... 
monopolies?  Buried  in  the 
law  is  a  provision  allowing 
the  use  of  wiretaps  in 
suspected  antitrust  cases.  The 
measure  is  the  brainchild  of 
Senators  Mike  DeWine  (R- 
Ohio)  and  Herb  Kohl  (D- 
Wis.),  who  say  it's  needed 
because  antitrust  infractions 
are  tougher  to  prove  than 
other  corporate  crimes  but  are 
just  as  harmful  to  consumers. 

Defense  lawyers, 
however,  say  the  measure 
could  lead  to  boardroom 
bugs  and  surveillance  of 
CEO  cell  phones  and  might 
compromise  trade  secrets,  if 


FAMILY  MATTERS 

YOUR  CHILD'S 
BODYGUARD 
IN  THE  SKY 

GLOBAL  POSITIONING  is 

increasingly  being  marketed 
as  a  mobile  parenting  tool. 
Sprint  Nextel,  Disney,  and 
Verizon  all  have  recently 
announced  cell  phones  or 
services  that  use  GPS 
technology  to  allow  parents 
to  keep  track  of  their  kids. 
Now,  a  service  is  targeting 
parents'  fears  about  the 
sexual  predators  they  read 
and  hear  about.  In  March, 
CATS  Communication  launched 
CAT  Trax,  which  uses  GPS  to 
do  more  than  track  kids' 
whereabouts.  It  also  alerts 
parents  when  their  children 
are  near  places  where  known 


prosecutors  mistakenly 
introduce  proprietary 
information  into  the 
public  record.  "A  prosecutor 
doesn't  necessarily  know 
the  business  significance  of 
things,"  says  Mark 
Racanelli,  a  former  federal 
prosecutor  who  is  now  with 
the  New  York  law  office  of 
O'Melveny  &  Myers.  Barry 
Boss,  the  managing  partner 
at  the  Washington  (D.C.) 
office  of  the  law  firm  Cozen 
O'Connor,  echoes  his 
concerns.  "You're  talking 
about  a  giant  step  forward 
in  the  intrusion  on 
traditionally  private, 


sex  offenders  live  or  work.  If 
a  child  spends  a  minute  too 
long  in  the  so-called  zone,  "a 
parent  can  be  alerted  and  get 
to  them  immediately,"  says 
company  founder  Russ 
McCullough. 

CAT  Trax  uses  a  database 


confidential  communi- 
cations," he  says.  "This  is  a 
really  big  deal." 

And  the  issue  may  go 
beyond  antitrust.  A  Justio 
Dept.  bill  floating  around 
Congress  seeks  authority 
use  wiretaps  in  intellectu; 
property  investigations. 

As  in  other  types  of  case 
Justice  will  need  a  judge's 
O.K.  to  eavesdrop,  but  co 
tend  to  be  amenable  to  sui 
requests.  In  2004  state  am 
federal  enforcement  officia 
asked  for  1,710  wiretaps, 
mostly  in  drug  cases.  Judgi 
granted  them  all. 

-Lorraine  Wot 


of  registered  sex  offenders 
compiled  from  public 
information  kept  by  all  bull 
six  states.  The  software  dri 
an  electronic  fence  around 
addresses  of  sex  offenders., 
sending  parents  e-mails  ok 
text  messages  if  their  kids 
enter  those  zones. 

The  service  is  available 
for  an  extra  $19.99  a  mor  I 
on  Motorola  phones  using! 
the  Sprint  Nextel  networl 
McCullough,  who  says 
demand  for  the  service  is  ^ 
picking  up,  says  he  plans 
roll  out  CAT  Trax  on  othe 
mobile  networks  this  yea 

Of  course,  kids  can  alw* 
switch  off  their  mobile 
phones.  And  research  shoi 
that  90%  of  sexual  assault 
against  children  are 
committed  by  family 
members  and  friends,  not 
strangers.  -Jessi  Her. 
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Trades 

Online  Equity  Market 
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The  Most  Free  Independent 
Third-Party  Research 
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Debut  of  the  Undergrade 


Eighteen  years  ago,  BusinessWeek  unveiled  its 
first  ranking  of  MBA  programs,  under  then- 
Management  Editor  John  A.  Byrne.  The  ranking 
struck  a  chord  with  B-schools,  recruiters,  and 


students,  whose  participation  in  the 
biennial  survey— and  avid  use  of  it- 
turned  our  rankings  into  the  most 
prestigious  and  widely  used.  Now  they 
serve  readers  not  only  in  print  but  on  a 
dynamic  channel  at 
BusinessWeek.com,  which 
includes  news, 
information,  rankings 
data,  and  the  Web's 
liveliest  user  forum  on 
business  education. 
Since  the  early  1990s, 
we've  also  ranked 
Executive  Education  and 
Executive  MBA  programs 
as  midcareer  education  has  taken  off. 

With  Executive  Editor  Byrne  once 
again  as  our  guide,  we  continue  in  this 
tradition  with  the  most  comprehensive 
ranking  ever  of  U.S.  undergraduate 
business  programs.  The  timing  couldn't 
be  better:  These  days,  corporate 
recruiters  are  increasingly  offering  jobs  to 
undergrads,  and  many  college  programs 
look  more  like  their  MBA  counterparts. 

It  has  been  a  huge  effort,  to  say  the 
least.  Associate  Editor  Louis  Lavelle  and 
his  team  first  identified  84  colleges  that 
met  stringent  quality  criteria,  then 
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surveyed  nearly  100,000  business 
majors,  asking  them  to  rate  their 
programs  on  everything  from 
curriculum  and  faculty  to  facilities  an 
grading  policies.  To  find  out  how 
students  fared  after 
graduation,  the  team 
surveyed  2,000  recruiter! 
and  studied  starting : 
salaries.  We  also  tapp 
into  our  storehouse  o 
data  to  determine 
which  schools  send  t' 
most  students  to  top  MB  | 
programs.  Of  the  61 
programs  in  the  final  cm 
the  Wharton  School  came  out  on  top, 
Full  rankings  are  available  in  these 
pages  and  at  BusinessWeek  Online 
you'll  also  find  school  profiles,  slide  shi 
Q&As,  and  interactive  tools.  And  our 
nationally  syndicated  TV  show, 
BusinessWeek  Weekend,  goes  on  camp 
talk  with  professors  and  students.  We 
hope  you  find  it  all . . .  educational. 
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PS  recently  expanded  Next  Day  Air   Early  A.M.  service  to  now  serve  nearly 
3,000  ZIP  Codes.  So  when  you  want  it  there  by  breakfast,  visit  ups.com/fast. 
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The  strong,  silent  type 

Concord  Mariner®.  Rugged 

refinement  in  solid  stainless  steel. 

Understated  black  dial.  Swiss  made 

luxury,  well  priced  at  $1,790. 
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ReadersReport 


THE  CASH  HOARDS  AND  STAGNANT 
STOCKS  OF  THE  BLUE  CHIPS 

IN  "BLUE  CHIP  BLUES"  (Cover  Story, 
Apr.  17)  you  note  the  record  $1.5  trillion 
buildup  of  corporate  cash.  Many  execu- 
tives are  dealing  with  the  problem  by  pay- 
ing themselves  ever-increasing  amounts. 
Perhaps  the  "independent"  directors  and 
"independent"  compensation  consult- 
ants should  demand  from  retiring  chief- 
tains lifetime  "noncompete"  agreements 
in  exchange  for  annual  payments  forever. 
Perpetual  noncompetes  could  soak  up  a 
good  bit  of  the  $1.5  trillion  overhang  and 
protect  shareholders  from  these  bigger- 
than-life  characters  coming  back  to  hurt 
the  company. 

-Jerome  Grossman 
Glen  Cove,  NY. 

QUOTING  EARNINGS  growth  from  the 
depressed  period  of  2001  to  the  present 
overemphasizes  the  growth  that  the 
companies  quoted  in  your  article  have 
experienced.  It  is  more  appropriate  to 
take  a  longer  period  or  measure  earnings 
growth  from  peak  to  peak  or  trough  to 
trough,  whereby  investors  can  determine 
sustainable  future  earnings  growth. 
When  measured  this  way,  earnings  for 
the  companies  in  the  Standard  &  Poor's 
500-stock  index  as  a  whole,  going  back 
to  1938,  have  grown  6%  annually.  Earn- 
ings reached  35  times  forward  earnings 
projections  in  2000.  Yet,  stock  perform- 
ance lags  for  years  once  price-earnings 
multiples  peak.  Research  conducted  by 
Crestmont  Research  indicates  that  after 
strong  periods  of  p-e  multiple  apprecia- 
tion, such  as  we  had  from  1982  to  2000, 
multiples  contract.  In  fact,  cyclical  bear 
markets  start  with  a  p-e  multiple  well 
above  20  times  and  end  the  slide  in  the 
single  digits  (1901-20, 1929-32, 1937-41, 
1966-81). 

Earnings  multiples  in  the  mid-  to  high 
teens  for  the  blue  chip  shares  would 
therefore  drop  further  from  here  if  histo- 
ry proves  correct. 

-James  B.  Cornehlsen 

Dunn  Warren  Investment  Advisors 

Greenwood  Village,  Colo. 

I  HAVE  A  SUGGESTION  for  the  blue  chip 
corporations  on  how  to  raise  the  price  of 
their  stock:  Pay  dividends  commensurate 
with  your  earnings.  Even  our  no-risk  cer- 
tificates of  deposit  are  paying  more  than 
our  ExxonMobil  stock.  I  read  about  their 
enormous  cash  reserves  and  fantastic 
earnings,  but  there  is  never  an  increase  in 
our  minuscule  dividends. 

-Jeanette  B.  Welch 
Warrensburg,  Mo. 
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SHOPPING  WOULD  BE  EASIER 
WITHOUT  THE  POLITICS 

I  READ  "COMPANIES  in  the  crossfire 
(News:  Analysis  &  Commentary,  A]* 
17)  with  great  interest.  I,  too,  am  one 
those  consumers  who  regulates  i 
purchasing  not  only  by  the  politic 
bent  of  a  company  but  also  by  where  t 
company  is  based  and  where  thu 
products  are  manufactured.  Our  sock, 
is  polarized,  and  companies  that  choc 
a  side  are  at  risk  of  alienating  a  su 
stantial  segment  of  their  potential  co 
sumer  base. 

As  a  consumer  and  investor,  I  woi 
prefer  companies  to  be  apolitical.  Cost 
has  it  right  by  not  making  political  cc 
tributions  through  a  corporate  politic 
action  committee.  I  would  prefer  busini 
resources  go  toward  better  produo 
prices,  and  return  on  investment. 

-Keith  Gran 
Santai 

BUSH'S  PRESIDENCY: 
ACCENTUATING  THE  NEGATIVE 

IN  "MEMOS  TO  Josh  Boltet 
(Government,  Apr.  17),  Diane  Brar 
absolutely  omitted  the  good  parts  s 
this  Presidency:  the  lowest-in-decau 
unemployment  rate  of  4.7%,  1 
flourishing  economy,  the  benefits  of' 
much-maligned  tax  cuts,  and  the  gainsi 
democracy  in  Afghanistan  and  Iraq. 

-Betty Arew 
Valencia,  Cc 


CORRECTIONS  &  CLARIFICATIONS 

In  "Proxy  points"  (Upfront,  Apr.  17),  a  tabfajlbn 
describing  shareholders'  proposals  shouk 
have  credited  Institutional  Shareholder 
Services,  not  Institutional  Investor 
Services,  as  the  data  source. 
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How  to  reach  BusinessWeek 

LETTERS  FOR  READERS  REPORT 

We  prefer  to  receive  letters  via  e-mail,  without 
attachments.  Writers  should  disclose  any  connection 
relationship  with  the  subject  of  their  comments.  All  let 
must  include  an  address  and  daytime  and  evening  ph< 
numbers.  We  reserve  the  right  to  edit  letters  for  clarity 
space  and  to  use  them  in  all  electronic  and  print  editio 
E-mail:  bwreader@businessweek.com 
Fax:  (212)  512-6458 

Mail:  BusinessWeek  Readers  Report,  1221  Avenue  of  tl  1 
Americas,  43rd  floor,  New  York,  NY  10020 
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The  full  text  of  BusinessWeek,  BusinessWeek  Top  News,  an  I 

access  to  BusinessWeek  archives  starting  in  1991  are  avail  ■ 

on  the  World  Wide  Web  at:  www.businessweek.com  and  oi  1 
America  Online  at  Keyword:  BW 
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BY  STEPHEN  H.  WILDSTROM 
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The  View  Beyond  Vista 

Early  next  year,  when  Microsoft  celebrates  the  release  of  its  much  delayed 
update  of  Windows,  called  Vista,  it  will  probably  mark  the  end  of  the  road 
for  Windows  as  an  all-in-one  operating  system.  Projects  on  the  scale  of 
Vista— updating  and  writing  tens  of  millions  of  lines  of  interlocking  code- 
are  becoming  impossible  to  debug  fully.  While  Windows  will  be  around  am: 


DC 


making  money  for  Microsoft  for  a  long 
time,  there's  a  better  way  to  build  such 
software.  But  getting  beyond  the  com- 
plexities of  Vista  will  mean  changing 
the  Windows  operating  system  in  fun- 
damental ways.  The  challenge  facing 
Microsoft  is  not  simply  its  massive  size 
but  the  fact  that  its  pieces  interact  in 
ways  that  are  beyond  human  compre- 
hension. My  installation  of  Windows  XP 
Professional,  for  example,  includes 
1,600  "dynamic  link  libraries,"  a  type  of 
file  that's  particularly  likely  to  cause 
troublesome  unanticipated  interactions. 

The  cure  for  this  complexity  lies  in  a  new  paradigm  for  PC 
software.  Technology  exists  that  can  divide  a  large  and  com- 
plex operating  system  into  a  number  of  smaller,  simpler  units 
that  run  on  one  computer  but  function  independently  of  each 
other.  To  the  user,  it  will  look  much  like  today's  software,  but 
it  will  be  less  prone  to  glitches,  crashes,  and  attacks. 

THE  IDEA  OF  SPLITTING  THE  SOFTWARE  BRAIN  of  a  single,  phys- 
ical computer  into  a  number  of  software-based  "virtual  ma- 
chines" has  been  around  since  IBM  made  such  software  avail- 
able on  mainframes  in  the  late  1960s.  In  recent  years  the 
technique  has  been  used  extensively  on  the  big  computers 
that  power  corporate  networks  and  the  Internet.  For  example, 
a  single  computer  might  be  split  into  three  "virtual  servers"— 
one  to  handle  Web  pages,  one  to  process  e-mail,  and  the  third 
to  run  a  database.  An  immediate  benefit  is  improved  reliabili- 
ty, because  a  software  crash  on  any  one  virtual  machine  does 
not  affect  the  others. 

A  scenario  of  how  this  might  work  on  PCs  was  laid  out  for 
me  by  Gregory  Bryant,  general  manager  of  Intel's  digital  office 
platform  division.  One  virtual  machine  might  handle  ordinary 
applications,  such  as  Microsoft  Word  or  TurboTax.  A  second 
could  be  optimized  to  handle  digital  media:  music,  videos,  or 
photos.  Both  of  these  systems  would  link  to  the  network  (and 
Internet)  through  a  third  virtual  machine  that  would  handle 
the  actual  connections.  This  division  of  labor  could  make  PCs 
safer,  since  the  communications  module  would  be  solely  dedi- 
cated to  secure  networking  and  need  to  be  updated  only  to 
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fend  off  viruses  and  other  malware. 

Except  for  the  networking  part, 

which  will  be  supported  on  new  Infc 

chips  due  out  later  this  year,  this  ap 

proach  could  be  achieved  today  usini 

software  from  Microsoft  or  VMware. 

each  virtual  machine  would  have  to  i 

its  own  copy  of  Windows,  making  thi 

whole  system  spectacularly  inefficieir 

The  post-Vista  computer  will  probl 

bly  use  a  far  more  streamlined  operal i 

ing  system  that  loads  only  the  compo» 

nents  needed  by  each  virtual  machimr 

Linux  has  this  sort  of  modular!  i 

today,  but  Windows  does  not  . 

What's  more,  running  several  tl 

tual  machines  on  an  operating; 

system  will  require  a  big  increie 

in  processing  power,  preferably 

from  multiple  processors.  The  4 

switch  is  already  under  way. 

lclCC  H.CW  Nearly  all  the  chips  produced  1 

Intel  and  Advanced  Micro  De- ' 
vices  will  have  at  least  two 
processors.  The  Sony  PlayStati 
3  is  built  around  a  nine-proces 
IBM  chip,  and  Intel  has  plans  for  chips  packed  with  thou- 
sands of  processors. 

The  operating  system  that  makes  this  all  work  won't  be 
Vista,  and  probably  won't  arrive  until  2012.  Microsoft  could 
be  the  pioneer,  but  it  will  require  major  cultural  changes,  g 
en  that  the  company  has  spent  the  past  20  years  making  W 
dows  ever  bigger  and  richer  in  features.  The  fact  that  Mi- 
crosoft currently  has  a  monopoly  is  no  guarantee,  as  we  an  |  | 
talking  about  a  truly  disruptive  change.  The  post-Vista  wot 
could  see  the  first  real  competition  for  the  desktop  since  Wi 
dows  95  cemented  Microsoft's  dominance  a  decade  ago.  II 
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For  past  columns  and  online-only  reviews, 
go  to  Technology  &  You  at  businessweek.com/go/techmaven/ 
To  hear  Steve  Wildstrom's  podcast  on  his  latest  column,  go  to 
www/businessweek.com/search/podcasting.htm  a 
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Ihallenge#1: 

each  everyone  how  to  innovate  with  IT. 

Solution: 

lyperion — your  management  system 
Drthe  global  enterprise. 

ichnology  drives  innovation.  That  makes  you  Chief  Innovation  Officer. 
>,  how  do  you  transform  innovation  from  a  buzzword  into  a  sustainable 
art  of  your  business?  Visionary  ClOs  are  leading  the  way  with  Hyperion 
•rformance  management  solutions.  With  Hyperion,  you  break  down  the 
jrriers  between  finance,  operations  and  planning  and  align  them  around 
master  data  set.  You  give  everyone  the  tools  they  need  to  continuously 
lalyze  and  manage  business  performance — and  invent  new  ways  to 
fiprove  it.  Isn't  that  what  real  innovation  is  all  about? 


FREE  ARTICLE  FROM  HARVARD  BUSINESS  REVIEW 

How  do  other  IT  leaders  drive  innovation? 
Discover  new  insights  and  best  practices  from 
the  Harvard  Business  Review  and  Hyperion. 
Go  to  www.hyperion.com/go/leaders 


#  Hyperion 

The  future  in  sight 


:oo6  Hyperion  Solutions  Corporation.  All  rights  reserved.  "Hyperion,"  the  Hyperion  logo  and  Hyperion's  product  names  are  trademarks  of  Hyperion.  References  to  other  companies  and  their  products 
e  trademarks  owned  by  the  respective  companies  and  are  for  reference  purpose  only. 
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MediaCentric 

Media,  Marketing,  and  Advertising  in  the  21st  Century 


BY  JON  FINE 


Smells  Like  Teen  Progress 

If  all  goes  according  to  plan,  some  months  from  now  glossy-mag  giant 
Conde  Nast  Publications  will  launch  an  interesting  Web  site  for  teen  girls 
By  this  I  mean  it  may  interest  even  the  nonteenagers  out  there,  because, 
according  to  executives  familiar  with  the  project,  the  site's  content  will  be 
created  not  primarily  by  Conde  Nast  staffers  but  rather  by  its  users. 


This  embrace  by  Conde  Nast,  which 
publishes  Teen  Vogue,  of  "user-generated 
content"— the  toothache-inducing  term 
for  the  stuff  a  media  outlet's  consumers 
create,  which  I'll  call  citizens'  media- 
comes  at  a  critical  juncture.  Magazines  as 
a  medium  are  still  struggling,  with  ad 
pages  flat  in  the  first  quarter  and  showing 
signs  of  slowing  thereafter.  Meanwhile, 
total  Internet  ad  spending  is  predicted  to 
surpass  the  spending  at  magazines  this 
year,  according  to  Merrill  Lynch.  But  some 
intriguing  Web-based  magazine  initiatives 
loom.  It  may  be  premature  to  call  this  the 
dawn  of  Digital  Magazine  2.0,  but  at  least 
in  some  quarters  Digital  Magazine  1.5  isn't 
wholly  far-fetched. 

Unlike  newspapers,  many  magazines  have  moved  slowly 
on  the  Web  or  essentially  ignored  it.  Incredibly,  video,  which 
garners  higher  ad  rates,  is  virtually  absent  on  the  Web  sites  of 
Time,  People,  and  Entertainment  Weekly.  (Time  Inc.  says  it  is 
planning  to  put  more  video  on  its  Web  sites  this  year.) 
Wenner  Media's  Us  Weekly,  the  ridiculously  successful 
celebrity  mag,  has  a  Web  site  largely  consisting  of  a  blog, 
"sneak  peeks"  at  the  current  issue,  and  a  subscription 
coupon.  Conde  Nast's  The  New  Yorker  did  not  have  a  bona  fide 
Web  site  until  2001,  and  Vanity  Fair  not  until  2004. 

FOR  A  TIME,  THIS  STANCE  didn't  matter.  Most  magazines  are 
monthly  and  don't  face  the  breaking-news,  daily-product 
pressures  that  newspapers  do.  Back  when  banner  ads  were 
state  of  the  art,  it  looked  much  more  likely  that  newspaper 
classifieds— not  full-color  glossy  ads— would  migrate  to  the 
Web.  Oops.  In  April,  Hachette  Filipacchi  Media  U.S.  shuttered 
its  teen  title,  Elle  Girl— on  paper,  anyway.  The  magazine  is 
gone,  but  the  Web  site  will  be  revamped  and  add  staff.  This 
shocked  observers,  since  Elle  Girts  circulation  and  ad 
numbers  were  still  rising.  But  "the  trend  lines  showed  we 
weren't  going  to  see  the  light  at  the  end  of  the  tunnel  in  the 
time  frame  we  needed,"  explains  Hachette  CEO  Jack  Kliger. 
An  insider  says  newsstand  sales  weren't  strong  enough  to 
make  the  business  work— and  teen  magazines  have  to  refresh 
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entire  subscriber  rolls  every  two  or  three 
years,  an  expensive  and  dicey  proposition 
for  an  age  group  growing  comfortable 
forgoing  print  altogether.  This  is  why,  if  t 
there  is  a  magazine  canary  in  the  currenr 
media  coal  mine,  it's  teen  titles.  So  Elle  I 
is  becoming  a  Web  site.  And  Conde  Nass 
will  let  its  teen  readers  create  content  to 
degree  previously  unseen.  (Sarah  Chubb 
president  of  CondeNet,  would  not 
comment  on  the  name  or  the  general 
contours  of  the  teen  site.)  Some  new 
magazine  sites  already  do  this.  Time  Ina> 
Web-only  play  for  young  men,  Office 
Pirates,  allows  users  to  share  and 

contribute  pictures  and  videos' 
r^WnH  P  Mfl  Cf"  does  Hachette's  more  graphic 

•ill  for  Ae  same  sPace>  ShockU.au 

WlJ    iCt  VOVJJlSf     t^ie  onhne  companion  to  its 

"  ^     upcoming  photo-heavy  magaz 

WOITien  Shock.  (When  I  say  Shock  will 

Cl  l rw*h T  th P  photo-heavy,  think  car  crashes 

oUUjJiy  lilt  and  cleavage,  not  National 

WP  n  POT1  tPTl  t       Geographic)  At  both  sites, 
vvcu  ^Vl  l  u~±  i  L       submissions  are  vetted  by  edit ' 
^^^■^^^  to  ensure  nothing  too  risque  ii 

posted— which,  as  one  executrr 
points  out,  "neuters"  the  notion  of  citizens'  media. 

Magazine  executives  are,  of  course,  following  the  mone; 
couldn't  have  escaped  their  notice  that  Google's  revenues, 
which  come  almost  exclusively  from  ads,  rose  79%  in  the  f 
quarter,  to  $2.3  billion.  (Read  that  sentence  slowly.)  But  th 
executives  are  following  it  in  smarter  ways  than  they  did 
before.  The  companies  may  be  thinking  that  it's  those 
confounded,  print-forsaking  teens  who  got  them  into  this 
mess,  but  at  least  they're  willing  to  let  the  kids  show  them 
way  out.  To  paraphrase  a  pal,  magazines  completely  screw 
up  their  digital  strategies  in  the  past.  But  some  of  these  ne 
initiatives— they're  not  completely  screwed  up.  ■ 
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INDEPENDENCE  IS  THE  SPIRIT 
THAT  DRIVES  AMERICA'S  MOST 
SUCCESSFUL  INVESTORS. 

The  quest  for  independence  is  what  drives  Americans.  It's  no  different  when  the  subject  is  money  or 
investments.  At  the  new  TD  AMERITRADE,  we're  dedicated  to  helping  you  pursue  financial  independence  your  way. 

We  bring  TD  Waterhouse's  independent  research  and  broad  range  of  stocks,  bonds  and  mutual  funds 
together  with  Ameritrade's  powerful  trading  platform,  stock  market  tools,  and  fair  and  straightforward  pricing 
to  create  a  company  dedicated  to  the  success  of  self-directed  investors. 

Our  job,  simply,  is  to  support  you,  however  you  choose  to  invest:  in  person  at  more  than  100  branch  offices, 
online  or  over  the  phone  24/7  (excluding  market  holidays).  We're  here  to  support  your  own  independent 
strategy  and  judgment — to  help  you  validate  and  organize  your  investment  ideas — and  to  help  you  implement 
your  plan  quickly  and  affordably.  There  are  no  maintenance  fees.  And  every  Internet  equity  trade  has  a  $9.99 
flat-rate  commission. 

The  new  TD  AMERITRADE.  We're  here  to  support  your  pursuit  of  financial  independence. 

TD  AMERITRADE.  The  Independent  Spirit. 


,  click  or  stop  by  today.   |   877-TDAMERITRADE   |  TDAMERITRADE.COM 


El  AMERITRADE 


t  volatility,  volume  and  system  availability  may  delay  account  access  and  trade  executions.  Trades  executed  in  multiple  lots  on  the  same  day  are  charged  a  single  copimission.  Trades 

executed  over  multiple  trading  days  are  subject  to  commission  charges  for  each  trading  day.  TD  AMERITRADE,  Division  of  TD  AMERITRADE,  Inc.,  member  NASD/SIPC.  TD  AMERITRADE 

ademark  jointly  owned  by  TD  AMERITRADE  IP  Company,  Inc.  and  The  Toronto-Dominion  Bank.  ©2006  TD  AMERITRADE  IP  Company,  Inc.  All  rights  reserved.  Used  with  permission. 
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Mr  David  Hess,  President 
Hamilton  Sundstrand 

Hamilton  Sundstrand  m  Singapore: 
Aircraft  Components  Manufacturing 
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Mr  Robert  Swanson,  Executive  Chairman 
Linear  Technology 

Linear  Technology  in  Singapore 
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Mr  Stacy  Fender,  Managing  Director 
Xilinx  Asia  Pacific  Pte.  Ltd. 

Asia-Pacific  Headquarters.  Manutactunng  Supply  Chair.  Management 
Regional  Infrastructure  Support  Sales  &  Marketing  Customer  Support 


Ms  Micheline  Chau,  President  and  Chief  Operating  Officer 
Lucasfilm  Ltd 
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I  lie  word  is  out.  Singapore  isn't  just  a  great  place  to  do  business,  it's  also 
a  fascinating  city  to  work  and  live  in.  From  our  superb  business  infrastructure 
to  our  living  environment,  it's  bard  to  find  a  bub  in  Asia  rlial  makes  better 
business  sense.  For  mote  information  on  how  you  can  benefit  from  the  investment 
opportunities  in  Singapore,  visit  www. sedb.com/edb/bw  or  contact  the  Singapore 
Fconomie  Development  Board  at  Tel:  (65)  6832-6832  Fax:  (65)  6832-6565 
or  anv  of  our  U.S.  offices. 
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rhe  Fed's  Rate  Debate 
s  About  to  Heat  Up 

th  the  economy  surprisingly  fit,  the  pressure  to  curb  inflation  won't  ease 


U.S.  ECONOMY 


Sometimes  Fed  watching  seems  to  border  on  the 
liculous.  Take  the  latest  controversy  over  what  the  recently  released 
inutes  of  the  Federal  Reserve's  Mar.  28  meeting  said  or  didn't  say 
•out  which  way  the  Fed  was  leaning  on  future  policy.  Lehman 
•others  economist  Ethan  Harris  notes  that,  out  of  55  sentences  in 


key  "members  discussion"  section,  23  were  hawkish, 
gesting  the  need  for  higher  rates;  20  were  dovish, 
dng  at  no  need  for  more  hikes;  and  12  were  mixed  or 
nguous.  And  economists  get  paid  for  this. 
[arris'  exercise  does  illustrate  an  important  point:  Fed 
:tings  are  about  to  get  a  lot  more  interesting  than  they 
e  been  in  several  years.  Some  policymakers  are 
ady  raising  questions  about  tightening  too  much, 
le  others  are  concerned  that  labor  market  pressures 
rising  energy  costs  could  fuel  inflation  outside  of 
rgy.  From  here  on,  policy  decisions  will  depend  almost 
Uy  on  what  the  economic  data  imply  about  growth 
inflation,  but  different  people  can  interpret  data  in 
jrent  ways.  Under  new  Chairman  Ben  S.  Bernanke, 
Fed's  more  democratic  style  is  almost  certain  to 
erate  greater  debate— and  more  dissenting  votes. 
)ne  of  the  hottest  topics  around  the  Fed's  table  will  be 
role  of  globalization  in  policy  decisions.  U.S.  prices  of 
■ything  from  copper  to  bonds  to  labor  are  now 
lenced  by  market  forces  overseas.  Globalization  ups 
ante  on  finding  the  right  level  of  interest  rates  that 
keep  U.S.  inflation  at  bay.  The  dialogue  is  already 
ting  up.  The  Mar.  28  minutes  said  "participants 
langed  views  on  the  extent  to  which  conditions  in 
ign  markets  may  be  constraining  prices 
lesticalfy."  That's  a  sanitized  way  of  saying  Fed 
rials  have  very  different  opinions  on  this  key  subject. 

i  DEBATE  IS  BECOMING  especially  important 
mse  the  anti-inflation  forces  of  globalization,  while 
present,  are  not  as  strong  now  as  they  were  in  recent 
s.  Outside  the  U.S.,  demand  is  growing  faster  in  a 
iber  of  countries,  as  reflected  in  the  recent  surge  in 
istrial  commodity  prices,  and  that  demand  is 
trbing  more  and  more  of  the  world's  production 
icity  and  labor.  Even  in  China,  labor  shortages  are 
ling  up  wages.  Plus,  the  dollar  is  much  more  likely  to 
ine  than  rise  in  the  coming  year,  a  trend  that  will 
:n  price  competition  with  many  imported  goods. 
t  the  same  time,  inflation  forces  in  the  U.S.  are 
ing  strength.  Foreign  competition  and  outsourcing 
:  not  prevented  the  industrial  operating  rate,  a 
sure  of  how  much  production  capacity  companies  are 


using,  from  rising  to  a  S1/^  -year  high.  Nor  have  they 
stopped  the  unemployment  rate  from  falling  to  a  4'A  -year 
low.  Productivity  is  not  growing  as  rapidly  as  it  had  been, 
which  provides  less  of  an  offset  to  wage  increases,  and 
many  companies  continue  to  exhibit  more  pricing  power 
in  their  efforts  to  cope  with  soaring  energy  costs. 
Amid  these  forces,  a  significant  slowdown  in  the 

economy's  pace  is  now 
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the  sine  qua  non  for 
containing  inflation  in 
the  coming  year.  After  the 
economy's  very  strong 
showing  in  the  first 
quarter,  policymakers  are 
looking  for  signs  that 
second-quarter  growth  is 
settling  down.  However, 
evidence  of  such  a 
cooldown  remains  scant. 

In  particular, 
consumers  remain  in 
excellent  spirits,  and  they  continue  to  spend,  despite 
rising  gasoline  prices.  Weekly  store  surveys  show  strong 
Easter  sales.  Contrary  to  expectations,  the  Conference 
Board's  consumer  confidence  index  rose  for  the  second 
month  in  a  row  in  April  to  the  highest  level  in  almost  four 
years  (chart).  In  addition,  March  sales  of  existing  homes 
edged  higher,  and  purchases  of  new  homes  scored  the 
largest  monthly  increase  in  13  years. 

Those  reports  show  the  impact  of  strong  labor 
markets.  Consumers  may  face  higher  mortgage  rates  and 
gas  prices,  but  gains  in  jobs  and  incomes  are  providing 
an  offset.  Since  the  end  of  last  year,  the  percentage  of 
households  saying  that  jobs  are  "plentiful"  has  been 
rising  steadily,  while  the  percentage  describing  jobs  as 
"hard  to  get"  has  continued  to  decline.  In  April  both 
readings  were  the  most  upbeat  in  more  than  4'A  years. 

THE  LATEST  SURGE  IN  OIL  and  gasoline  prices  also  will 
stoke  the  policy  discussion.  According  to  Bernanke,  the 
doubling  in  oil  prices  in  the  past  two  years  has  shown  up 
mainly  as  a  depressant  on  economic  growth  and  not  as  a 
fuel  for  inflation  outside  of  energy.  Bernanke  recently 
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noted  that  since  late  2003,  increases  in  energy  prices 
have  probably  reduced  annual  growth  in  real  gross 
domestic  product  by  0.5  to  1.0  percentage  points.  But 
without  a  substantial  slowing  in  the  economy,  more  of 
the  recent  rise  in  energy  costs  seems  increasingly  likely  to 
work  its  way  into  prices  of  other  products. 

Even  before  oil's  jump  to  more  than  $70  a  barrel  in 
April,  the  March  consumer  price  index  offered  the  first 
hint  that  costlier  energy  might  be  finding  its  way  into 
prices  more  broadly.  The  core  CPI  rose  0.3%  from 
February,  the  largest  monthly  rise  in  a  year.  One  month 
isn't  a  trend,  but  a  similar  rise  in  April  would  be  a  bad 
sign  that  the  Fed  may  have  fallen  behind  in  its  battle  to 
keep  inflation  confined  to  energy.  Another  factor  to 
watch:  Despite  the  slowdown  in  house  prices,  housing 
costs  might  well  be  rising  faster  in  coming  months  (box). 

MANY  BUSINESSES  ARE  COPING  well  with  rising 
energy  costs,  and  higher  product  prices  appear  to  be 
helping.  Companies  are  also  plowing  ahead  with  plans 
for  new  capital  spending,  as  seen  in  the  large  March  rise 
in  capital  goods  orders  (chart).  Consider  that  in  the  first 
quarter,  wholesale  prices  for  finished  energy  products 
stood  nearly  20%  higher  than  the  year  before.  Yet  the 
bottom  line  for  many  corporations  shows  little  strain. 

The  flow  of  first-quarter  earnings  reports  is  only  now 
starting  to  pick  up.  But  so  far,  earnings  are  coming  in  a 
bit  ahead  of  expectations.  As  of  Apr.  21, 165  companies  in 
the  Standard  &  Poor's  500-stock  index  had  reported,  and 
68%  showed  earnings  above  analysts'  expectations  at  the 


start  of  the  quarter.  Combining  actual  reports  with  the 
current  estimates  for  corporations  that  have  not  yet 
reported,  Thomson  Financial  says  that  first-quarter 
earnings  growth  for  the  S&P  500  should  come  in  12.69 
ahead  of  a  year  ago,  slightly  higher  than  the  12.1% 
expectation  before  the  quarter  began. 

That  outlook  is 
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supported  by  the  findi: 
from  Morgan  Stanley'!! 
early-April  survey  of  it  j 
research  analysts  on 
current  business 
conditions.  The  canva; 
suggested  that  profit 
margins  are  still  rising 
aided  by  strong  pricin 
power.  Companies  wil 
surely  find  it  increasin 
difficult  to  expand  the 
margins,  given  that  co 
rose  further  during  April,  but  the  survey  clearly  sugge: 
that  it  won't  be  for  a  lack  of  trying. 

For  now,  despite  the  policymakers'  divergent  opinio' 
the  Fed  appears  to  be  signaling  that  it  will  make  one 
further  quarter-point  increase  in  its  target  rate,  to  5%, . 
its  May  10  meeting  and  then  pause  to  consider  what 
hikes  totaling  four  percentage  points  in  nearly  two  yee 
have  wrought.  After  that,  if  the  data  remain  inconclusi-j 
about  slower  growth  and  tame  core  inflation,  the  debajj 
is  sure  to  heat  up.  ■ 
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INFLATION 


Raising  the  Roof  on  Housing  Costs 


THE  CONSUMER  PRICE  index  for 

March  caused  a  stir  in  financial 
markets.  The  core  index,  excluding 
energy  and  food,  rose  a  larger-than- 
expected  0.3%.  One  of  the  culprits 
was  a  jump  in  the  cost  of  housing, 
which  may  exert  more  upward 
pressure  in  coming  months,  even  as 
housing  activity  slows. 

By  the  Bureau  of  Labor  Statistics' 
measure,  homeowners'  monthly  cost 
of  shelter,  excluding 
utilities,  rose  0.4%  in 
March.  During  the 
first  quarter,  the  index 
grew  at  an  annual  rate 
of  3.3%,  the  fastest 
since  the  second 
quarter  of  2002. 

The  BLS  calls  this 
index  "owners' 
equivalent  rent  of 
primary  residence," 
because  it  bases  the 
cost  of  housing  on 


WHERE  INFLATION 
READINGS  MAY  RISE 


QUARTERLY  PERCENT  CHANGE, 
ANNUAL  RATE 


•02       '03  '04         '05  '06 

Oata:  Bureau  ol  Labor  Statistics,  Global  Insight  Inc 


rental  prices  of  properties.  The  BLS 
looks  at  rents  instead  of  actual  home 
prices  because  the  CPI  measures  the 
current  costs  of  consuming  goods 
and  services,  not  the  value  of  assets. 
An  implied  rent  provides  a  monthly 
tracking  of  how  the  market  price  of 
occupying  a  home  is  changing. 

Importantly,  the  index  for 
homeowners'  equivalent  rent 
accounts  for  about  30%  of  the  core 
CPI,  and  the  index 
tracking  actual  rents, 
which  also  increased 
0.4%  in  March,  makes 
up  a  further  7.5%. 
Both  indexes  appear 
set  to  accelerate. 
When  the  housing 
market  was  hot, 
demand  for 
apartments  eased, 
and  vacancy  rates 
climbed,  restraining 
rents.  This  also 


dampened  the  index  for  homeowr 
equivalent  rent.  It  increased  only  1 
modest  2.3%  in  both  2004  and  20' 
compared  with  the  long-term  aver 
rise  of  3.6%. 

Now,  with  home  affordability 
sharply  lower  and  mortgage  rates 
rising,  demand  for  apartments  is  c 
the  upswing.  The  National 
Association  of  Realtors  is  forecast! 
a  5.3%  increase  in  the  average  rem 
across  the  U.S.  this  year,  which       f 
should  push  up  both  price  indexes  j§ 

"All  of  this  is  creating  an  odd 
predicament  for  the  Federal  Reser 
says  JPMorgan  economist  Michael 
Feroli.  Fed  rate  hikes  are  weighing 
housing,  which  in  turn  is  helping 
push  up  the  price  indexes  for  shell 
What/ s  uncertain  is  how  the  Fed  vi 
account  for  this  relationship  in  fut 
monetary  policy  decisions,  especis 
if  the  big  March  increase  is  repeat 
in  coming  months.  ■ 

-By James  Mehring  in  New '. 
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BENTLEY 


GE  AND  PERFORMANCE.  Each  inspired  by  its  own  "winged  B" 
Breitling  and  Bentley  share  the  same  concern  for  perfection. 
ie  extreme  standards  of  reliability,  precision  and  authenticity.  The 
lique  blend  of  prestige  and  performance.  Whether  in  the  Breitling 
Dps  or  in  the  Bentley  factory  in  Crewe,  cutting-edge  technology  is 
n  the  service  of  noble  traditions.  Symbolising  this  communion  of 
reitling  participated  in  styling  the  instrumentation  of  the  Bentley 
ntal  models,  the  most  powerful  ever  built  by  Bentley. 


2-\ 


SIVITY  AND  TECHNICAL  EXCELLENCE.  For  devotees  of 
hanisms,  Breitling  has  created  a  line  of  exceptional  chronographs 
Breitling  for  Bentley".  Representing  the  culmination  of  sophisticated 
:  research,  these  wrist  instruments  mirror  the  signature  features 
imous  British  car  manufacturer.  Dedicated  to  the  automobile 
hey  incorporate  several  exclusive  technical  characteristics, 
I  a  variable  tachometer,  and  are  propelled  by  high-performance 
"  patiently  assembled  by  watchmakers  at  the  peak  of  their  art. 
the  ultimate  luxury. 
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Costly  GaS,  Scared  PolS  As  prices  at  the  pump  climb, 
politicians'  spirits  sag— especially  as  they  realize  how  little 
they  can  do  about  it  before  the  November  elections.  On 
Apr.  25,  President  George  W.  Bush  announced  a  probe  into  al- 
leged price  gouging.  And  in  a  bid  to  make  more  gas  avail- 
able, the  Administration  will  suspend  filling  the  Strategic 
Petroleum  Reserve  and  will  relax  rules  that  require  clean- 
burning  fuel.  At  the  same  time,  Capitol  Hill  is  buzzing  about 
a  windfall  profits  tax  on  Big  Oil. 

But  the  Justice  Dept.  inquiry  isn't  likely  to  lead  anywhere, 
the  new  taxes  won't  pass  Congress,  and  the  crude  that  goes 
into  the  reserve  is  a  drop  in  the  ocean  of  U.S.  consumption. 
Maybe  pols  are  hoping  they  won't  have  to  explain  a  huge 
oil  company  tax  break  they  passed  just  two  years  ago. 

See  "The  tax  break  Big  Oil  is  lovin',"  page  43 


McNealy  Steps  Down  Twenty-two  years  as  chief  execu- 
tive is  apparentiy  enough.  Sun  Microsystems'  Scott  McNealy 
said  on  Apr.  24  that  he  would  turn  over  the  CEO's  chair  to- 
his  No.  2,  Jonathan  Schwartz.  McNealy  will  stay  on  as  chair- 
man. The  troubled  company's  stock,  which  has  been  stuck 
below  5,  down  from  64  in  2000,  promptly  jumped  8%. 

See  "What  Scott  McNealy  gave  the  Valley,"  page  36 


Ford:  Still  in  a  Skid  Ford  is  unveiling  a  Web  site  that 
makes  it  easier  for  environmentally  conscious  consumers 
to  invest  in  "green"  companies  and  projects.  On  Wall 
Street,  however,  the  mood  was  decidedly  blue  after  Ford 
posted  poor  third-quarter  results.  Shares  closed  at  6.98  on 
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Apr.  24,  the  first  time  in  three  years  that  they  ended  a  ti 
ing  session  below  7  Merrill  Lynch  analyst  John  Mur 
put  a  "sell"  sticker  on  Ford  despite  the  seeming  barg; 
basement  price,  pointing  out  that  the  company  has  b 
reporting  lower  sales  volume,  profit  margins,  and  resic 
values  on  its  vehicles. 

isuiaui9  See  "Ford  rough,"  www.businessweek.com/go/ 


Gazprom's  Threat  If  you  don't  want  our  natural 
plenty  of  others  do.  That  was  the  gist  of  a  cryptic  warr 
issued  by  Russian  energy  behemoth  Gazprom  on  Apr 
The  Russians  are  huffy  because  of  signs  that  Western 
ropean  countries  may  block  Gazprom  from  buying  1 
gas  distribution  companies.  But  Gazprom  could  live  tc 
gret  its  tantrum.  Europeans  were  spooked  by  its  briefs 
ply  cutoff  to  Ukraine  in  January.  Now  even  more  wor 
whether  if  s  smart  to  buy  so  much  gas  from  Russia. 
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Take  That,  AMD!  Can  Intel  fight  back  to  health?  Aft.Jor 
sickly  first-quarter  earnings  report,  the  chip  leader  on 
24  took  the  unusual  step  of  trumpeting  a  new  PC  platf 
months  before  it  will  come  to  market.  The  business  | 
form,  called  vPro,  builds  security  and  management 
tures  into  the  hardware.  That  will  keep  pesky  emplo 
from  disabling  applications  like  antivirus  protectioi^O! 
also  may  stop  archrival  Advanced  Micro  Devices  from  n 
ing  headway  in  the  lucrative  corporate  market,  since  A 
does  not  have  the  one-stop  solution  Intel  is  offering 
ETCHED  See"Intel  turns  bearish,"  www.businessweek.com/gc  h 
^^^^^^^^^^  rnr 
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Blackstone  Dials  Up  DT  Just  a  few  months  ago, 
man  politicians  were  calling  U.S.  private -equity  firms> 
custs"  bent  on  asset-stripping.  Now  one  locust  has  1 
welcomed  to  Germany  Inc.'s  inner  sanctum.  On  Apri^i 
Blackstone  Group  agreed  to  pay  $3.3  billion  for  a  4.5%  s 
in  Deutsche  Telekom,  the  telco  one-third  owned  by  the 
ernment.  It's  an  offbeat  deal  for  Blackstone:  its  first  ssfn 
in  a  state-dominated  outfit  and  a  much  smaller  chunk 
it  normally  takes.  Blackstone  will  probably  get  a  board  |fl 
and  is  banking  it  can  apply  its  telecom  experience 
powers  of  persuasion  to  boost  DT's  value. 
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The  Housing  Watch  Don't  be  overly  impressed  b; 
Apr.  26  Census  Bureau  report  that  new  home  saleli 
March  soared  13.8%  above  the  previous  month.  Thei| 
ures  gyrate,  and  a  strong  March  followed  a  weak  Febr 
Going  by  price,  the  market  looks  softer.  The  median  cc 
new  houses  sold  in  March— $224,200— was  down 
from  a  year  earlier,  the  worst  yearly  performance  since 
uary,  2003.  Another  red  flag:  On  Apr.  26  the  Mon 
Bankers  Assn.  said  that  applications  in  the  past  weei 
mortgages  to  buy  houses  fell  to  their  lowest  level,  sea 
ally  adjusted,  since  November,  2003. 


Kumar's  Plea  It  began  four  years  ago  as  a  low-key  f<  tald 
al  investigation  of  software  maker  CA,  but  there  was  i  ip; 
ing  low-key  about  the  ending.  Former  CEO  Sanjay  K'  i 


ded  guilty  on  Apr.  24  to  charges  of  securities  fraud  and 
ruction  of  justice,  the  seventh  CA  manager  to  admit 
..  In  an  apology  to  the  judge,  Kumar  noted  that  he  did 
initiate  CA's  practice  of  shifting  revenues  to  boost 
ings.  His  remarks  aren't  likely  to  win  him  leniency, 
C.  Evan  Stewart,  who  specializes  in  white-collar  crime 
w  firm  Zuckerman  Spaeder  in  New  York.  Stewart's  ap- 
>al:  "He's  probably  looking  at  15  to  20  years."  Kumar 
ned  comment. 

EZHn»  See  "CA  chief  pleads  guilty," 
www.businessweek.com/go/tbw 


dailt'S  New  Itinerary  Finally,  some  relief  for  Cen- 
investors.  On  Apr.  24  the  company  revealed  it  might 
its  travel  distribution  business  (including  Orbitz  and 
pTickets.com).  That's  a  shift  from  a  plan  to  spin  off  its 
parts— the  others  are  hotels,  real  estate,  and  car 
il— into  publicly  traded  outfits.  The  price  for  the  travel 
,  called  Travelport,  would  run  about  $4  billion,  says  JMP 
rities  analyst  James  Wilson.  Wall  Street  felt  the  news 
e  Cendant  a  hot  ticket:  Its  stock  rose  3.8%,  to  17.49. 

EMEU*  See  "Easing  Cendanfs  bumpy  ride," 
www.businessweek.com/go/tbw 


oss  for  Harvard  B-School  is  this  a  case  study  in 

ing  it  safe?  Harvard  Business  School  named  Jay  Light,  a 
time  professor  and  administrator,  as  its  new  dean  on 
24.  Light,  64,  has  served  as  acting  dean  since  August, 
wing  the  abrupt  exit  of  Kim  Clark  in  June.  With  the  de- 
are  of  Harvard  President  Lawrence  Summers  approaching, 
chool  wanted  a  dean  fast— and  no  one  controversial. 
BUUU19  See  "Harvard  chooses  a  familiar  face," 
www.businessweek.com/go/tbw 


Borrowed  Work  of  the  Week 

netimes  the  unwritten  rules  have  been  written  after 
A  popular  pamphlet  penned  by  Raytheon  Chairman 
i  CEO  William  Swanson,  Swanson's  Unwritten  Rules  of 
nagement  (below),  is  said  to  resemble  advice  in  a 
[4  book  by  a  UCLA  professor,  W. J.  King.  Many  of  the 
book's  33  "rales"  are  strikingly  akin  to 
King's  work,  The  New  York  Times  re- 
vealed on  Apr.  24.  The  Times  story  was 
prompted  by  a  blogger  who  noted  the 
resemblance.  In  a  statement,  Swanson 
said  he  regretted  not  crediting  King, 
and  in  the  guide's  introduction  he 
notes  it  is  "a  product.  ..of  people  I  have 
learned  from,  and  things  I  have  heard 
and  read."  Original  or  not,  the  booklet 
is  a  genuine   phenomenon.  Raytheon 
given  away  more  than  300,000  copies  and  was  con- 
ring  a  second  iteration  with  new  rules  for  2007  The 
*azine  Business  2.0  even  devoted  a  cover  story  ("The 
}'s  Secret  Handbook")  to  the  guide  last  summer, 
aiding  Swanson's  folksy  wisdom  as  "part  Ben  Franklin 
|  part  Yogi  Berra,  with  a  dash  of  Confucius  thrown  in." 
r  to  mention  that  ancient  sage,  W.J.  King. 
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Todd  Meredith 
VP  of  Operations 
Joe  Gibbs  Racing 


The  Yes-man  who  turns 
high-speed  wireless  access 
into  high-speed  winners. 


I   Joe  Gibbs  Racing  won  last  year's  NASCAR 
NEXTEL  Cup  Series.™  To  stay  on  top,  they 
carry  laptops  and  Sprint  Mobile  Broadband 
cards  from  the  #1  wireless  provider 
to  business. 

The  cards  wirelessly  extend  the  team's 
workplace  for  high-speed  answers.  From 
the  tracks,  they  can  instantly  download  huge  files  of 
performance  data  from  their  servers  at  headquarters. 
Information  that  lets  them  quickly  analyze  and  adjust 
Tony  Stewart's  car. 

The  Gibbs'  team  said  yes  to  making  better 
decisions  faster.  They're  all  card-carrying  Yes-men. 

1-8SPRINT-BIZ       sprint.com/business 


Sprint  Jr   Yes  you  can. 

Together  with  NEXTEL 


"#1  wireless  provider  to  business"  claim  based  on  independent  >urvey  of  corporate- 
liable  users.  Sprint  Power  Vision  Netwoik  covers  over  150  millioi  i  people  In  21 
metropolitan  markets.  Coverage  not  available  everywhere.  Set  m-stoie  materials  o' 
sprint.com  for  details  ©Joe  Gibbs  Racing.  ©2006  Sprint  Nextel  All  rights  reserved. 
Sprint,  the  "Going  forward"  logo  and  the  NEXfEl  name  are  trademarks  otSprini  Ni  xli 
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BIG  PHARMA 


HEY,  YOU  DON'T 
LOOK  SO  G 


iii 


As  diagnoses  of  once-rare  illnesses 
soar,  doctors  say  drugmakers  are 
disease-mongering"  to  boost  sales 
BY  CATHERINE  ARNST 


IF  YOU  HAVE  HIGH  BLOOD  PRES- 
sure,  you  may  be  at  risk  for  heart 
disease.  And  given  that  an  estimat- 
ed 65  million  Americans  have  hy- 
pertension, it's  not  surprising  that 
drugs  to  treat  it  are  among  the 
most  prescribed  medicines  in  the 
world.  But  why  stop  at  prescribing  drugs 
to  people  whose  readings  are  1,40/90  or 
higher,  the  standard  definition  of  high 
blood  pressure?  In  the  Apr.  20  issue  of 
The  New  England  Journal  of  Medicine,  a 
research  team  reported  on  "prehyperten- 
sion,"  the  condition  of  being  in  danger  of 
developing  hypertension. 

Prehypertension  was  first  identified  in 
2003,  and  some  studies  claim  as  many  as 
50  million  U.S.  adults  have  the  condition, 
defined  as  blood  pressure  readings  from 
120/80  to  139/89.  This  risk  of  being  at 
risk  can  be  modified  with  diet  and  exer- 
cise, but  the  NEJM  study  reports  that  it 
can  also  be  treated  with  Atacand,  a  drug 
from  AstraZeneca  Pharmaceuticals  PLC. 
To  a  growing  chorus  of  physicians  and 
health-care  specialists,  the  very  idea  of 
treating  the  risk  of  a  risk  is  wrong.  They 
have  labeled  the  phenomenon  "disease- 
mongering,"  defined  as  the  corporate- 
sponsored  creation  or  exaggeration  of 
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maladies  for  the  purpose  of  selling  more 
drugs.  Prehypertension  "is  a  classic  case 
of  a  risk  factor  being  turned  into  the  dis- 
ease," says  Dr.  Steven  Woloshin  of  the 
Veterans  Affairs  Outcomes  Group  in 
White  River  Junction,  Vt.  "If  you  make  a 
cut-off  for  blood  pressure  that's  close  to 
the  normal  range,  then  just  about  every- 
one can  be  diagnosed."  An  AstraZeneca 
spokesman  responds  that  the  trial  was 
considered  important  enough  to  be  pub- 
lished in  the  prestigious  NEJM.  "I  think 
that  speaks  for  itself." 

DEMAND  FOR  A  QUICK  FIX 

ACCORDING  TO  CRITICS,  disease-mon- 
gering  is  on  the  rise.  It  starts  when  a  drug 
is  developed  for  some  once-rare  condition. 
Then  heavily  promoted  disease-awareness 
campaigns  kick  into  gear,  leading  to  in- 
creasing numbers  of  diagnoses  and  pre- 
scriptions. The  list  of  suspects  includes 
restless  legs  syndrome,  social  anxiety  dis- 
order, premenstrual  dystrophic  disorder, 
irritable  bowel  syndrome,  female  sexual 
dysfunction,  and  more.  "Of  course,  some 
people  have  these  diseases  very  seriously," 
says  Dr.  Robert  L.  Khtzman,  a  psychiatrist 
and  bioethicist  at  Columbia  University. 
"The  problem  is  that  mild  cases  are  being 


made  to  seem  more  serious  than  they  a 

The  other  problem,  say  the 
disease-mongerers,  is  that  the  vagariei 
everyday  life,  such  as  sadness,  shyn 
forgetfulness,  and  the  occasional  uji 
stomach,  are  being  turned  into  med- 
conditions.  Before  Pfizer  Inc.'s  Viagra  I 
introduced,  erectile  dysfunction  wa 
medical  problem  only  when  associi 
with  an  underlying  biological  cause,  s, 
as  diabetes  or  prostate  cancer.  Now,  1 
er's  Web  site  claims  that  half  of  all  J 
over  40  have  problems  getting  or  mi 
taining  an  erection.  Social  anxiety  di 
der,  defined  as  severe  shyness,  was  rai 
seen  until  GlaxoSmithKline  PLC's  I 
was  approved  to  treat  it.  A  dise 
awareness  campaign  by  Glaxo  in  the  | 
1990s,  with  the  tag  line  "imagine  b 
allergic  to  people,"  was  quickly  folio 
by  rising  prevalence  estimates. 

Disease  promotion  is  not  just 
purview  of  drug  companies.  "Docl 
should  set  more  boundaries,"  assert!  ^ 
David  Henry,  a  pharmacology  profe 
at  the  University  of  Newcastie  in  Aust 
and  a  leading  critic  of  disease-mongei 
Then  there  are  patients  seeking  a  quic 
for  conditions  that  might  better  be  tre 
through  lifestyle  changes.  "Drug  con 
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nies  are  playing  off  the  desire  we  all  have 
to  get  rid  of  things  that  bother  us,"  says 
Klitzman.  But  ridding  oneself  of  bother- 
some symptoms  without  changing  the 
behaviors  that  contribute  to  them  can 
mean  taking  a  pill  every  day  for  years,  a 
proposition  that  is  both  risky  and  costly. 

YOUNGER  AND  YOUNGER 

ALSO  OF  CONCERN  are  efforts  to  expand 
the  definition  of  serious  diseases  to  cover 
more  and  more  people.  Loosened  criteria 
for  bipolar  disorder,  a  dire  psychological 
disease  once  thought  to  affect  only  0.1%  of 
the  population,  have  led  some  experts  to 
claim  prevalence  rates  of  anywhere  from 
5%  to  10%.  Dr.  David  Healy  of  CardiffUni- 
versity  in  Wales  says  the  higher  estimates 
are  based  on  ill-defined  surveys  that  fol- 
lowed the  introduction  in  the  mid-1990s 
of  mood  stabilizer  drugs,  promising  relief 
even  for  people  with  mild  emotional 
swings.  In  the  U.S.,  children  as  young  as 
age  2  are  being  diagnosed  as  bipolar  even 
though,  in  the  classic  definition  of  the  ill- 
ness, symptoms  don't  usually  show  up  un- 
til the  teens.  "These  young  kids  are  start- 
ed on  two  or  three  medicines  when  there 


isn't  even  any  evidence  that    SkeptiCS  I10te 

any  or  them  work  in  chil- 
dren," says  Dr.  Jon  McClel- 
lan  at  the  University  of 
Washington  in  Seattle. 

Disease-mongering  isn't 
new.  The  term  was  coined 
by  Lynn  Payer  in  her  1994 
book  Disease-Mongers:  How 
Doctors,  Drug  Companies, 
and  Insurers  are  Making 
You  Feel  Sick.  But  the  ad- 
vent of  direct-to-consumer 
advertising  in  the  U.S.  in 
1999  fanned  the  trend,  say  drug  industry 
critics.  Their  complaints  reached  a  critical 
mass  this  spring.  The  April  issue  of  the 
journal  PLoS  Medicine  ran  11  articles  on 
disease-mongering  to  coincide  with  the 
first  conference  devoted  to  the  topic,  held 
Apr.  11-13  in  Newcastle. 

Drugmakers  say  they're  only  trying  to 
educate  patients  who  are  struggling  with 
serious  illnesses.  "We  realize  that  not 
every  medicine  is  for  every  person,"  says  a 
spokeswoman  for  Glaxo,  which  makes 
drugs  for  restless  legs  syndrome,  social 
anxiety  disorder,  and  other  diagnoses 


that  are  under  fire.  "Tr 
bels  contain  importarj 
formation  about  wh< 
it's  appropriate,  and  \  i  1 
confident  that  doctors 
suiting  with  patients 
assess  their  health-cai 
sues  and  the  risks  am 
wards  and  make  an  ap  j 
priate  decision 

The  skeptics  aren't 
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Malady  or  Marketing  Tool? 

Drugmakers  are  aiming  their  products  at  a  broader  patient  base 


SOCIAL  ANXIETY 
DISORDER 

Symptom  Severe  shyness 

Drug  Paxil  (GlaxoSmithKline), 
Zoloft  (Pfizer) 

Although  considered  extremely 
rare,  diagnoses  rocketed  after 
Glaxo  started  a  disease  awareness 
campaign  in  the  1990s. 


BIPOLAR  DISORDER 

Symptom  Severe  mood  swings 
between  depression  and  mania 

Drug  Zyprexa  (Eli  Lilly), 
Risperdal  (Janssen) 

People  with  mild  emotional  shifts 
are  being  diagnosed  with  this  serious 
mental  illness.  U.S.  children  as  young 
as  age  2  are  being  diagnosed. 


FEMALE 
SEXUAL 
DYSFUNCTION 

Symptom  Lack 
of  orgasm 

Drug  None,  officially. 
But  20%  of 
testosterone  is 
prescribed  to  women, 
even  though  the 
disease  isn't 
recognized,  and 
clinical  trial  results 
have  been  poor. 


RESTLESS  LEGS  SYNDROME 

Symptom  An  urge  to  constantly  move  one's  legs,  often  at  night 

Drug  Requip  (GlaxoSmithKline) 

Experts  say  under  3%  of  adults  suffer  from  it,  but  diagnoses  soared 
after  Glaxo's  disease  awareness  campaign  began  in  2003. 
Glaxo  says  1  in  10  adults  has  the  condition. 


IRRITABLE  BOWEL  SYNDROME 

Symptom  Intense,  recurring  gastrointestinal  pain 

DrugZelnorm  (Novartis), 
Lotronix  (GlaxoSmithKline) 

One  in  five  U.S.  adults  suffers  from  IBS  at  some 
time,  but  experts  say  few  cases  require  drugs. 
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that  MDs  get 
much  of  their 
continuing 
education 
from  the 

A  'A        4-rrr  ine  SKepucs  aren't 

CtTUg  lnClUS try    vinced  that  doctors  wi '  u 
ma^^mmi^^  so  discriminating,  in 

because  many  get  thei  jr 
formation  about  disease  treatment : 
the  drug  industry.  Pharmaceutical  ( 
panies  routinely  subsidize  contin 
medical  education  courses  for  doc 
They  fund  research  for  diseases  that 
gets  published  in  medical  journals,  J)A' 
they  underwrite  patient  advocate  grc 
which  in  turn  promote  the  underwri 
drugs  on  their  Web  sites.  Witness- 
Child  &  Adolescent  Bipolar  Founda 
It  lists  four  pharmaceutical  compani 
major  donors,  including  Eli  Lilly 
and  Janssen  LP,  makers  of  leading 
stabilizers. 

All  these  factors  come  into  play  jisj 
restless  legs  syndrome,  a  case  historr  m| 
tailed  in  PLoS  Medicine.  Defined  asy 
urge  to  constantly  move  one's  legs*  kg 
condition  can  be  truly  disruptive  forr|  fe 
pie  with  severe  symptoms,  but  uc 
severity  is  considered  rare.  That  difc 
stop  GlaxoSmithKline  from  launching 
disease  awareness  campaign  in  2003 1 1  \ 
company  kicked  off  the  blitz  with  a  ]  |  sa 
release  stating  that  a  "new  survey  rev  ^ 
a  common  yet  underrecognized  disct  f$| 
—restless  legs  syndrome— is  keee  fe 
Americans  awake  at  night."  News  art  \,t 
proliferated,  most  stating  that  the  cci  5ac 
tion  affects  up  to  10%  of  adults  in  the  ^ 
based  on  the  study  Glaxo  promoted.  I  Jq, 
In  2005,  Glaxo's  Requip,  a  treanr  Fre 
for  Parkinson's  disease,  was  approve*  ^ ; 
restless  legs.  At  the  same  time  the  1  tkf 
less  Legs  Syndrome  Foundation,  w  |v 
receives  funding  from  Glaxo,  issun  ifo 
press  release  about  "a  new  national i  ^ 
vey  that  shows  [the]  syndrome  is  laia  9] 
underrecognized  and  poorly  urn  tlr 
stood."  A  Glaxo  spokeswoman  says  I  ^ 
most  Requip  prescriptions  are  writte  ^ 
Parkinson's.  to 

The  VA's  Dr.  Woloshin  grants  -  ij, 
some  people  are  helped  by  Requip,  I  j;r 
and  Viagra.  But  he  worries  that  overt 
ment  drains  money  from  research  \% 
more  serious  illnesses.  "None  of  t  ^ 
companies  is  coming  up  with  a  cur  ^ 
TB,"  he  notes.  That's  a  disease  no  o:  ||, 
trying  to  monger.  ■ 
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TROIT 


ENERAL  MOTORS  IS 
TILL  LIVING  LARGE 

ie  success  of  its  new  SUVs  has  given  it  a 
ost  But  the  buzz  may  soon  wear  off 


(AVID  WELCH 

AST  YEAR,  WITH  GASOLINE 
prices  soaring,  General 
Motors  Chairman 
and  Chief  Execu- 
tive G.  Richard 
■  Wagoner     Jr. 
leaned  on  his 
leers  to  rush  his  new 
sport-utility  vehicles 
arket.  At  the  time  he 
:d    like    a    desperate 
i  going  back  to  the  same 
)laybook.  But  he  figured 
models  would  goose  sales, 
he  SUVs  were  the  only  volume  sellers 
lough  along  in  the  pipeline.  Now,  the 
:  looks  pretty  smart.  Even  as  gas 
s  approach  $3  a  gallon,  sales  of  GM's 
SUVs  are  up  22%  in  the  first  quarter. 
t's  more,  J.  D.  Power  &  Associates  Inc. 
buyers  are  paying  up  to  $7,000  more 
ie  new  Tahoes  ($32,000  base)  and 
lac  Escalades  ($57,000)  than  they 
ed  out  for  the  old  models.  Says  GM 
Chairman  and  Chief  Financial  Offi- 
Frederick  A.    "Fritz"    Henderson: 
re  are  still  plenty  of  customers  who 
'the  versatility  of  a  full-size  SUV." 
py  on  earth,  with  summer  sure  to 
l  higher  prices  at  the  pump,  would 
Jimers  flock  to  these  gas-guzzlers? 
ne  thing,  GM  has  the  only  new  SUVs 
e  market.  Trucks  such  as  the  Tahoe, 
ade,  and  GMC  Yukon  not  only  have 
cabins,  but  they  boast  fuel  economy 
to  20  mpg,  thanks  to  a  system  that 
down  four  of  the  engine's  eight 
lers  while  cruising.  That  beats  all 
ietitors  (the  Toyota  Sequoia  gets  16 
and  matches  some  midsize  SUVs. 
esult,  GM's  large  SUVs  are  stealing 
fs  from  other  auto  makers:  Its  share 
big  SUV  business  has  grown  from  a 
y  62%  in  recent  years  to  67%  this 


year.  Rival  models  such  as  the  Dodge 
Durango  are  down  as  much  as  40% 
this  year.  And  Ford  Motor  Co.  won't 
strike  back  with  a  new  Expedition  and 
Lincoln  Navigator  until  late  this  summer. 
This  is  clearly  good  news  for  Wagoner 
and  GM.  SUV  sales  kicked  in  more  than  $1 
billion  in  new  revenue  in  the  first  quarter, 
helping  the  company  surprise  Wall  Street 
with  smaller  than  expected  losses.  And  it's 
worth  noting  that  GM  can  make  profits  up- 
wards of  $10,000  on  each  big  truck,  vs. 
next  to  nothing  on  some  of  its  sedans.  If 
rising  gas  prices  don't  derail  the  SUV  sales 
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trend,  the  added  revenue  and  cost  cuts 
coming  in  the  second  half  of  the  year  could 
help  GM  eke  out  a  profit. 

Of  course,  the  buzz  could  just  as  well  be 
short-lived.  The  American  Automobile 
Assn.  forecasts  summer  gas  prices  hitting 
an  average  of  $3.05.  Also,  in  the  first  quar- 
ter GM  was  cranking  out  new  SUVs  to  fill 
dealer  inventories.  Since  GM  books  a  sale 
as  soon  as  a  vehicle  leaves  the  factory,  reve- 
nue was  bound  to  jump.  Once  dealers 
stock  up,  production  could  slow.  And  the 
first  models  built  tend  to  be  loaded  with 
pricey  options,  hence  the  fatter  sticker 
prices.  Henderson  concedes  that  "over 
time,  we'll  see  transaction  prices  decline." 
Skeptics  need  only  look  to 
last  fall.  When  gas  spiked 
to  $2.84  a  gallon  in 
k  September,  SUV  sales  fell 
^  off  a  cliff.  Dealers  al- 
ready are  noticing  that 
buyers  are  getting 
edgy  as  fuel  prices  rise 
again.  James  Hardick, 
who  runs  Chevrolet, 
Chrysler,  Jeep,  and 
Kia  dealerships  in  Fort 
Worth,  says  Tahoes  are 
selling,  but  buyers  are 
still  looking  at  passenger 
cars  and  smaller  SUVs. 
Says  Hardick:  "My  Kia 
sales  are  off  the  scale." 

Even  GM  admits  that 
the  SUV  market  is 
shrinking.  Mark  R. 
LaNeve,  GM's  vice-pres- 
ident for  sales  and  marketing,  says  he  ex- 
pects the  market  for  large  SUVs  to  fall 
from  its  peak  of  1  million  vehicles  in 
2003  to  750,000  this  year,  but  GM  will 
have  a  bigger  slice  of  that  pie.  Re- 
searcher Global  Insight  Inc.  forecasts 
that  GM  will  sell  436,000  of  its  new  SUVs 
this  year,  or  about  the  same  as  last  year. 
But  by  2011  that  could  shrink  to  315,000. 
That's  why  GM  is  pushing  hard  in 
other  categories  it  hasn't  mastered. 
Offering  lower  sticker  prices  rather  than 
hefty  rebates  has  given  consumers  more 
enticing  comparisons  when  shopping 
online.  Some  vehicles,  such  as  the  Buick 
Lucerne  sedan  and  the  Chevy  HHR  retro 
wagon,  are  moving  off  lots  twice  as 
quickly  as  the  average  vehicle,  says  J.D. 
Power.  And  LaNeve  says  more  new  mod- 
els are  getting  the  fast-track  treatment 
like  the  SUVs.  But  it  will  take  more  than 
a  few  scattered  hits  for  a  turnaround  to 
take  hold.  GM's  SUV  sales  show  that  De- 
troit is  capable  of  making  vehicles  peo- 
ple want  to  buy.  For  GM,  it  just  needs  to 
happen  a  lot  more— and  soon.  II 


CASH  COW  Buyers 

are  paying  up  to 
$7,000  more  for 
this  year's  Tahoe 
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BLAME  GAME 

The  former  Enron 
chief  also  lashed 
out  at  short  sellers 


ENRON 


THE-REPORTER-DID-IT 
DEFENSE 

Ken  Lay  claims  the  press  sped  Enron's  fall 
by  scaring  investors.  Does  he  have  a  case? 


BY  LORRAINE  WOELLERT 

SUDDENLY,  THERE'S  A 
new  villain  in  the  Enron 
saga.  It's  the  press.  At 
least  that's  what  Kenneth 
L.  Lay  wants  the  jury  to 
think  in  his  criminal  fraud 
trial  in  Houston.  Taking 
the  witness  stand  on  Apr.  24,  Enron's 
former  chairman  and  chief  executive  of- 
ficer elaborated  on  the  testimony  of  his 
former  colleague  and  co-defendant  Jef- 
frey K.  Skilling,  who  had  contended  that 
the  energy  giant  was  financially  sound 
until  just  weeks  before  it  collapsed  in 
December,  2001. 

At  times  abandoning  his  legendary 
folksy  manner  for  a  sharper  tone,  Lay  told 
jurors  there  had  been  "a  real  conspiracy" 
against  Enron.  He  asserted  that  one 
newspaper  in  particular,  The  Wall  Street 
Journal,  "was  on  a  witch  hunt"  aimed  at 
the  company  and  its  onetime  chief  finan- 
cial officer,  Andrew  S.  Fastow.  While  also 
blaming  Fastow,  who  has  pled  guilty  to 
fraud  and  testified  for  the  government, 
Lay  zeroed  in  on  articles  the  newspaper 
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published  in  the  fall  of  2001  that  he  said 
"kicked  off  a  run  on  the  bank"  that 
doomed  the  company. 

Lay  didn't  point  out  any  errors  in  the 
JournaFs  coverage.  But  white-collar 
crime  aficionados  with  no  stake  in  the 
proceedings  acknowledge  the  ingenuity 
of  blaming  the  media  in  an  era  when 
journalists  are  widely  seen  in  a  negative 
light.  "It's  absolutely  a  novel  defense," 
says  Robert  A.  Mintz,  a  former  federal 
prosecutor  now  with  the  firm  of  McCarter 
&  English  in  Newark,  N.J.  But  not 
unique.  Making  his  case  in  the  court  of 
public  opinion  in  the  late 

1HS'  ,jS;bon(!  ■finaJc Ler  According  to 

Michael  Milken  claimed  the  r_^       c 

Wall   Street  Establishment     LciV   TllE 
and  media  helped  speed  his     __  ' V  -.-.  „ 
downfall.  He  pled  guilty  to      Wall  Street 

securities  fraud  and  spent  22 
months  in  prison. 

Certainly  the  press  makes 
for  a  handy  bad  guy.  In  re- 
cent years,  Harris  Interactive 
Inc.'s  annual  survey  of  confi- 
dence in  U.S.   institutions 


Journal"was 
on  a  witch 
hunt" 


has  put  the  me 
near  the  bottom! 
a  list  of  16.  A 
among  the  lose 
big  corporatio 
Wall  Street,  and  lawyers. 

Lay  took  the  stand  as  the  trial  ente:  I 
its  13th  week.  He's  accused  of  conspirnj 
and  securities  fraud  for  allegedly  lying 
investors  about  Enron's  fortunes.  If  ( 
victed,  he  faces  up  to  25  years  in  prise 
Careful  observers  of  the  Enron  dra 
might  have  anticipated  that  the  pr 
would  get  kicked  around  in  the  Hous 
courtroom.  In  February,  2002,  Skill 
told  a  panel  of  the  House  Energy  &  Cc 
merce  Committee  that  Enron  was  the  i 
tim  of  "a  classic  run  on  the  bank" 
gered  by  media  hype  that  alar 
creditors  and  shareholders. 

IMPLOSION 

ON  DAY  TWO  OF  HIS  testimony, 
contended  that  Journal  stories  on  « 
hidden  in  Enron's  off-the-books 
nerships  "were  absolutely  destroyin; 
vestor  confidence  in  the  company 
driving  down  the  stock  at  a  time  wfc 
the  company  was  doing  extremely  \w|  i 
He  also  lashed  out  at  short  sellers, 
vestors  who  bet  that  the  Compaq 
shares  would  fall. 

Will  all  that  wash  with  jurors?  Sq- 
defense  lawyers  doubt  it.  "The  idea 
rapid  information  spread  contributi 
the  Enron  collapse  is  undoubtedly 
case,"  says  John  K.  Carroll,  a  fon 
prosecutor  now  with  Clifford  Chani 
New  York.  But  as  a  legal  defense,  he  fil 
the  argument  unconvincing.  More  pre; 
ising,  in  Carroll's  opinion,  is  Lay's  c 
tention  that  he  didn't  know  about  fn 
committed  by  Fastow. 

Lay  could  hit  trouble  during  crosi 
animation  if  he  can't  identify  mistake 
the  JournaFs  reporting.  "I  don't  knowt 
you  can  just  say  that  accurate  report 
leads  to  the  collapse  of  your  compai 
says  David  A.  Hoffman,  a  former  sect 
ties  litigator  who  teaches  law  at  Tern 
University  in  Philadelphia. 

In  retrospect,  mediae 
ics  have  noted  that  joun 
ists  generally  were  slov 
discover  problems  at 
ron.  But  the  Journal 
basking  in  La/s  disd: 
"Reporters  at  the  Jow 
were  leaders  in  uncover 
the  accounting  irregul 
ties  at  Enron,"  Manag 
Editor  Paul  E.  Steiger  i 
in  a  written  statement. " 
are  proud  of  our  work.' 
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COMMENTARY 


BY  PETER  BURROWS 


McNealy's  Greatest  Hits— and  Misses 

Sun's  outgoing  CEO  shaped  the  Internet  Economy,  but  his  company  hasn't  thrived  then 


NO  ONE  ON  Wall  Street  shed 
tears  when  Scott  G.  McNealy 
announced  he  was  stepping 
down  as  CEO  of  Sun 
Microsystems  Inc.  on  Apr.  24. 
The  stock  zoomed  8%,  to  its  highest  level 
in  more  than  a  year.  McNealy's  hand- 
picked  replacement,  Jonathan  Schwartz, 
offered  admiring  comments.  Otherwise, 
few  tributes  were  made  to  one  of  tech's 

most  influential  and  charismatic  characters— just  lots  of  talk 
about  Sun's  bloated  costs  and  weak  server  sales. 

That's  unfortunate.  McNealy  is  the  rare  executive  who 
shaped  an  era.  He  envisioned  and  set  the  tone  for  the  Internet 
Economy,  and  his  stubbornness— and  over-the-top  showman- 
ship—cleared the  way  for  some  amazing  accomplishments.  The 
problem  is,  having  helped  built  that  world,  McNealy  never  fig- 
ured out  how  to  thrive  in  it. 

When  he  began  proclaiming  that  "the  network  is  the  com- 
puter" back  in  the  mid-1980s,  McNealy  helped  marshal  the 
energies  of  thousands  of  startup  companies— at  a  time  when 
IBM  and  Microsoft  were  making  great  strides  in  locking  cus- 
tomers into  using  their  mainframes  and  PC  operating  soft- 
ware. His  key  point  was  that  the  greatest  value  comes  not 
from  what  can  be  done  with  a' particular  machine  but  from 
what  happens  when  all  manner  of  devices  can 
tap  each  other's  smarts. 

It  wasn't  just  a  slogan.  Consider  how  many 
things  we  take  for  granted  today  that  flowed  from 
Sun  innovations.  Its  NFS  technology,  developed 
back  in  1984,  let  computers  grab  files  over  a  net- 
work rather  than  just  from  a  hard  drive.  Sun 
pushed  for  the  now-ubiquitous  "http"  protocol, 
creating  a  standard  for  snaring  information  over 
the  Web.  In  the  late-1990s,  its  Java  technology  be- 
came a  standard  for  creating  content  accessible 
to  all  brands  of  hardware.  Many  of  McNealy's 
prognostications  that  seemed  ludicrous— say, 
that  software  would  one  day  be  free— are  now  ■ 

largely  true.  When's  the  last  time  you  paid  for  a  Google  search? 

To  some  degree,  McNealy's  philosophy  was  a  product  of  ne- 
cessity. "I'm  not  sure  Sun  had  any  other  choice"  than  to  adopt 
a  one-for-all  credo  to  win  a  seat  at  the  table  with  IBM  and  Mi- 
crosoft, concedes  Sun  Director  James  Barksdale.  "Look  who 
they  were  fighting."  And  if  anyone  enjoyed  a  good  fight,  it  was 
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McNealy.  He  blasted  away  at  Microsoft 
in  particular  with  an  endless  supply  of 
snarky  gibes,  referring  to  the  Seattle 
giant's  virus-prone  Outlook  mail  pro- 
gram as  "Look  Out."  Or  to  make  his 
point  that  Microsoft  innovates  by  buying  up  competitors:  "F 
and  M&A  are  the  same  thing  over  there." 

But  the  scrappy  underdog  act  quickly  wears  thin  when  yo  I 
missing  the  mark.  And  once  the  Internet  boom  went  bust, '. 
Nealy  was  too  often  wrong.  His  refusal  to  field  cheaper  oi 
puters  based  on  off-the-shelf  parts  and  Linux  software  as1: 
posed  to  Sun's  own  technologies  cost  the  company  dearlyl 
did  his  determination  not  to  scale  back  Sun's  sweeping  I 
ambitions— at  15%  of  sales  this  year,  its  spending  is  moret 
twice  IBM's  rate— even  over  the  objections  of  his  managen 
team.  That  tunnel  vision,  in  part,  cost  Sun  its  IN 
exec,  current  Motorola  CEO  Edward  J.  Zander,  i 
Schwartz  gets  the  job  knowing  that  he  ) 
well  need  a  backhoe  rather  than  a  shovel  to 
his  way  back  to  profitability.  McNealy  says  he 
tiated  the  succession  move.  But  Barksdale  ! 
there  was  a  "joint  meeting  of  the  minds"  with 
board:  "One  of  the  great  things  about  capital 
is  you  can  always  look  at  the  stock  price.  It  11 
you  what  the  market  thinks  of  your  story,  an 
some  ways  what  customers  think  of  your  stc 
The  verdict?  Sun's  stock  rests  at  5,  down  fro 
high  of  64  in  2000. 

With  some  sign  of  improvement  in  the  li 


quarter,  McNealy  may  indeed  have  set  the  stage  for  a  retui 
growth,  as  he  claims.  He  insists  he  will  remain  plugged  u 
chairman  and  as  a  kind  of  supersalesman.  That  could  con 
cate  things  for  the  new  CEO.  Or  maybe  in  this  new  role  McN 
will  help  Sun  finally  cash  in  on  the  innovations  he  so  stubb 
ly  protected— and  polish  his  own  legacy  in  the  process. 
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>imdesk  Technologies,  Inc. 


S I M  D  E  S  K" 

On-demand  computing  for  the  world 
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Handicapping  the  LBO  Stakes 

Private-equity  firms  are  eyeing  companies  with  flat  stock  prices,  low  earnings 
valuations,  and  heavy  debt.  Here's  who  is  on  one  analyst's  list 


BY  MARA  DER  HOVANESIAN 

THIS  MIGHT  TURN  OUT 
to  be  the  year  of  the  lever- 
aged buyout.  Through 
March,  deals  worth  more 
than  $45  billion  were 
completed— nearly  half 
the  amount  for  all  of  2005. 
According  to  Louise  Purtle,  a  strategist  at 
New  York-based  independent  research 
shop  CreditSights  Ltd.:  "There  is  no  end 
in  sight." 

Private-equity  funds  have  collected 
billions  in  recent  years  and  are  itching  to 
deploy  their  cash.  The  main  targets: 
companies  with  flat  stock  prices,  low 
earnings  valuations,  and  heavy  debt. 

EVER-BIGGER  PREY 

CREATING  A  LIST  of  LBO  candidates  isn't 
easy  in  this  go-go  environment,  says  Pur- 
tle, since  no  price  appears  to  be  too  high, 
and  the  prey  keeps  getting  larger:  Wit- 
ness the  $14  billion  April  sale  of  a  major- 
ity stake  in  General  Motors  Acceptance 
Corp.  to  a  group  of  private-equity  in- 
vestors. Purtle  took  a  stab  at  identifying 
buyout  bait  using  a  three-step  process 
that  started  with  the  Standard  &  Poor's 
1500-stock  index. 

First,  she  eliminated  companies  that 
fall  into  the  bottom  25%  in  terms  of  a  val- 
uation measure  called  EV/EBITDA  (or  en- 
terprise value  to  earnings  before  interest, 
taxes,  depreciation,  and  amortization), 
which  helps  normalize  the  results  across 
sectors  that  carry  higher  or  lower  price- 
earnings  ratios.  Next,  she  tossed  out  com- 
panies that  lagged  the  S&P  1500  Index's 
total  return  in  the  12  months  ended  in 
early  March.  Then  she  cut  those  with 
market  values  greater  than  $10  billion, 
companies  still  considered  too  big  to  be 
bagged  easily.  She  was  left  with  204;  the 
biggest  25  are  listed  at  right. 

Plenty  of  well-known  investment- 
grade  companies  from  a  broad  swath  of 
sectors  made  the  list.  Of  course,  these  are 
just  potential  targets  based  on  funda- 
mentals. But  with  Wall  Street  dying  to  dig 
its  mitts  into  the  private-equity  war  chest 
and  pull  out  advisory  fees,  you  can  bet 
more  big  deals  will  come,  and  soon. 
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Company 

Market  Value 

(in  billions) 

12-Month 

Return  as  of 

Mar.  9 

Price- 
Earnings  Rat; 

1.    D.R.H0RT0N 

$9.7 

5.0% 

6-3] 

2.    COCA-COLA  ENTERPRISES 

9.4 

(7.2) 

18.3  ! 

3.    PULTE  HOMES 

9.3 

(1.2) 

6.6] 

4.    COMERICA 

9.1 

4.35 

10.81 

1 

5.    LENNAR 

8.6 

(0.6) 

6.41 

6.  MURPHY  OIL 

7.  SYNOVUS  FINANCIAL 

8.6 

(5.5) 

10.2  j 

8.5 

7.15 

16.4J 

8.    EASTMAN  KODAK 

8.2 

(15.7) 

(5.71 

9.    H&R  BLOCK 

7.3 

(14.8) 

13.7J 

10.  RR  DONNELLEY  &  SONS 

11.  PEPSI  BOTTLING  GROUP 

7.2 

4.4 

73.81 

7.0 

8.97 
4.6 

15.51 

12.  BLACK  &  DECKER 

6.7 

12.61 

13.  UST 

6.7 

(25.3) 

12.6 

14.  MATTEL 

6.6 

(17.0) 

16.51 

9.4 

15.  SAFECO 

6.4 

10.0 

16.  U.S.  STEEL 

6.2 

(11.8) 

7.QJ 

17.  SHERWIN-WILLIAMS 

6.0 

4.2 

13.(1 

18.  COMMERCE  BANCORP 

6.0 

9.8 

20.^1 

19.  VFCORP. 

6.0 

'    (6.5) 

11.5  jj 

20.  KB  HOME 

5.8 

8.7 

6.41 

21.  DOLLAR  GENERAL 

5.5 

(17.2) 

16.61 

22.  LEXMARK  INTERNATIONAL 

5.3 

(41.2) 

i5.m 

23.  PIONEER  NATURAL  RESOURCES 

5.1 

0.3 

12.91 

24.  AVAYA 

5.0 

20.6 

5-f 

25.  TOLL  BROTHERS 

4.7 

(26.5) 

5.6 

I  Want  to  phone  my  friends  and  family 
without  getting  a  call  from  the  CFO. 


FREE 

HIGH-SPEED 

INTERNET  ACCESS 
& 

FREE 

LONG  DISTANCE 


\VHAT  S  YOUR  REQUEST?  Do  you  want  to  chat  up  old  friends  and  current 
business  associates  every  day?  Or  do  you  want  to  leisurely  surf  the  web  looking  for  the  next  big  thing  all 
night?  We'd  like  to  hear  about  it.  Join  Wyndham's  free  ByRequest  program  and  enjoy  extras  like  free  long 
distance  and  Internet  access  when  you're  traveling  on  business.  Call  us  or  your  travel  planner  for  details. 
1.80G.WYNDHAM  www.wyndham.com 


© 


WYNDHAM 

HOTELS  &  RESORTS" 


i  ByRequest'  benefits  are  available  at  participating  Wyndham  Hotels  &.  Resorts  and  are  subject  to  certain  restrictions.  For  a  complete  list  of  terms  and  conditions,  visit  www.wyndham.con 


Analysis  &  Comm^itar 


COST  CONTROL 


EAGLE  EYE  ON 
YOUR  T&E 

Now  your  boss  can  monitor 
expenses  before  you  charge  them 


tools  and  electronic 
ing  systems.  Com] 


BY  MARA  DER  HOVANESIAN 

HE  BUSINESS  TRAVELER 
may  be  back  in  vogue,  but 
the  fat  expense  account  is 
as  yesterday  as  Pan  Am 
and  the  three-martini 
lunch.  Consider  Covansys 
Corp.  Among  the  Farming- 
ton  Hills  (Mich.)  tech  services  company's 
7,300  employees  are  many  frequent-flyer 
all-stars,  who  rack  up  almost  $15  million 
in  travel  and  entertainment  expenses  a 
year.  No  surprise,  India  is  a  popular  des- 
tination: Covansys'  consultants  go  on 
some  100  trips  every  quarter.  To  make  the 
22-hour  one-way  trip  less  of  "an  unpleas- 
ant experience,"  Timothy  Hughes,  vice- 
president  for  financial  planning,  lets 
many  of  his  consultants  fly  business 
class.  "Trust  me,  you  don't  want  to  be  in 
the  back  of  the  plane  in  coach  for  that 
long,"  he  says. 

The  deluxe  travel  allowances,  however, 
end  there.  Hughes  watches  the  T&E 
budget  like  Ebenezer  with  an  eyeshade. 
He  has  a  small  group  of  auditors,  in  India 
no  less,  who  pore  over  both  company- 
wide  expense  reports  and  upcoming  itin- 
eraries every  night.  So  by  the  time  Hugh- 
es is  drinking  his  first  cup  of  coffee  in  the 
morning,  he  can  check  for  unusual  or  ex- 
cessive spending.  On  Apr.  13,  for  exam- 
ple, the  report  picked  up  a  $9,000  book- 
ing for  a  round-trip  ticket  from  Chicago 
to  Bangalore.  "We  intercepted  and  paid 
half  that  price,"  says  Hughes,  adding: 
And  "don't  try  to  book  something  in 
Hawaii— that's  another  red  flag.  We 
don't  do  business  there." 

Across  the  country,  numbers  crunchers 
see  a  promising  and  largely  untapped 
area  for  cost  control:  your  T&E.  Indeed, 
the  tens  of  billions  rung  up  on  T&E  cards 
represent  the  second-  or  third-largest  cat- 
egory of  corporate  discretionary  spend- 
ing. That' s  why  corporate  auditors  are 
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seizing  on  new  technolo- 
gy to  scour  for  problems 
in  ways  they  never  could 
before,  putting  T&E  under 
24/7  scrutiny. 

In  the  analog  days,  it  was 
easy  to  game  the  system. 
Employees  padded  accounts 
by  filing  bogus  charges,  ex- 
tending business  trips  for  va- 
cations,  and   springing   for 
family    members.    One    old 
standby:  filing  reimbursement 
requests  for  fictional  expenses 
just  under  the  amount  for  which 
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nies  can  curb  costs  e\ 
before  employees  get 
a  plane  or  make  tl 
unauthorized  stay  at  1, 
Ritz  Paris.  "The  key  is  £ 
control  the  expense  " 
the  front  end  and 
stantly  monitor  it,  so  j 
know  what  you  are  goingi 
pay  for,"  says  Rajeev  Sinjr 
president  of  Concur  Tal 
nologies  Inc.,  an  online  d 
porate  travel  and  T&E  m» 
agement   service   based  p 
Redmond,  Wash. 
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Drilling  Deeper 
and  Deeper 

To  crack  down  on  expense  accounts, 
companies  are  using  data  mining  and 
monitoring  technology  to: 

TRACK  PETTY  CASH  Scrutiny  of  cash  purchases 
allows  employers  to  suss  out  abusers 


FLAG  STEALTH  UPGRADES  Last-minute  changes 
are  compared  with  what  was  booked 

TREHDSPOTTING  Systems  analysis  is  used  to 
tease  out  suspect  spending  patterns 

OUTSOURCING  T&E  audits  are  outsourced  to 
India;  managers  can  now  review  employee 
spending  daily  instead  of  monthly 


PRETRAVEL  WARNINGS  Extravagant 
reservations  require  explanation  from  employee 
upon  booking  instead  of  after  paying 


Data:  BusinessWeek 


receipts  would  be  required.  It  could  take  six 
months  or  even  more  before  the  pile  of  pa- 
perwork landed  on  an  accountant  s  desk  for 
processing— a  nightmare  for  tracking. 

Today,  old-line  credit-card  companies 
and  online  upstarts  have  revolutionized 
the  process  with  an  array  of  Web-based 


PAYING  A  PENALTY 

ONE  LINE  OF  DEFENSE  is  ij 
information  provided  by  era* 
card  companies.  American 
press  Co.  now  spits  out  repcIT 
that  highlight,  for  instance,'! 
gap  between  company-approv 
compact  car  rentals  (what 
traveler  reserved)  and  prohibj 
upgrades  to  luxury  cars  (what 
traveler  actually  drove  and 
for).  It  can  also  aggregate 
items  were  paid  for  in  cash 
how  often  receipts  fall  under  1 
company's  daily  cash  thresh 
MasterCard    totals    commen  l 
transactions  daily  and  shoots  i" 
data  directly  to  companies.  Th  liS 
systems  also  help  companies  ne; 
tiate  bulk  discounts  with  supplW  , 
Not  surprisingly,  some  empl; b 
ees  need  a  taste  of  the  stick.  M  ^ 
companies  now  make  workers]^  rf 
out  of  pocket  for  egregious  and  \ 
approved  deviations,  such  as 
difference  between  a  first-class}!'  l°H 
discounted  flight.   E-mail  al( 
about  overdue  expense  reports 
copied  to  superiors  if  unheedec 

The  ultimate  control  maybi  hi 
base  expenses  on  employee 
havior.  Last  year,  Morgan  Star 
boosted  its  T&E  budget  to  help  its  brol*  . 
schmooze  wealthy  clients.  The  cat  ^" 
Brokers  must  qualify  for  the  perk.  Wl 
they  bring  in  $250,000  to  $400,00C 
new  business,  they  get  $1,000  to  help  I 
the  bill.  Welcome  to  the  era  of  perfoi 
ance-based  T&E.  ■ 


(sildenafil  citrate) tablets 


Keep  that  spark  alive. 


FACT:  VIAGRA  can  improve  erections  for  guys  with  ED. 
Studies  show  VIAGRA  can  also  improve  their 
sexual  relationship  satisfaction. 


Ask  your  doctor 

if  VIAGRA 
is  right  for  you. 


^.GRA  is  prescribed  to  treat  erectile  dysfunction.  We  know  that  no  medicine  is  for  everyone.  If 
i  use  nitrate  drugs,  often  used  for  chest  pain  (known  as  angina),  don't  take  VIAGRA.  Taking 
sse  drugs  together  could  cause  your  blood  pressure  to  drop  to  an  unsafe  level. 

k  with  your  doctor  first.  Make  sure  you  are  healthy  enough  to  have  sex.  If  you  have  chest  pain, 
lsea,  or  other  discomforts  during  sex,  seek  medical  help  right  away. 

hough  erections  lasting  for  more  than  four  hours  may  occur  rarely  with  all  ED  treatments  in 
>  drug  class,  to  avoid  long-term  injuries,  it  is  important  to  seek  immediate  medical  help. 

are  instances,  men  taking  PDE5  inhibitors  (oral  erectile  dysfunction  medicines,  including  VIAGRA) 
orted  a  sudden  decrease  or  loss  of  vision.  It  is  not  possible  to  determine  whether  these  events  are 
ited  directly  to  these  medicines  or  to  other  factors.  If  you  experience  sudden  decrease  or  loss  of 
on,  stop  taking  PDE5  inhibitors,  including  VIAGRA,  and  call  a  doctor  right  away 

most  common  side  effects  of  VIAGRA  are  headache,  facial  flushing,  and  upset  stomach.  Less 
ion  are  bluish  or  blurred  vision,  or  being  sensitive  to  light.  These  may  occur  for  a  brief  time, 
lember  to  protect  yourself  and  your  partner  from  sexually  transmitted  diseases. 

se  see  our  patient  summary  of  information  for  VIAGRA  (25  mg,  50  mg,  100  mg)  tablets  on  the  following  page. 
GRA  is  covered  under  most  Managed  Care  Plans* 

■  of  members  by  formulary  status  for  HMOs,  PPOs  and  POS  for  VIAGRA.  Formulary  Compass™  MediMedia  USA  Inc.  October  2005. 

ortant  Information:  VIAGRA  is  one  of  several  ED  treatments  that  you  and  your  doctor  can  consider. 

Qj^fy  U.S.  Pharmaceuticals 

VG242505O  ©  2006  Pfizer  Inc.  All  rights  reserved. 


nsured?  Need  help  paying  for  medicine?  Pfizer  has  programs  that  can  help,  u?|n£. 
i matter  your  age  or  income.  You  may  even  qualify  for  free  Pfizer  medicines.    '    ''f?J,Sf< 


11  1-866-706-2400.  Or  visit  www.pfizerhelpfulanswers.com. 
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PATIENT    SUMMARY    OF    INFORMATION    ABOUT 


VIAGRA 

(sildenafil  citrate)  tablets 


This  summary  contains  important  information  about  VIAGRA  It  is 
not  meant  to  take  the  place  of  your  doctor's  instructions.  Read  this 
information  carefully  before  you  start  taking  VIAGRA,  Ask  your  doc 
tor  or  pharmacist  if  you  do  not  understand  any  of  this  information  or 
if  you  want  to  know  more  about  VIAGRA. 
This  medicine  can  help  many  men  when  it  is  used  as  prescribed  by 
their  doctors.  However,  VIAGRA  is  not  for  everyone.  It  is  intended  for 
use  only  by  men  who  have  a  condition  called  erectile  dysfunction. 
VIAGRA  must  never  be  used  by  men  who  are  taking  medicines  that 
contain  nitrates  of  any  kind,  at  any  time.  This  includes  nitroglyc- 
erin. If  you  take  VIAGRA  with  any  nitrate  medicine  your  blood  pres- 
sure could  suddenly  drop  to  an  unsafe  or  life  threatening  level. 

•  What  Is  VIAGRA? 

VIAGRA  is  a  pill  used  to  treat  erectile  dysfunction  (impotence)  in  men. 
It  can  help  many  men  who  have  erectile  dysfunction  get  and  keep  an 
erection  when  they  become  sexually  excited  (stimulated). 
You  will  not  get  an  erection  just  by  taking  this  medicine.  VIAGRA 
helps  a  man  with  erectile  dysfunction  get  an  erection  only  when  he  is 
sexually  excited. 

•  How  Sex  Affects  the  Body 

When  a  man  is  sexually  excited,  the  penis  rapidly  fills  with  more 
blood  than  usual.  The  penis  then  expands  and  hardens.  This  is  called 
an  erection.  After  the  man  is  done  having  sex.  this  extra  blood  flows 
out  of  the  penis  back  into  the  body.  The  erection  goes  away.  If  an 
erection  lasts  for  a  long  time  (more  than  6  hours),  it  can  permanently 
damage  your  penis.  You  should  call  a  doctor  immediately  if  you  ever 
have  a  prolonged  erection  that  lasts  more  than  4  hours. 
Some  conditions  and  medicines  interfere  with  this  natural  erection 
process.  The  penis  cannot  fill  with  enough  blood.  The  man  cannot  have 
an  erection.  This  is  called  erectile  dysfunction  if  it  becomes  a  frequent 
problem. 

During  sex.  your  heart  works  harder.  Therefore  sexual  activity  may 
not  be  advisable  for  people  who  have  heart  problems.  Before  you 
start  any  treatment  for  erectile  dysfunction,  ask  your  doctor  if  your 
heart  is  healthy  enough  to  handle  the  extra  strain  of  having  sex.  If  you 
have  chest  pains,  dizziness  or  nausea  during  sex.  stop  having  sex  and 
immediately  tell  your  doctor  you  have  had  this  problem. 

•  How  VIAGRA  Works 

VIAGRA  enables  many  men  with  erectile  dysfunction  to  respond  to 
sexual  stimulation.  When  a  man  is  sexually  excited.  VIAGRA  helps 
the  penis  fill  with  enough  blood  to  cause  an  erection.  After  sex  is 
over,  the  erection  goes  away. 

•  VIAGRA  Is  Not  for  Everyone 

As  noted  above  {How  Sex  Affects  the  Body),  ask  your  doctor  if  your 
heart  is  healthy  enough  for  sexual  activity. 
If  you  take  any  medicines  that  contain  nitrates  -  either  regularly  or 
as  needed  -  you  should  never  take  VIAGRA.  If  you  take  VIAGRA 
with  any  nitrate  medicine  or  recreational  drug  containing  nitrates, 
your  blood  pressure  could  suddenly  drop  to  an  unsafe  level.  You 
could  get  dizzy,  faint,  or  even  have  a  heart  attack  or  stroke.  Nitrates 
are  found  in  many  prescription  medicines  that  are  used  to  treat 
angina  (chest  pain  due  to  heart  disease)  such  as: 

•  nitroglycerin  (sprays,  ointments,  skin  patches  or  pastes,  and 
tablets  that  are  swallowed  or  dissolved  in  the  mouth) 

•  isosorbide  mononitrate  and  isosorbide  dinitrate  (tablets  that 
are  swallowed,  chewed,  or  dissolved  in  the  mouth) 

Nitrates  are  also  found  in  recreational  drugs  such  as  amyl  nitrate  or 
nitrite  ("poppers").  If  you  are  not  sure  if  any  of  your  medicines  contain 
nitrates,  or  if  you  do  not  understand  what  nitrates  are.  ask  your  doctor 
or  pharmacist. 

VIAGRA  is  only  for  patients  with  erectile  dysfunction.  VIAGRA  is  not 
for  newborns,  children,  or  women.  Do  not  let  anyone  else  take  your 
VIAGRA  VIAGRA  must  be  used  only  under  a  doctor's  supervision. 

•  What  VIAGRA  Does  Not  Do 

•  VIAGRA  does  not  cure  erectile  dysfunction.  It  is  a  treatment 
for  erectile  dysfunction. 

•  VIAGRA  does  not  protect  you  or  your  partner  from  getting 
sexually  transmitted  diseases,  including  HIV  —  the  virus  that 
causes  AIDS. 

•  VIAGRA  is  not  a  hormone  or  an  aphrodisiac. 

•  What  To  Tell  Your  Doctor  Before  You  Begin  VIAGRA 

Only  your  doctor  can  decide  if  VIAGRA  is  right  for  you.  VIAGRA  can 
cause  mild,  temporary  lowering  of  your  blood  pressure.  You  will  need 
to  have  a  thorough  medical  exam  to  diagnose  your  erectile  dysfunc- 
tion and  to  find  out  if  you  can  safely  take  VIAGRA  alone  or  with  your 
other  medicines.  Your  doctor  should  determine  if  your  heart  is  healthy 
enough  to  handle  the  extra  strain  of  having  sex. 
Be  sure  to  tell  your  doctor  if  you: 

•  have  ever  had  any  heart  problems  (e.g.,  angina,  chest  pain, 
heart  failure,  irregular  heart  beats,  heart  attack  or  narrowing  of 
the  aortic  valve) 

•  have  ever  had  a  stroke 

•  have  low  or  high  blood  pressure 

•  have  ever  had  severe  vision  loss 

•  have  a  rare  inherited  eye  disease  called  retinitis  pigmentosa 

•  have  ever  had  any  kidney  problems 

•  have  ever  had  any  liver  problems 

•  have  ever  had  any  blood  problems,  including  sickle  cell 
anemia  or  leukemia 

•  are  allergic  to  sildenafil  or  any  of  the  other  ingredients  of 
VIAGRA  tablets 


•  have  a  deformed  penis,  Peyronie's  disease,  or  ever  had  an 
erection  that  lasted  more  than  4  hours 

•  have  stomach  ulcers  or  any  types  of  bleeding  problems 

•  are  taking  any  other  medicines 

•  VIAGRA  and  Other  Medicines 

Some  medicines  can  change  the  way  VIAGRA  works.  Tell  your  doc- 
tor about  any  medicines  you  are  taking.  Do  not  start  or  stop  taking 
any  medicines  before  checking  with  your  doctor  or  pharmacist.  This 
includes  prescription  and  nonprescription  medicines  or  remedies: 

•  Remember,  VIAGRA  should  never  be  used  with  medicines 
that  contain  nitrates  (see  VIAGRA  Is  Not  for  Everyone). 

'  If  you  are  taking  alpha-blocker  therapy  for  the  treatment  of 
high  blood  pressure  or  prostate  problems,  you  should  not 
take  a  dose  of  greater  than  25  mg  of  VIAGRA  at  the  same  time 
(within  4  hours)  as  you  take  your  dose  of  alpha-blocker. 

•  If  you  are  taking  a  protease  inhibitor,  your  dose  may  be 
adjusted  (please  see  Finding  the  Right  Dose  for  You). 

•  VIAGRA  should  not  be  used  with  any  other  medical  treatments 
that  cause  erections.  These  treatments  include  pills,  medi- 
cines that  are  injected  or  inserted  into  the  penis,  implants  or 
vacuum  pumps. 

•  Finding  the  Right  Dose  for  You 

VIAGRA  comes  in  different  doses  (25  mg,  50  mg  and  100  mg).  If  you 
do  not  get  the  results  you  expect,  talk  with  your  doctor.  You  and  your 
doctor  can  determine  the  dose  that  works  best  for  you. 

•  Do  not  take  more  VIAGRA  than  your  doctor  prescribes. 

•  If  you  think  you  need  a  larger  dose  of  VIAGRA,  check  with 
your  doctor. 

•  VIAGRA  should  not  be  taken  more  than  once  a  day. 

If  you  are  older  than  age  65,  or  have  serious  liver  or  kidney  problems, 
your  doctor  may  start  you  at  the  lowest  dose  (25  mg)  of  VIAGRA.  If  you 
are  taking  protease  inhibitors,  such  as  for  the  treatment  of  HIV,  your 
doctor  may  recommend  a  25  mg  dose  and  may  limit  you  to  a  maxi- 
mum single  dose  of  25  mg  of  VIAGRA  in  a  48  hour  period.  If  you  are 
taking  alpha-blocker  therapy,  you  should  not  take  a  dose  of  greater 
than  25  mg  of  VIAGRA  at  the  same  time  (within  4  hours)  as  your  dose 
of  alpha-blocker. 

•  How  To  Take  VIAGRA 

Take  VIAGRA  about  one  hour  before  you  plan  to  have  sex.  Beginning 
in  about  30  minutes  and  for  up  to  4  hours,  VIAGRA  can  help  you  get 
an  erection  if  you  are  sexually  excited.  If  you  take  VIAGRA  after  a  high- 
fat  meal  (such  as  a  cheeseburger  and  french  fries),  the  medicine  may 
take  a  little  longer  to  start  working.  VIAGRA  can  help  you  get  an  erec- 
tion when  you  are  sexually  excited.  You  will  not  get  an  erection  just  by 
taking  the  pill. 

•  Possible  Side  Effects 

Like  all  medicines,  VIAGRA  can  cause  some  side  effects.  These  effects 
are  usually  mild  to  moderate  and  usually  don't  last  longer  than  a 
few  hours.  Some  of  these  side  effects  are  more  likely  to  occur 
with  higher  doses.  The  most  common  side  effects  of  VIAGRA  are 
headache,  flushing  of  the  face,  and  upset  stomach.  Less  common  side 
effects  that  may  occur  are  temporary  changes  in  color  vision  (such 
as  trouble  telling  the  difference  between  blue  and  green  objects  or 
having  a  blue  color  tinge  to  them),  eyes  being  more  sensitive  to  light, 
or  blurred  vision. 

In  rare  instances,  men  taking  PDE5  inhibitors  (oral  erectile  dysfunc- 
tion medicines,  including  VIAGRA)  reported  a  sudden  decrease  or 
loss  of  vision  in  one  or  both  eyes.  It  is  not  possible  to  determine 
whether  these  events  are  related  directly  to  these  medicines,  to  other 
factors  such  as  high  blood  pressure  or  diabetes,  or  to  a  combination 
of  these.  If  you  experience  sudden  decrease  or  loss  of  vision,  stop 
taking  PDE5  inhibitors,  including  VIAGRA,  and  call  a  doctor  right 
away. 

In  rare  instances,  men  have  reported  an  erection  that  lasts  many 
hours.  You  should  call  a  doctor  immediately  if  you  ever  have  an  erec- 
tion that  lasts  more  than  4  hours.  If  not  treated  right  away,  permanent 
damage  to  your  penis  could  occur  (see  How  Sex  Affects  the  Body). 
Heart  attack,  stroke,  irregular  heart  beats,  and  death  have  been 
reported  rarely  in  men  taking  VIAGRA.  Most,  but  not  all,  of  these  men 
had  heart  problems  before  taking  this  medicine.  It  is  not  possible  to 
determine  whether  these  events  were  directly  relatad  to  VIAGRA. 
VIAGRA  may  cause  other  side  effects  besides  those  listed  on  this 
sheet.  If  you  want  more  information  or  develop  any  side  effects  or 
symptoms  you  are  concerned  about,  call  your  doctor. 

•  Accidental  Overdose 

In  case  of  accidental  overdose,  call  your  doctor  right  away. 

•  Storing  VIAGRA 

Keep  VIAGRA  out  of  the  reach  of  children.  Keep  VIAGRA  in  its  origi- 
nal container.  Store  at  25°C  (77°F);  excursions  permitted  to  15-30°C 
(59-86°F)  (see  USP  Controlled  Room  Temperature], 

•  For  More  Information  on  VIAGRA 

VIAGRA  is  a  prescription  medicine  used  to  treat  erectile  dysfunction. 
Only  your  doctor  can  decide  if  it  is  right  for  you.  This  sheet  is  only  a 
summary.  If  you  have  any  questions  or  want  more  information  about 
VIAGRA,  talk  with  your  doctor  or  pharmacist,  visit  www.viagra.com,  or 
call  1-888-4VIAGRA. 
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Tie  Economic  Case 
or  Legalizing  Illegals 


CATHERINE  YANG 

[EN  THE  OFFICE  OF  SENATOR  ARLEN  SPECTER  (R-PA.)  RANG 
in  April  with  an  invitation  to  testify  before  Congress  on  immi- 
tion,  David  Card  turned  the  offer  down  flat.  "Those  guys  are 
:  interested  in  grandstanding,"  says  the  University  of  California 
Berkeley  professor.  "I  don't  have  much  respect  for  politicians." 

:t  at  a  moment  when  immigration  is  deal  with  the  study  because  it  was  so  per- 
ig  hot  button,  the  diffident  50-year-old  suasive,"  says  economist  Orley  Ashenfelter, 
idian  is  the  top  pro-immigration  econ-      Card's  PhD  adviser  at  Princeton  University. 

In  1995,  Card  won  the  John  Bates  Clark 
Medal  for  best  U.S.  economist  under  40. 


it  in  the  U.S.  Based  on  his  research, 
argues  that  the  influx  of  foreigners  in 
it  decades  has  had  little  effect  on  the 
ts  of  unskilled  U.S.  workers— a  finding 
helps  justify  the  latest  proposals  to  le- 
e  illegal  aliens.  If  he's  right,  fears  of 
igrant  workers  are  overblown.  "It's  a 
:  tactic,"  he  says. 

alike  some  other  labor  economists, 

!  knows  firsthand  about  physical  work. 

eldest  of  five  growing  up  on  a  dairy 

in  Guelph,  Ont,  he  got  up  at  5:30 

morning  to  milk  the 
;  and  attended  a  one- 
l  schoolhouse  in  the  el- 
ltary  grades,  never 
ing  professionals'  kids 
high  school.  To  pay  his 
through  college  he 
ed  at  a  research  farm. 

probably    cut    more 

than  anyone  you've 
met,"  he  says, 
en  as  a  seventh-genera- 
Canadian,  Card  em- 
zes  with  immigrants, 
ameone  had  cut  immi- 
in  1820  when  my 
y  left  England  for 
da,  my  family  would 
starved  to  death,"  he  says.  "Poor  peo- 
iround  the  world  deserve  a  shot  to 
:  in  wealth  and  opportunity." 
rd's  stature  as  an  immigration  econo- 
:omes  from  the  power  of  his  empirical 
rch.  He  studied  the  1980  Mariel  boat 
rhich  brought  thousands  of  Cuban  po- 

refugees  to  Miami.  Economists  ex- 
d  this  influx  to  hurt  unskilled  workers 

But  his  1990  paper  showed  that 
s  barely  budged.  "Everyone  had  to 


CARD  Fears 
of  immigrant 
workers  are 
overblown 


Strong  Disagreement 

IN  A  2004  STUDY  he  looked  at  big  U.S. 
cities  and  found  that  the  surge  in  unskilled 
immigrants  had  little  impact  on  high 
school  dropouts'  wages  relative  to  more- 
educated  workers. 

Other  economists  disagree.  "What 
David  is  saying  is  insane,"  says  Cuban- 
born  Harvard  economist  George  Borjas, 
the  leading  immigration 
skeptic.  "To  say  a  [big]  influx 
of  high  school  dropouts  has 
no  impact  on  wages  is  a 
strange  way  of  looking  at  the 
labor  market." 

In  a  2005  study,  Borjas 
and  fellow  Harvard  econo- 
mist Lawrence  Katz  calcu- 
lated that  the  arrival  of  un- 
skilled   immigrants    from 
1980    to    2000    depressed 
wages     of     high     school 
dropouts  relative  to  those  of  educated 
workers  by  8%.  But  in  a  less  noticed 
part  of  the  study,  they  found  that 
wages  of  high  school  dropouts  fell 
only  by  3%  to  4%  if  employers  in- 
stalled new  machinery  to  make  more  pro- 
ductive use  of  workers.  That's  an  "almost 
undetectable"  difference  from  his  own  re- 
sults, says  Card. 

While  Borjas  has  become  a  darling  of 
immigration  foes,  Card  believes  that  get- 
ting too  close  to  politics  endangers  schol- 
arly objectivity.  He  also  worries  that  "most 
people  cannot  be  assuaged  by  the  evi- 
dence" on  emotional  issues.  But  still,  Card 
keeps  trying.  ■ 


CAPITAL 
INSIDER 


THE TAX BREAK 
BIG  OIL  IS  LOW 

Lawmakers  are  getting  an  earful 
from  voters  furious  about  high 
gasoline  prices.  Democrats  and 
some  Republicans  want  to 
whack  oil  and  gas  producers 
with  a  windfall-profits  tax.  But  if 
politicians  think  levies  on  energy 
companies  are  too  low,  they 
could  look  back  to  a  tax  break 
they  quietly  O.KVd  just  two  years 
ago.  That  provision  has  already 
cut  taxes  paid  by  oil  companies 
by  hundreds  of  millions  of 
dollars  and  could  be  worth  as 
much  as  $10 

Conoco 

Phillips 

saved 

$106 

million 


last  year 


billion  over 
the  next 
decade. 

The  tax 
breaks  were 
part  of  a 
2004  law 
intended  to 
benefit  U.S. 
manufac- 
turers. But  oil 
producers, 
along  with 

many  other  businesses,  got  in 
on  the  action.  Profits  from  both 
oil  produced  domestically  and 
foreign  crude  refined  in  the  U.S. 
are  eligible.  "There  is  no  reason 
why  they  should  have  this 
deduction,  except  they  have 
very  effective  lobbyists,"  says 
Leonard  E.  Burman,  co -director 
of  the  Urban-Brookings  Tax 
Policy  Center. 

But  Mark  Kibbe  of  the 
American  Petroleum  Institute, 
an  industry  group,  says  the  tax 
break  will  boost  domestic 
energy  production:  "The  idea 
was  to  promote  U.S.  refining 
and  extraction  jobs  and  build 
more  capacity  here." 

ConocoPhillips  reported  that 
the  provision  cut  its  taxes  by 
$106  million  for  last  year  alone. 
And  while  Congress  figured  the 
total  break  would  be  worth  $3.6 
billion,  that  assumed  oil  prices 
below  $30  a  barrel.  They  now 
top  $70. 
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AIRLINES 


A  CLOSER  CONTINENT 

How  the  explosion  in  bargain  Euro-fares  is  breaking 
down  borders  and  creating  a  new  class  of  commuters 


BY  KERRY  CAPELL 

WHEN  KURT  WIL- 
son's  pals  told  him 
they  were  throw- 
ing him  a  bachelor 
party  in  Vilnius, 
Lithuania,  back  in 
2002,  the  British 
entrepreneur  was  less  than  thrilled.  Aside 
from  cheap  beer,  what  could  this  grim 
former  Soviet  bloc  city  offer?  Plenty,  as  it 
turned  out.  Wilson,  now  32,  fell 
so  in  love  with  Vilnius,  with  its 
friendly  people  and  beautiful 
medieval  old  town,  that  he  has 
since  made  it  his  second  home. 
A  Brit  commuting  to  Lithua- 
nia? A  few  years  ago,  such  an 
idea  would  have  been  unthink- 
able. Now,  thanks  to  airfare  as 
low  as  $100  round-trip  on 
Ryanair  or  its  local  competitor, 
Air  Baltic,  Wilson  and  his  wife 
travel  between  London  and  Vil- 
nius at  least  once  a  month.  The 
couple  owns  two  apartments  in 
Vilnius.  And  Wilson,  impressed 
with  the  skilled  and  inexpensive 
local  workforce,  opened  a  local 
office  of  Advansys,  his  Reading- 
based  software  development 
company.  "When  I  first  came 
here,  my  friends  thought  I  was 
mad,"  he  says.  "Low-cost  air- 
lines are  opening  up  places  that 
used  to  be  beyond  most  people's 
comfort  zones." 

Ryanair,  easyjet,  and  nearly 
40  other  low-cost  airlines  across 
Europe  are  accomplishing  what 
the  politicians  in  the  expanding 
European  Union  couldn't.  Not 
until  the  discount  airlines  came 
on  strong  did  millions  of  Euro- 
peans start  to  cross  borders  en 
masse  for  business  and  pleasure. 
Airlines  last  year  logged  more 
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than  420  million  passengers  on  intra-Eu- 
ropean  flights,  an  increase  of  some  40% 
from  five  years  ago.  In  the  process, 
they've  played  a  major  role  breaking 
down  cultural  barriers,  revitalizing  local 
economies,  and  opening  up  new  business 
opportunities.  "Bureaucrats  in  Brussels 
have  been  blathering  on 
about  European  unity  for 
ages,"  says  Michael 
O'Leary,  CEO  of  Dublin- 


MASS  TRANSIT 

Ryanair  flies  334 
routes  to  23  nations 


European  Travel  Boom 

The  rise  of  budget  airlines  has  turned  some 
of  Europe's  sleepy  airports  into  busy  hubs 

PASSENGER  ARRIVALS 

BEFORE  LOW-COST  SERVICE                    AFTER* 

STANSTED, 
ENGLAND 

3.9  million 

22.2  million 

RIGA, 
LATVIA 

712,000 

1,878,000 

ALGHERO, 
SARDINIA 

589,175 

1,079,843 

KATOWICE, 
POLAND 

257,991 

1,092,385 

ZARAGOZA, 
SPAIN 

BRNO, 
CZECH  RER 

215,000 
172,000 

381,849 
315,000 

•2005    Data:  Airports 

based  Ryanair.  "But  low-cost  airlines 
at  the  forefront  of  delivering  it." 

Jetting  around  Europe  used  to  be  a 
ury.  Now  if  s  possible  to  crisscross  th( 
gion  for  as  little  as  $30  round-trip— 
than  the  fare  on  a  taxi  ride  to  the  local 
port.  The  British  pop  over  to  Budapes 
budget  root  canals  and  cut-pi 
nip-and-tucks.     Irish    prop; 
speculators  fly  to  Estonia  to  b\ 
bargain.    Latvian    construct1 
workers  head  to  Dublin  to  caa  0I 
on  that  city's  construction  boi:  & 
while  Polish  doctors  and  nui  ^ 
jet  over  to  Britain  to  fill  hos] 
shortages.  "I've  been  to  p 
I've  never  even  heard  of  just.  Jt 
cause  it's  so  cheap,"  says  II  ^ 
Marsden,  a  38-year-old  dispp  !er 
manager  at  a  Manchester  pn  m 
ing  company  who  recently  s\\  %\ 
a  weekend  in  Santiago  de  G.  ,„ 
postela  in  Spain.  |  B» 

The  explosion  in  low-  (j 
flights  has  given  rise  to  a  ^ 
group  of  Euro-commuters.  M 
six  years,  Herman  Bynke,  aq  j; 
year-old  Swede  who  runs  1  j  t  j 
don-based  Hela  Ltd.,  a  maki  a 
ergonomic  computer  accesso  ^ 
endured  the  stress  and  highl»  M, 
of  living  in  London.  But  v> 
Ryanair  began  offering  dc  ^ 
'flights  from  London  to  Got'1 
burg,  Bynke  decided  it  was 
to  move  back  home.  Now  fori|lO| 
or  less  round-trip,  he  makes 
three-hour  door-to-door 
from  his  home  in  Sweden  t< 
office  in  London  biweekly.  "1 
spend  more  time  with  my  fa 
save  more  money,  and  have  a 
ter  quality  of  life,"  he  says. 
The  trend  originated  in 
when  Brussels  deregulated 
aviation  industry,  enabling  v 
counters  to  get  airborne.  Rys 
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one  of  the  first.  The  Irish  carrier 
ched  service  from  Britain  to  the 
inent  in  1997,  keeping  fares  low  by 
g  to  smaller,  out-of-the-way  airports, 
)del  pioneered  by  Southwest  Airlines 
n  the  U.S. 

)day,  Ryanair  is  Europe's  leading  dis- 
iter,  flying  334  routes  to  23  countries, 
company  is  on  course  to  log  a  6%  in- 
se  in  pretax  profit  this  year,  to  $409 
on,  on  revenues  of  $2.1  billion,  ac- 
ing  to  estimates  from  Switzerland's 
,  O'Leary's  fleet  of  105  Boeing  737s 
?erry  some  42  million  passengers  this 

more  than  British  Airways.  To  fight 
i,  BA,  Air  France,  Lufthansa,  and  the 
r  flag  carriers  have  been  slashing 
t  own  fares.  The  fare  wars  could  set 
Stage  for  an  industrywide  European 
eout,  but  for  now  consumers  are  the 
pinners.  In  Sweden,  for  instance,  the 

ge  international  airfare  fell  from 

in  2001  to  $110  last  year. 

SLOVAKIA,  TO  SLOVENIA 

RESULTING  SURGE  in  European 
1  is  turning  once-sleepy  backwaters 

boomtowns.  Bratislava's  airport 
to  be  a  grim,  deserted  place.  But  that 
before  Slovakian  upstart  SkyEurope 
id  it  into  its  hub  four  years  ago.  Traf- 
is  more  than  quadrupled  since  2002, 

300,000  passengers  a  year  to  more 

1.3  million,  as  easyjet  PLC  and 
air  have  followed  SkyEurope's  lead 
lidded  Bratislava  to  their  routes.  With 


the  terminal  "completely 
full,"  says  a  spokeswoman, 
authorities  are  preparing  to 
overhaul  the  airport. 

To  cater  to  Europe's  new 
commuters,  savvy  entrepre- 
neurs are  setting  up  busi- 
nesses that  offer  every  service 
imaginable.  Frances  Sargent, 
a  56  year-old  Briton,  discov- 
ered Slovenia  after  vacation- 
ing there  a  decade  ago.  Now 
she  and  her  family  spend 
weekends  at  their  second  home,  in  the  Ju- 
lian Alps,  and  she  runs  Slovenian  Proper- 
ties, a  company  that  helps  Slovenian  real 
estate  agents  market  their  properties  to 
English-speaking  buyers.  Since  low-cost 
flights  to  Slovenia  started  two  years  ago, 
values  in  areas  such  as  the  tiny  lakeside 
town  of  Bled  have  risen  30%.  Sargent's 
own  property  has  doubled  in  value  since 
she  bought  it  18  months  ago.  "I  realized 
that  Slovenes  hadn't  anticipated  the  inter- 
est from  British  buyers,"  she  says. 

Thanks  to  low  fares,  Britons  are  even 
flocking  to  dentists  in  Budapest.  Hun- 
garian Dental  Travel  Ltd.,  a  one-year-old 
London-based  outfit,  has  built  a  brisk 
business  referring  travelers  to  English- 
speaking  dentists  in  Hungary.  "In 
Britain  the  average  cost  of  an  implant  is 
$3,500,  but  in  Hungary  you  can  get  it 
done  for  $1,000,"  says  Managing  Direc- 
tor Christopher  Hall. 

British  consumers  aren't  just  stopping 


Britons  flock 
to  Budapest 
for  dentistry 
and  Prague 
for  plastic 
surgery 


in  Hungary  for  their 
teeth— they're  also  headed 
to  the  Czech  Republic  for 
the  rest  of  their  bodies. 
Tamara  Zdinakova,  28, 
runs  Beauty  in  Prague,  a 
Web  site  that  refers  Eng- 
lish-speaking patients  to 
plastic  surgeons  in  the 
Czech  Republic,  where 
prices  are  a  fraction  of 
those  in  the  West.  British 
builder  Tony  Barham  and 
his  wife,  Maureen,  both  55,  flew  easyjet 
to  Prague  for  a  17-day  holiday— and 
Maureen's  face-lift.  "It  should  be  called 
Plastic  Surgery  Airline,"  Tony  says.  At 
$3,700,  they'll  pay  one-quarter  what 
they  would  for  the  same  procedure  back 
in  Britain.  Zdinakova  says  the  business 
wouldn't  exist  without  discount  airlines. 
"It  just  wipes  out  the  barriers,"  she  says 
of  the  cheap  airlines.  "Prague  has  not 
been  this  close  ever  before." 

By  all  accounts,  low-cost  carriers  will 
only  keep  shrinking  Europe.  Cheap  air 
travel  has  "changed  my  life  for  the  bet- 
ter," says  Peter  Allegretti,  a  44-year-old 
Italian  hypnotherapist  who  regularly 
commutes  from  his  home  in  Barcelona  to 
work  in  London.  "National  boundaries 
are  disappearing."  Now,  that  sounds  like 
a  true  European  Union.  ■ 

-With  Katerina  Zachovalova 

in  Prague,  MakaAziz  in  London, 

and  Andrea  Zammert  in  Frankfurt 
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OCUCK 

ALL  YE  FAITHFUL 

The  nun  who  launched  the  Vatican's  Web 
site  is  at  work  on  a  MySpace  for  Catholics 


BY  STEVE  HAMM 

DEEP  INSIDE  THE  VATI- 
can,  a  white-haired  nun 
dressed  in  a  brown  habit 
opens  the  door  to  a  room 
full  of  computers.  The 
whirring  machines  hold 
some  of  the  mysteries  of 
the  Holy  See,  including  photographs  of 
the  Vatican  Secret  Archives  and  of  ancient 
illustrated  manuscripts.  No, 
this  isn't  a  movie  trailer  for 
The  Da  Vinci  Code.  Our  guide 
is  Sister  Judith  Zoebelein,  the 
editorial  director  of  the  Inter- 
net Office  of  the  Holy  See. 
She's  showing  off  a  small  but 
potent  Vatican  data  center, 
which  brisdes  with  servers 
and  other  high-tech  gear. 

It's  no  secret  that  the  Vati- 
can has  a  fantastic  Web  site.  It 
brims  with  fine  art  and  practi- 
cal information  about  the 
Catholic  Church.  The  site, 
www.vatican.va,  which  comes 
in  six  languages,  was  even 
nominated  for  a  prestigious 
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Webby  Award  a  few  years  back.  But  little  is 
known  about  the  woman  who  is  behind  it. 
Sister  Judith,  a  57-year-old  American, 
grew  up  in  a  middle-class  household  in  the 
Hamptons  on  the  eastern  tip  of  Long  Is- 
land. She  and  a  handful  of  colleagues  were 
Internet  pioneers  when,  in  1995,  they 
launched  the  Vatican  Web  site.  Since  then, 
she  has  greatly  expanded  the  site,  includ- 
ing images  of  art  from  the  Vatican  Muse- 


SiSTER  JUDITH 

Her  site  comes  in 
six  languages 


urns,  a  powei 
search  engine,  s 
videos   of  restoi 


Notable  Religious  Web  Sites 

BELIEFNET 

(www.beliefnet.com) 

A  portal  addressing  all  of  the  major  religions  and 
some  minor  ones.  Perennial  winner  of  the  Webby 
Award  for  spirituality  sites. 

MORMON 

(www.lds.org) 

The  site  of  the  Church  of  Jesus  Christ  of  Latter- 
day  Saints.  Links  to  the  famed  genealogy  library. 

TIBET  HOUSE 

(www.tibethouse.org) 

A  U.S.  site  dedicated  to  Buddhism  and  preserving 
Tibetan  culture. 

JERRY  FALWELL 
MINISTRIES 

(www.falwell.com) 

The  latest  news  and  views  from  the  well-known 
Southern  Baptist  minister. 

tion  projects. 
Now  Sister  Judith  is  creating  a  secc 
Vatican  Web  site,  set  for  launch  in  the  f 
that  is  aimed  at  bringing  together 
faithful  so  they  can  interact.  Think  of  ii 
MySpace.com  for  Catholics.  There  will 
personal  news  updates,  e-learning  p 
grams,  and  areas  set  aside  for  famil 
young  people,  and  parishes.  Collabc 
tion  is  key,  and  that  should  differenti 
the  site  from  others  in  its  genre.  "Peo 
will  be  able  to  find  each  other  and  w 
together  online,  and  then  go  back  and 
what  they  have  learned  or  done  in  tr 
own  communities,"  says  Sister  Judith 

WINDING  PATH 

THE  NEW  SITE  will  likely  boost  vis; 
traffic,  as  well.  The  current  Vatican  : 
typically  gets  about  1  million  unique  v 
tors  per  month,  though  when  Pope  J( 
Paul  II  died  last  April,  it  spiked  up  to 
million  U.S.  visitors,  according  to  tra 
tracker  Nielsen//NetRatings.  That  t< 
porarily  put  it  in  the  same  league  with  I 
most  popular  religious  destinations 
eluding  Beliefnet,  a  multi-faith  site,  i 
the  Mormon  church's  site. 

How  did  an  English  major  from  a  I 
American  beach  town  end  up  becom 
the  Internet  nun?  It  was  a  winding  p? 
but  a  search  for  meaning  in  life  r 
through  it.  After  graduating  from  Hofi 
University  on  Long  Island,  where  ■ 
studied  Irish  drama,  Sister  Judith  joi 
the  Peace  Corps  and  spent  two  yft 
teaching  English  in  rural  Thailand.  Ls 
back  in  the  U.S.,  she  studied  to  teach  E 
lish  as  a  second  language.  But  meetin 
group  of  nuns,  the  Franciscan  Sister 
the  Eucharist,  rekindled  her  childh 
Catholicism,  and  she  joined  the  abbe^ 
Meriden,  Conn.  "I  was  looking  for  so: 
thing  meaningful  and  e| 
nal,"  she  says. 

As  a  member  of  the  ab 
Sister  Judith  got  assignmei 
with  social  service  agen 
that    landed    her    in   A 
Africa,  and  Latin  Amei! 
Over  the  years,  she  toolt 
interest  in  computers  anc 
up  computer  networks 
telecommunications  sysfc 
in     relief     agency     off 
around  the  world.  She 
called  to  the  Vatican  in  1 
to  help  out  with  its  com) 
ing   chores.   "She  had 
skills,  and  she  was  also  ! 
much  an  international 
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The  good  thing  about  a  new  car  is  that  it's  new.  But,  as  we  all  know,  in  the  flash  of  an  eye, "new"  turns 
to  "used,"  and  a  new  car  turns  into... just  a  car. The  amazing  thing  about  a  BMW,  on  the  other  hand,  is 
that  it  is  a  BMW:  now,  tomorrow  and  year  after  year. Thrill  after  thrili.  Pulse-quickening  performance  after 
pulse-quickening  performance.  So  a  Certified  Pre-Owned  BMW  is  100%  BMW,  with  all  the  excitement 
but  a  little  less  of  the  price.  Drive  with  your  heart.  Buy  with  your  head. 
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The  Ultimate 
Driving  Machine* 


'ion  Plan  provides  coverage  for  two  years  or  50,000  miles  (whichever  comes  first)  from  the  date  of  the  expiration  of  the  4-year/50,000-mile  BMW  New  Vehicle  Limited  Warranty.  'Roadside 
ince  provides  coverage  for  two  years  (unlimited  miles)  from  the  date  of  the  expiration  of  the  4-year/unlimited-miles  New  Vehicle  Roadside  Assistance  Plan.  See  participating  BMW  center  for  details 
hide  availability.  For  more  information,  call  1-800-334-4BMW  or  visit  bmwusa.com.  ©2006  BMW  of  North  America.  LLC.  The  BMW  name  and  logo  are  registered  trademarks. 
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sonality— thanks  to  all  of  her  travel,"  re- 
calls Mother  General  Shaun  Vergauwen 
of  the  Franciscan  Sisters. 

Sister  Judith  identified  the  Web's  po- 
tential shortly  after  it  exploded  on  the 
scene  in  the  mid-1990s.  She  and  a 
small  group  of  Vatican  techies  took  the 
idea  of  launching  a  Web  site  to  John 
Paul,  who  quickly  gave  them  the  go- 
ahead.  It  was  a  humble  beginning:  Sis- 
ter Judith  posted  one  Web  page  con- 
taining a  single  document,  the  Pope's 
1995  Christmas  Message.  But  the  site 
expanded  rapidly  and  now  contains  a 
huge  storehouse  of  information— not 
just  for  the  faithful  but  for  art  lovers, 
historians,  and  tourists. 

Two  features  stand  out.  For 
Catholics,  the  search  engine  is  a  pow- 
erful tool  to  help  them  explore  their 
faith.  Type  in  a  keyword  such  as  "for- 
giveness," and  you'll  get  results  organ- 
ized around  various  sources,  including 
the  Pope,  the  Catechism,  and  the 
saints.  For  afi- 
cionados of  Re- 
naissance art,  the 
site  is  a  revelation 
because  of  its 
use  of  360-de- 
gree  photography 
of  the  Vatican's 
galleries  and 
close-ups  of  art- 
works. Many  of 
the  Vatican's 
^^^"  finest     paintings 

are  ceiling  fres- 
coes. The  only  practical  way  to  see 
them  close  up  is  on  the  Web  site.  "This 
is  an  example  of  the  Web  providing  an 
experience  that  can't  be  had  in  the  real 
world,"  says  Tiffany  Shlain,  founder  of 
the  Webby  Awards. 

Now,  with  the  coming  of  the  new 
faith-based  community  site,  Sister  Ju- 
dith is  satisfying  an  evangelical  drive 
that  she  has  felt  since  her  Peace  Corps 
days.  For  her,  the  Net  is  the  ultimate 
way  to  reach  millions  of  people  and  to 
connect  them  with  their  deity.  "It's 
about  something  much  bigger  than 
myself,  and  it's  also  very  Franciscan: 
You  can  touch  it,  you  can  change  it,  and 
you  can  touch  people  with  it,"  she  says. 
While  Sister  Judith  is  quick  to  em- 
brace the  latest  technological  innova- 
tions, don't  expect  to  see  Vatican  blog- 
gers  anytime  soon.  A  blog  is  "so 
personal,  such  a  mind  dump,"  she 
says.  On  the  Internet,  the  Vatican 
draws  the  line  at  self-indulgence. 
Pride,  remember,  is  one  of  the  seven 
deadly  sins.  ■ 
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WORLD  TRADE 


HITS  DIFFICULT  ROAD  HOME 

China  could  ease  the  global  imbalance,  but 
leaders  are  boxed  in  by  thorny  economic  realitie 


BY  DEXTER  ROBERTS 

ROTOCOL  GAFFES  ASIDE, 
Chinese  President  Hu 
|Jintao's  mid-April  swing 
to  the  U.S.  went  well: 
Dinner  at  home  with  Bill 
Gates,  praise  from  U.S. 
business  for  a  raft  of 
trade  deals,  and  a  polite  hearing  on 
Capitol  Hill. 

The  fireworks  began 
right  after  he  left  on  Apr. 
21.  In  its  first  criticism  of 
China's  currency  policies, 
the  Group  of  Seven  indus- 
trialized nations  urged 
Beijing  to  let  the  yuan  rise 
to  help  ease  serious  "im- 
balances" in  global  fi- 
nance. The  markets 
viewed  this  as  a  warning 
over  America's  yawning 
$800  billion  balance-of- 
payments  deficit,  and  a 
signal  that  China,  which 
accounts  for  one-quarter 
of  that  deficit,  is  largely  to 
blame.  The  dollar  tumbled 
against  the  euro  and  yen. 
Hu  won't  find  an  easy 
way  to  satisfy  the  White 
House  or  the  G-7.  The 
Chinese  know  what  they 
must  do.  Central  bank 
chief  Zhou  Xiaochuan  has 
outlined  a  plan  for  China 
to  achieve  balanced  trade 
with  the  world  "in  two  to 
three  years,"  after  a  $102 
billion  surplus  in  2005.  It 
intends  to  boost  domestic  consumption 
and  imports,  cut  its  $854  billion  in  for- 
eign reserves,  lower  domestic  savings, 
and  will  let  the  yuan  respond  more  to 
market  signals.  If  Beijing  follows 
through,  says  Allan  B.  Hubbard,  President 
George  W.  Bush's  economic  policy  assis- 
tant, "that  is  a  very  significant  move." 

But  reality  is  boxing  Beijing  in.  Take 
the  currency.  Manufacturers  of  toys  to 
textiles   are   already  watching   profits 


shrink  because  of  rising  fuel  and  matt! 
al  costs.  Even  the  3%  rise  in  the  yi 
since  July  is  hurting  some  produc 
"Margins  either  must  stop  shrinking 
we  will  have  to  close  our  business,"  s 
Peter  Wang,  general  manager  of 
Qiao  Garments  Co.,  a  supplier  for  Ji 
Inc.  and  Converse  Inc.  based  in  Pai 
Guangdong.  A  steeper  upward  reva 
tion  might  be  justified  by  the  econo 
fundamentals.  Yet  it  cc 
wipe  out  many  of 
factories  and  spur 
layoffs. 


IN  THE  U.S.  A  strong 
yuan  could  wipe  out 
Chinese  factories 


LIMITED  OPTIONS 

MAKING    GROWTH 
dependent  on  exports 
be  tough,  too.  Domeil 
consumption  last  yearu 
counted  for  just  under  5 
of  gross  domestic  prodi ; 
Morgan     Stanley     CL 
Economist     Stephen  i 
Roach    notes,    compa^l 
with  65%  for  most  do 
oped  economies.  And  o 
sumer  buying  is  coni 
trated    in    cities,    wA 
incomes  surged  9.6%| 
incomes  of  the  800  mil) 
rural   Chinese   rose 
6.2%.  That  shows  Chi} 
wealth  isn't  reaching 
masses.  Concerned  a& 
weak  health  and  ret 
ment  plans,  meanwhile,  the  ( 
nese  are  adding  to  their  nearl; 
trillion  in  savings,  which  get  4 
neled  into  loans  to  industries. 
As  a  result  of  excessive  lending 
manufacturers,  Beijing  cannot  con 
exports  or  overall  growth.  China's 
ports  leapt  27%  in  the  first  quarter,  w 
the   economy   expanded   by   a  toi 
10.2%.  A  sharply  higher  yuan  would  c 
the  runaway  growth,  though  the  fall 
would  be  scary.  Hu  oversees  the  wor 
most  dynamic  economy.  But  his  opti 
are  surprisingly  limited.  ■ 
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are  changing...  With  anew  shape,  formed  by  the  energy  of  thousands 

'a  job  well-done".  From  design  through  to  service  comes  an  approach 

ssunngly  fresh  from  beginning  to  end.  A  change  set  to  leave  its  hallmark 
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Creativity  Overflowing 

After  its  initial  efforts  stumbled,  Whirlpool  is  reaping  big 
dividends  from  its  push  to  jump-start  innovation 


BY  MICHAEL  ARNDT 

AVID  R.  WHITWAM  HAD 
run  out  of  tricks.  The 
chairman  and  chief  exec- 
utive of  Whirlpool  Corp. 
had  built  the  company 
into  the  world's  No.  1 
maker  of  big-ticket  appli- 
ances, achieving  unmatched  economies 
of  scale.  He  had  also  cut  costs  by  hun- 
dreds of  millions  of  dollars,  again  and 
again.  Yet  here  it  was  2000  and,  judging 
by  everything  from  stock  price  to  profit 
margin  to  market  share,  Whirlpool  was 
no  better  off  than  it  was  a  decade  earlier. 
The  company's  problem  was  not  hard 
to  diagnose:  Its  machines  had  been  re- 
duced to  commodities.  Prices  for  its  most 
important  products  were  actually  falling 
each  year.  Nor  was  the  solution  a  mys- 
tery: Whirlpool  had  to  come  up  with  ex- 
citing new  products  that  could  command 
premium  prices.  But  the  appliance  maker 
had  never  paid  much  attention  to  innova- 
tion. During  most  of  its  95-year  history,  it 
excelled  at  operating  plants  and  distribu- 
tion channels  efficiently  and  at  turning 
out  washers  and  dryers  that  we're  solid 
and  long-lasting.  From  time  to  time,  re- 
search and  engineering  (R&E)  techni- 
cians would  tweak  Whirlpool's  Kenmore, 

Whirlpool's 
Innovation 

Makeover 

Through  a  long  period  of 
trial  and  error,  Whirlpool  has 
honed  an  approach  to 
innovation  that  is  both 
practical  and  profitable 


KitchenAid,  and  namesake  appliances  to 
lower  costs  or  boost  performance— by 
better  insulating  a  freezer,  say,  or  adding 
another  washing  cycle.  But  that's  about  as 
exciting  as  product  development  ever  got. 

ALPINE  RETREAT 

IT  WAS  CLEAR  that  Whirlpool  needed  to 
reinvent  its  corporate  culture.  To  do  so,  it 
had  to  figure  out  the  answers  to  basic 
questions  that  managers  everywhere 
struggle  with:  How  do  you  define  innova- 
tion? How  do  you  measure  success?  How 
do  you  teach  people  to  be  creative?  "We 
knew  from  a  strategic  point  of  view  what 
we  needed  to  do,  but  from  a  practical 
point  of  view  we  didn't  know  how  to  do  it 
at  all,"  confesses  Jeff  M.  Fettig,  49,  a  25- 
year  veteran  who  suc- 
ceeded Whitwam  as 
chairman  and  CEO  in 
mid-2004. 

So  Whitwam  put  out  a 
broad  call  for  help.  Be- 
lieving that  brilliant 
ideas  were  buried  in  the 
corporate  hierarchy,  he 
invited  each  of  the  com- 
pany's 61,000  employ- 
ees to  unleash  their 
creativity:       Everybody 

KITCHENAID 

PRO  LINE  WAFFLE  IRON 

INTRODUCED  2003 

LESSON  LEARNED  Challenge  conventional 
wisdom.  Although  practically  everybody 
in  the  industry  believed  appliance 
buyers  choose  products  based  only  on 
price,  the  company  took  a  chance 
and  priced  this  new  model  at  $399, 
compared  with  $99  for  the 
old  waffle  iron. 
They're  selling  as  fast 
as  the  company  can 
make  them. 


everywhere,  he  exhorted,  Go  out  a: 
innovate! 

Off  in  the  Italian  Alps,  a  crew  of  wot 
ers  got  right  at  it.  Handpicked  by  ma 
agers  from  across  the  company's  Eun 
pean  staff,  the  25  employees  were  frei 
from  their  regular  jobs  and  packed  off 
Whirlpool's  office  in  Comerio,  Italy,  wj 
a  single  purpose:  to  dream  up  products 
services  that  would  truly  differentia 
Whirlpool  from  rivals.  A  year  later,  thl 
came  back  with  their  big  brainstorm: 
Internet  business  that  would  enable  pe 
pie  to  race  one  another  over  the  Web 
stationary  bikes.  So  much  for  that  expi 
iment.  It  was  obvious  that  Net  bike  ra 
ing,  which  didn't  draw  on  any 
Whirlpool's  strengths,  was  a  nonstarte 


GATERPACK  PARTY  MACHINE 


NOT  YET  INTRODUCED 
LESSON  LEARNED  There  are  innovators 
everywhere.  Egged  on  to  innovate  by  upper 
management,  a  quartet  of  engineers  at  Whirlpc 
oven  factory  in  Oxford,  Miss.,  came  up  with  the 
ultimate  product  for  tailgate  parties:  an  all-in-o 
gas  grill/refrigerator/oven/stereo/beer  tap  that 
onto  the  back  of  an  SUV.  A  protoype  shown  at 
college  football  games  and  NASCAR  races  has 
raves.  Engineers  are  working  on  safety  issues. 
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ON  INNOVATION 

We  knew  from  a 
strategic  point 
ofviewwnatwe 
needed  to  do,  but  from 
a  practical  point  of  view 
we  didn't  know  how  to 
do  it  at  all." 

-JeffM.  Fettig,  chairman  and  CEO 

Whirlpool  learned  the  hard  way  that 
real  innovation  requires  a  lot  more  than 
simply  urging  thousands  of  employees 
around  the  world  to  tap  into  their  inner 
designer  and  then  waiting  for  the  great 
ideas  to  roll  in.  It  requires  hard  work, 
structure,  and  unwavering  discipline.  Af- 
ter its  inauspicious  start,  the  company  re- 
treated from  the  all-out  effort  to  democ- 
ratize innovation  and  moved  to  a  more 
traditional  centralized  model  of  product 
development.  That  did  the  trick.  Since 
2001,  revenues  from  products  that  fit  the 
company's  definition  of  innovative  have 
zoomed  up  from  $10  million  to  $760  mil- 
lion in  2005,  or  5%  of  the  Benton  Harbor 
(Mich.)  company's  record  $14.3  billion  in 
total  revenue.  Whirlpool's  shares,  at 
$92.64  on  Apr.  25,  have  almost  doubled 
in  price  over  the  past  five  years.  Now,  fol- 
lowing its  $2.6  billion  Maytag  Corp. 
takeover,  Whirlpool  will  bring  innovation 
to  its  onetime  archrival. 

Plenty  of  other  companies  are  taking 
notice  of  Whirlpool's  success.  Over  the 
past  few  months,  the  company  has  host- 
ed delegations  from  Hewlett-Packard, 
Nokia,  and  Procter  &  Gamble— all  eager 
to  benchmark  their  own  innovation  pro- 
grams against  Whirlpool's.  "You  have  to 
give  the  management  team  credit,"  says 
Jan   W.    Rivkin,   a   Harvard   Business 


ATOR  ORGANIZERS 

CED2002 

.EARNED  Think  beyond  your  current  product 
the  decades,  Whirlpool  has  become  the  No.  1 
big-ticket  appliances  for  the  kitchen  and  the 
■)om.  Now,  with  the  Gladiator  line,  it  has 
I  its  realm  to  what  is  often  thought  of  as  the 
See  in  the  home:  the  garage  and  basement 


DUET  WASHER  AND  DRYER 

INTRODUCED 2001 
LESSON  LEARNED 

Keep  striving.  Duet 

had  been  in  the  works 

before  Whirlpool 

went  on  its  innovation 

track.  But  the 

company  has 

continually  refreshed  the  front-loading 

washer/dryer  set.  Plus,  it's  rolled  out  accessories 

such  as  an  under-the-appliance  pedestal.  A  new 

collection  of  work  trays  and  bins  designed  by 

employees  competing  in  an  innovation  challenge 

will  debut  this  summer. 


PLA  REFRIGERATOR 

INTRODUCED 2005 

LESSON  LEARNED  Be  flexible.  This  mod  mini- 
fridge  for  U.S.-based  Generation  Y  consumers, 
which  holds  a  pizza  and  two 
six-packs,  had  been  designed 
in  collaboration  with  Best  Buy. 
When  the  retailer  dropped  out 
at  the  last  minute, 
Whirlpool  marketed 
the  product  instead  in 
Brazil,  where  it  was 
being  built.  It's  a  hit 
withthirtysomethings 
there. 
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The  Corporation  Innovation 


School  professor  who  uses  Whirlpool  as 
a  case  study  in  his  course  on  competitive 
strategy.  "A  lot  of  other  companies 
would  have  shut  this  down.  One  of  the 
remarkable  things  here  is  they've  found 
ways  to  adapt  and  keep  this  rolling." 

Whirlpool's  leaders  first  started  to  rec- 
ognize that  they  had  a  problem  back  in 
mid-1999.  Whitwam  was  in  his  12th  year 
as  CEO  and  had  just  promoted  Fettig  to 
president  and  chief  operating  officer. 
Housing,  and  sales  of  Whirlpool  appli- 
ances, were  booming.  But  despite  strong 
demand,  the  prices  of  Whirlpool  appli- 
ances were  falling  at  an  average  rate  of 
3.4%  a  year,  forcing  yet  another  job-elim- 
inating restructuring.  Whitwam  remem- 
bers those  days  like  this:  "I  go  into  an  ap- 
pliance store.  Now,  I  have  pretty  good 
eyes.  I  stand  40  feet  away  from  a  line  of 
washers,  and  I  can't  pick  ours  out.  They 
all  look  alike.  They  all  have  decent  quali- 
ty. They  all  have  the  same  price  point.  It's 
a  sea  of  white." 

ROUSING  THE  TROOPS 

SO  WHITWAM,  NOW  64,  called  in  Nancy 
T  Snyder,  an  organizational  behaviorist 
who  had  joined  the  company  in  1986,  and 
gave  her  a  new  title:  director  of  strategic 
process.  He  also  gave  her  a  new  assign- 
ment: turn  everyone  at  Whirlpool  into  in- 
novators. That  was  important  to  Whit- 
wam, because  he  believed  he  could 
change  corporate  culture  only  by  calling 
on  each  one  of  Whirlpool's  employees  to 
take  up  the  cause.  Otherwise,  he  feared, 
only  an  elite  would  embrace  the  challenge, 
and  eventually  they  would  lose  out  to  the 
process-oriented  and  hidebound  majority. 

In  early  2000,  management  enlisted  a 
vanguard  of  75  employees  to  be  trained  in 
innovation.  Their  teachers  were  10  con- 
sultants from  Strategos,  a  management 
consultancy  founded  by  Gary  Hamel  in 
Menlo  Park,  Calif.,  in  1995.  The  students 
represented  almost  every  job  classifica- 
tion, from  corporate  vice-president  to  en- 
gineer to  factory  hand.  They  were  assem- 
bled by  region  in 
groups  of  25  in  com- 
pany facilities  in 
Benton  Harbor, 

Brazil,  and  Italy.  For 
up  to  a  year,  as  oth- 
ers took  over  their 
previous  jobs,  these 
employees  were 
trained  like  pupils  at 
a  specialized  gradu- 
ate school. 

The  consultants 
spent  weeks  teach- 
ing   them    how    to 


"ideate"  by  reexamining  orthodoxies  that 
were  blinding  employees  to  opportuni- 
ties. "There  are  no  barriers,"  Whitwam 
told  students.  "I  don't  care  if  we  get  one 
innovative  idea  out  of  the  process." 

He  liberated  the  students  to  such  a 
great  extent,  however,  that  most  of  their 
ideas  turned  out  to  be  useless,  impracti- 
cal, and  poorly  suited  to  Whirlpool's 
strengths.  In  addition  to  Internet  bike 
racing,  employees  proposed  the  Unat- 
tended Box— a  doorstep  appliance  to 
keep  food  deliveries  hot  or  cold  until  own- 
ers came  home  from  work.  It  was  ig- 
nored. So  was  their  plan  to  create  a  mem- 
bership club  for  people  who  wanted 
home  repair  services. 

The  next  step  for  Whirlpool  was  get- 
ting the  rest  of  its  global  workforce  in- 
volved. Snyder  set  up  an  intranet  site  that 
offered  a  do-it-yourself  course  in  innova- 
tion and  listed  every  project  in  the 
pipeline.  Employees  were  invited  to  post 
ideas  or  to  network  informally  with  oth- 
ers and  get  their  expertise.  The  company 
hosted  innovation  fairs  to  salute  inven- 


WHIRLPOOL'S  NEW  IDEAS  ARE  PAYING  OFF 


Innovation  revenues  soar. and  help  boost  the  stock 
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"STOCK  QUOTES  ARE  rEAREND  EXCEPT  2006.  WHICH  IS  APR.  25 


ON  ELICITING 
EMPLOYEE  IDEAS 

I  had  never 

seen  a 

strategy  that 
was  so  energizing  to 
so  many  people." 

-David  R.  Whitwam 
former  chairman  and  CEC( 


!■ 


tors  and  elicit  more  ideas.  For  one  sh 
Whirlpool  filled  the  concourse  of 
chards  Mall,  outside  Benton  Harbor,  v  |a 
54  exhibits  of  new  products  shown  of  j 
proud  employees,  including  a  quarte 
engineers  from  Whirlpool's  oven  facluj 
in  Oxford,  Miss.  The  four  had  invents  | 
combination  gas  grill/refrigerator/ovn  bi 
boom  box  for  tailgate  parties.  If  s  a  pre  f 
ising  idea  now  being  redesigned  to  w  p 
out  safety  issues.  po 

Whitwam,  meanwhile,  continued!  I  [ 
use  his  bully  pulpit,  encouraging  worli  i 
to  go  to  their  bosses  with  proposals  o  t  a 
come  to  him  directly  if  the  manaj  1 
wouldn't  listen.  And  he  put  his  mom 
where  his  mouth  was,  setting  aside  i 
million  from  the  capital  budget  for  ir  I 
vation  in  2000  and  doubling  that  amc?  \ i\ 
in  2001.  Although  they  didn't  receb  M 
penny  for  their  ideas,  rank-and-file 
ployees  were  thrilled  to  be  treated  U 
peers  and  tapped  for  advice.  In  2001  f 
'02,  Whirlpool's  "knowledge  man;  i 
ment"  site  recorded  up  to  300,000  <  id 
per  month.  "I  had  never  seen  a  strai  i 
that  was  so  energizing  to  so  many  j  1 4 
pie,"  Whitwam  says. 

Management,  however,  wouldn't 
it.  Midlevel  executives  were  peeved 
their  workers  were  off  doing  side  proj   3 
when  they  still  had  real  work  to  do. . 
upper-level  managers  could  shrug  ofl 
initiative,  because  Whitwam  hadn't  g 
them  any  concrete  goals  or  tied  their 
formance  to  any  innovation  metrics. 

So  Whitwam  and  his  coterie  \< 
forced  to  be  innovative  themselves.  W 
not  completely  abandoning  their  co 
one,  come-all  approach,  they  realize 
2002  that  they  had  to  bring  more  ord< 


": 
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innovation  process.  For  starters,  they 
ded  that  new  ideas  would  have  to  en- 
ce  the  company's  existing  brands  or 
iucts.  Top  management  would  evalu- 
ind  fund  all  new  proposals  at  month- 
innovation-board  meetings.  These 
ips,  in  turn,  reported  to  Whirlpool's 
:-member  executive  committee. 
2n-lighted  projects  would  be  assigned 
ros— representatives  from  the  design, 
ket  research,  R&E,  and 
lufacturing  departments— 
ee  them  through.  In  addi- 
,  Whitwam  began  setting 
ual  revenue  and  pipeline 
ets  in  2002  and  conducting 
)loyee  surveys  to  gauge 
kers'  involvement  in  inno- 
on.  Senior  executives 
ild  have  to  hit  all  of  these 
ibers  or  lose  30%  of  their 
ual  bonus. 

0  make  certain  that  only 
l-potential  ideas  reached 
I-board,  Snyder  and  her  in- 
ation  specialists  came  up 

1  something  called  the  I- 
,  a  two-step  graphing  tool. 

goal:  to  make  it  easier  to 

gn  products  that  reflected 

sumers'  needs  and  desires, 
first  step  required  innova- 
te demonstrate  that  their 

posals  were  something  that 
people  would  buy.  That 

Id  entail  months  of  market 

:arch,  quizzing  thousands 

onsumers.  Their  ideas  were 

I    graded    by   innovation 

sultants  on  a  scale  of  1  to 
from  dud  to  sure  thing. 

y  ideas  with  a  grade  of  at 

1 6.5  could  proceed. 


panel  and  accessories  such  as  a  clock  and 
radio  so  consumers  can  customize  its 
look.  Its  carefully  measured  capacity:  ex- 
actly enough  to  hold  a  large  pizza  and  two 
six-packs  of  drinks.  At  the  last  moment, 
however,  Best  Buy  backed  out— an  unex- 
pected development  that  probably  would 
have  killed  the  product  back  in  the  old 
days.  But  this  time  the  company  didn't 
give  up.  Last  year,  Whirlpool  marketed  its 


PLAYBOOK:  BEST-PRACTICE  IDEAS 


From 

Stagnation  to 
Innovation 

Whirlpool's  evolution  from  old- 
line  manufacturer  to  creative 
dynamo  has  been  so  dramatic 
that  Jan  Rivkin  uses  it  as  a  case 
study  in  competitive  strategy  at  Harvard  Business 
School.  Here  are  his  take-aways: 

STICK  WITH  IT  Management  often  suffers  from  corporate 
attention  deficit  disorder.  Becoming  innovative  takes  a  long  time.  After 
six  full  years,  Whirlpool  is  getting  a  big  payback. 

INNOVATION  ALONE  WON'T  CUT  IT  Companies  have  to 
continue  to  shine  in  other  ways.  In  Whirlpool's  case,  that  means  a  close 
focus  on  consumer  research  and  operational  excellence. 

LEVERAGE  LEARNING  A  hidden  benefit  from  changing 
corporate  culture  is  that  once  it  has  been  done,  an  organization  has 
the  skills  to  learn  to  do  other  things.  Change  can  beget  more  change. 


QUESTION  ORTHODOXIES  Many  industries  do  things  the 
same  way  because  that's  the  way  they've  always  been  done.  Challenge 
conventional  wisdom.  It's  often  outdated. 


ICK  ON  THE  UPTAKE 

tP  TWO  INVOLVED  analyz- 
i  whether  the  new  product 
lid  command  above-aver-    ^^^^^ 
j  markups,  again  through 
■ket  research.  On  this  test,  also,  ideas 
scored  less  than  a  6.5  got  weeded  out. 
tool  altered  the  company's  develop- 
lt  process.  "Instead  of  a  guy  in  the  lab 
fnting  something  he  thinks  is  cool,  in- 
ation  is  coming  from  the  consumer 
iugh  research,"  says  Pamela  Rogers, 
»al  director  of  customer  excellence 
innovation. 

he  company  has  also  become  much 
e  flexible  and  adaptable.  In  collabora- 
with  Best  Buy  Co.,  Whirlpool  de- 
ed a  mod  fridge  for  dorm  rooms  and 
Y  apartment  dwellers.  The  32-inch- 
cube  comes  with  a  removable  front 


BE  PRACTICAL  Whirlpool  initially  set  no  boundaries  on 
innovation  and  came  up  with  few  new  products.  Never  forget  that 
inventions  have  to  be  things  that  real  people  will  buy. 


hip  appliance  in  Brazil,  where  it  was  be- 
ing built  by  its  Brastemp  unit.  Called  Pla, 
it  has  become  a  hit. 

Whirlpool's  innovators  are  also  learn- 
ing how  to  revive  products  and  services 
that  failed  in  their  first  go-round.  Execu- 
tives like  to  point  out  that  they  never  kill 
ideas;  instead,  they  shelve  them  so  that 
other  employees  can  take  a  look  at  them 
later.  So  far,  717  ideas  have  been  put  in 
this  inactive  status.  Among  them  was  the 
Personal  Valet,  an  armoire-like  appliance 
that  steamed  out  wrinkles  and  odors  from 
dry-clean-only  clothes.  Consumers  hailed 
the  idea  but  balked  at  the  $1,199  price.  In- 


troduced in  2002,  it  was  discontinued  in 
2004.  Now  if  s  back.  But  this  time  the  de- 
vice, rolled  out  in  2005  as  the  Fabric 
Freshener,  comes  in  a  collapsible  plastic 
design  made  under  contract  in  Mexico 
and  lists  for  $199. 

Although  the  company  has  modified 
Whitwam's  original  vision,  it  has  suc- 
ceeded in  achieving  his  top  goals.  Since 
2003,  innovation  revenue  has  quadrupled 
annually,  easily  surpassing 
goals.  Fettig  attributes  3  points 
of  Whirlpool's  sales  growth 
rate,  which  has  averaged  9% 
since  2003,  to  creative  new 
products.  Moreover,  Whirlpool 
is  no  longer  caught  in  a  price 
war,  forcing  rivals  to  innovate 
as  well  or  fade  away,  as  Maytag 
did  with  its  aging  product  line. 
For  the  past  three  years,  the  av- 
erage price  of  Whirlpool  appli- 
ances has  risen  5%  annually. 
The  company  has  24  I-con- 
sultants  and  580  I-mentors  in 
its  workforce  and  568  innova- 
tion projects  in  development 
today,  including  195  being 
scaled  up  for  commercial 
launch.  Whirlpool  calculates 
that  these  new  appliances, 
once  they're  on  the  market, 
could  produce  $3  billion  in  an- 
nual sales,  up  from  projections 
of  $2  billion  in  2004  and  $1.3 
billion  in  2003. 

Whirlpool  has  also  succeed- 
ed in  debunking  some  corpo- 
rate orthodoxies,  or  concep- 
tions that  are  so  firmly  fixed 
that  they  seem  immutable.  One 
is  that  consumers  are  driven  al- 
most entirely  by  price.  Three 
years  ago,  the  company  intro- 
duced a  new  Kitchen-Aid  waffle 
maker  to  replace  the  $99  mod- 
el. Rather  than  just  alter  its  in- 
nards and  stick  with  the  same 
price  point,  management  came 
up  with  a  "design  icon,"  recalls  Charles  L. 
"Chuck"  Jones,  Whirlpool's  vice-president 
of  global  product  design.  That  meant 
fancier  touches  and  better  materials— and 
a  $399  retail  price.  Nonetheless,  the  com- 
pany is  selling  the  upscale  version  as  fast 
as  its  factory  can  churn  it  out.  "There  is  a 
rational  component  to  purchasing  appli- 
ances, but  far  outweighing  that  is  an  emo- 
tional component,"  says  Jones.  "What  the 
eye  admires,  the  heart  desires."  ■ 


BusinessWeek  online 


For  a  slide  show  of  new 
Whirlpool  products  and  a  Q&A  with  CEO  Jeff 
Fettig,  go  to  www.businessweek.com/extras 
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MakingEvery 
GallonCount 

American  Airline's  all-out  fuel-efficiency 
drive  may  help  put  it  back  in  the  black 


BY  DEAN  FOUST 

w 


HEN  IT  COMES  TO 
pinching  pennies, 
few  full-fare  air- 
lines can  match 
American.  During 
his  long  tenure  as 
American  Airlines' 
chief  executive,  Robert  Crandall  loved  to 
boast  that  his  decision  to  remove  a  sin- 
gle olive  from  passengers'  dinner  salads 
saved  $40,000  a  year. 
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Today,  with  oil  prices  soaring  north  of 
$70  a  barrel,  American's  cost-cutting  cul- 
ture is  more  critical  than  ever.  Thanks  in 
part  to  a  flurry  of  initiatives  that  the  com- 
pany believes  will  slash  fuel  consumption 
by  roughly  3%  this  year,  vs.  2004— a 
seemingly  trivial  amount  that  nonethe- 
less represents  more  than  $220  million 
in  annual  savings  at  current  prices— the 
Fort  Worth-based  carrier  is  likely  to 
emerge  as  one  of  the  few  airlines  to  turn 
a  profit.  Energy-saving  measures  run  the 


gamut  from  the  surpri. 
ingly   simple,   like   I 
moving  unused  servii 
galleys    to    reduce    tl  f 
weight  of  the  plane, 
the  supremely  sophist  .("l 
cated,  such  as  using  alg  ft 
rithms  to  help  pilots  uwiia 
less  fuel  while  in  the  a  P 
"American  has  been 
the  forefront  of  gettii  « 
costs  down  through  iii"! 
novation  and  collabor  j 
tion  with  its  employees' [1 
says  Michael  Boyd,  if 
airline     consultant 
Evergreen,  Colo. 

As  a  result,  AmericK 
estimates  it  will  consuD'' 
110  million  gallons  lei 
than  in  2004.  That" s  a  t ' 
markable  feat  considel 
ing  that  it  hasn't  had  tl  !' 
money   to    upgrade  ifo 
fleet  to  more  efficient  aircraft.  Nearly  M  'tl 
its  planes  are  older,  gas-guzzling  MD-8(;  tti' 
What  makes  efficiency  even  more  crucvfSO 
is  that  American  is  paying  higher  avera  .j»i 
prices  for  jet  fuel  than  carriers  such  i  H 
Southwest  Airlines  Co.  It  was  too  casi  sa 
strapped  to  lock  in  the  low  prices  of  20n  to 
and  2004  by  buying  then  for  future  deli'  ttli 
ery.  Even  now,  American  has  to  wati  ret 
every  gallon.  It  has  hedged  only  15%  of'  s. 
fuel  needs  for  the  rest  of  2006  and  almo  tea, 
none  thereafter,  it  said  in  an  Apr.  20  gc  el) 
ernment  filing.  :  to 

Like  American,  businesses  across  t  w 
economic  spectrum  are  using  ingenu  s.H 
and  innovation  to  find  new  ways  to  D1  tin 
main  profitable  in  the  face  of  soaring  e  * 
ergy   prices    (table).   Wachovia   Coi 
economist  Mark  Vitner  estimates  thai    i 
now    takes    only    three-quarters   t  is  a 
amount  of  energy  to  produce  the  sai  ease 
amount  of  economic  output  as  in  19? 
"One     of     the     economy's     great< 
strengths  is  its  ability  to  adapt.  That  h 
lessened  the  fallout  from  energy  shoe 
like  this,"  he  says. 

Leading  American's  drive  is  Gerarc 
Arpey,  who  was  named  CEO  of  pan 
AMR  Corp.  in  2003.  Arpey  immediati 


Ufei. 


llenged  employees  to  find  new  ways 
educe  the  use  of  energy,  an  initiative 
v  known  as  Fuel  Smart.  Most  of 
erican's  employees  have  embraced 

program,  understanding  that  their 
9— and  pensions— are  riding  on  its 
cess.  "The  reward  for  me  is  the  sur- 
J  of  this  airline,"  says  Steve  Chealan- 

an  American  pilot  who  is  in  charge 
Tight-efficiency  programs.  "It's  the 
)loyees  that  are  going  to  make  it  or 
ik  it." 

\SINGTAILWINDS 

■UEL  COSTS  BEGAN  to  soar  after  Hur- 
ne     Katrina,     American     installed 
nglets"  on  all  of  its  737s  and  many  of 
'57s.  Those  are  devices  that,  when  at- 
j.ed  to  the  wings,  help  reduce  drag  and 
ease  range.  Robert  W.  Reding,  senior 
president  of  technical  operations  for 
:rican,  estimates  that  move  alone  is 
ng  between  100,000  and  140,000  gal- 
annually  per  aircraft, 
hen  American  made  an  exhaustive 
w  of  the  interior  of  its  planes,  sail- 
ing "anything  that  doesn't  provide 
e,"   Reding  says.   First,  American 
ed  out  one  of  the  food-service  galleys 
>me  planes  and  replaced  it  with  four 
seats.  Next,  Reding's  team  ana- 
i  the  amount  of  potable  water  car- 
to  make  coffee  and  flush  the  toilets, 
finding:  Forty-seven  gallons  was 
nore  water  than  was  being  used  on 
t  flights.  Gradually,  American  cut  by 
the  amount  of  water  it  carries  on  its 
80s.  That  eliminates  as  much  as  200 
ids  of  deadweight,  a  move  that 
lid  generate  roughly  $2.8  million  in 
savings  once  the  carrier  rolls  the 
rice  out  to  the  rest  of  its  fleet. 
:  the  same  time,  American  also  be- 
rethinking  how  its  pilots  fly  their 
:s.  While  the  carrier  has  long 
earns  of  meteorologists  who 
Bfcly  track  weather  conditions, 
Ifrican  instructed  its  staff  also 
■ore  closely  analyze  wind  pat- 
lb.  Today,  thanks  to  special  al- 
Shms  written  by  American's 
mrare    programmers,    pilots 
mv  which  speed  and  altitude  to 
ft  to  make  the  most  of  tail- 
sis  and  avoid  headwinds  that 
•ase  fuel  consumption. 
]  some  instances,  American 
■n  rerouting  planes  to  fry  more  effi- 
m  routes.  Last  year,  it  received  per- 
iston from  the  Transportation  Dept. 
w  its  new  Chicago-   to-Shanghai 
W  directly  over  the  North  Pole  when 
leveather  allows,  a  move  that  saves 
learrier  more  than  $3,000  per  flight. 


At  the  same  time,  American  added  life 
vests  on  more  coastal  routes,  such  as 
Dallas  to  Miami  and  Miami  to  New  York, 
to  enable  the  pilots  to  fly  directly  over 
water,  rather  than  on  more  circuitous 
routes  that  follow  the  mainland.  Once 
the  pilots  arrive  at  their  destinations, 
American  pilots  now  taxi  in  on  one  en- 
gine, a  tactic  that  the  airline  says  is 
generating  yet  another  $2  million  in  an- 
nual savings. 

American's  ability  to  cut  its  fuel  bill  is 
paying  off.  Wall  Street  analysts  now  ex- 
pect American  and  AMR  to  generate  a 
profit  of  better  than  $200  million  in 
2006  on  roughly  $22  billion  in  revenues, 
after  losing  a  cumulative  $8  billion 
since  2000.  "The  fact  that  they've  been 
able  to  be  profitable  even  with  fuel  prices 
soaring  is  significant,"  says  Helane 
Becker,  airline  analyst  at  New  York-based 


investment  advisers  Benchmark  Co. 
But  American  isn't  home  free  yet.  Its 
pension  fund  is  $2.3  billion  underfunded. 
Unless  Congress  grants  it  more  leeway, 
the  company  may  be  forced  to  use  a  big 
chunk  of  its  $4.8  billion  in  cash  to  meet 
the  2007  deadline  to  close  most  of  that 
deficit.  And  as  part  of  its  cost-cutting 
campaign,  the  airline  has  deferred  any  or- 
ders for  new  aircraft  until  2013,  which 
will  leave  it  with  the  oldest  fleet  at  that 
point.  "They  are  in  great  shape  now,  but 
they  could  be  in  trouble  in  a  couple  of 
years,"  says  Vaughn  Cordle,  chief  analyst 
for  AirlineForecasts  LLC,  a  Clifton  (Va.)- 
based  research  firm.  Then  again,  Ameri- 
can's ability  to  make  money  in  the  face  of 
rising  energy  prices  suggests  the  odds 
have  improved  immensely  that  American 
will  still  be  around  in  2013.  ■ 

-With  Brian  Grow  in  Atlanta 
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Running  Smarter 

As  oil  prices  soar,  some  of  the  nation's  biggest  energy  consumers 
are  revamping  their  operations  to  shrink  energy  bills 


TRUCKING 

Schneider  National,  the  big 
Green  Bay  (Wis.)-based 
trucking  company,  is 
installing  fat  tires  that 
improve  gas  mileage  by  a  few 
percentage  points.  Because 
fewer  fat  tires  are  needed  per 
truck,  there  is  less  air  resistance. 
Schneider  also  uses  in-cab  heaters  that 
allow  drivers  to  cut  the  engine  while 
sleeping  and  still  stay  warm,  saving 
about  a  gallon  of  gas  per  hour. 


RAILROADS 

Union  Pacific  is  able  to 
pass  about  90%  of  the 
increase  in  fuel  prices 
on  to  customers 
through  surcharges. 
Still,  the  nation's 
largest  railroad  is 
buying  more  fuel-efficient  locomotives  and  installing 
systems  that  shut  them  down  if  they  idle  too  long. 
Engineers  who  meet  fuel  savings  targets  get  free  $50 
gasoline  cards  for  their  personal  use.  Last  year  that 
program  saved  16  million  gallons,  worth  $30  million. 


%  TECHNOLOGY         MANUFACTURING 


Microsoft  just  installed 
2,288  tiles  of  solar 
electric  paneling  at  its 
Silicon  Valley  campus  in 
Mountain  View,  Calif.,  that 
can  supply  up  to  15%  of 
the  campus' energy 
needs.  That's  important 
since  California  can 
experience  blackouts  in 
the  summer. 


PACKAGE  DELIVERY  SERVICES 

DHL's  biggest  project  is  a  route  optimization  program  that  uses  specialized 
software  to  restructure  and  streamline  courier  deliveries.  DHL  expects  the 
program  to  save  3%  to  5%  in  fuel  costs  for  the  year.  FedEx  has  18 
hybrid  vehicles  in  service  and  plans  to  add  75  more  later  this  year. 


Alcoa  is  building  a  $1  billion-plus 
smelter  in  Iceland  that  will  churn  out 
aluminum  using  relatively  inexpensive 
glacial  runoff  to  generate  electricity.  To 
harness  that  hydropower,  local 
authorities  are  building  a  dam.  The 
company  also  may  build  a  second 
smelter  in  Iceland,  this  one  to  be 
powered  by 
geothermal  energy 
from  volcanic  gases. 
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Nightmare 
On  Main  Street 

A  year  after  swallowing  Hollywood  Video, 
Movie  Gallery  is  fighting  for  its  life 


ice. 


BY  BRIAN  GROW 

w 


HEN  THE  TEAM 
at  video  rental 
chain  Movie  Gal- 
lery Inc.  boldly 
bought  rival  Holly- 
wood Video  for 
$1.2  billion  last 
April,  it  looked  like  a  potential  block- 
buster deal.  Literally.  By  merging,  the  duo 
staved  off  a  hostile  bid  for  Hollywood 
Video  from  archrival  Blockbuster  Inc. 
With  4,800  stores,  Movie  Gallery  vaulted 
into  the  No.  2  video  rental  spot.  The 
Dothan  (Ala.)  company,  which  built  its 
franchise  by  serving  tiny  towns  like 
Clarksville,  Ark.  (population:  7,000),  sud- 
denly became  a  major  player  in  big  cities 
such  as  Adanta  and  Los  Angeles. 

Just  a  year  later,  Movie  Gallery's  tale  has 
gone  from  love  story  to  horror  show.  The 
Hollywood  Video  deal  left  it  deeply  in  debt. 
Worse,  the  rise  of  online  video  rental  serv- 
ices sucked  even  more  revenue, from  the 
retail  chain.  Then,  a  weak  slate  of  new 
movies  on  video  last  year,  such  as  Starsky 
&  Hutch,  kept  bored  movie  fans  home. 
Same-store  sales  at  both  Movie  Gallery 
and  Hollywood  Video  plummeted  15%  last 
June.  "Quite  frankly,  it  was  the  perfect 
storm,"  says  Thomas  D.Johnson  Jr.,  senior 
vice-president  for  corporate  finance  and 
business  development  at  Movie  Gallery. 

Johnson  might  want  to  work  on  a 
more  felicitous  metaphor.  All  the  main 
characters  die  at  the  end  of  The 
Perfect  Storm.  And  Movie 
Gallery  is  batding  some  heavy 
weather.  The  company  posted  a 
57%  increase  in  profits  from 
2001  to  2004— a  performance 
that  helped  it  land  the  No.  61 
spot  on  BusinessWeek's  2005  list  of 
fastest-growing  small  companies.  But 
later  that   same  year,   Movie   Gallery 
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recorded  a  $553  million  loss.  Absent  one- 
time charges,  it  earned  $31  million— a 
38%  drop  from  its  previous  year's  profit. 
Overall,  sales  slid  almost  5%,  to  $2  bil- 
lion. To  try  and  stanch  the  bleeding, 
Chief  Executive  Joseph  Malu- 
gen  is  shuttering  unprofitable 
oudets  and  seeking  new  ways 
to  prop  up  the  bottom  line. 

It's  a  scary  plot  twist  for 
Movie  Gallery.  Founded  by 
Malugen  in  1985,  the  chain 
carved  out  a  down-home  niche  by  deliv- 
ering big  movie  tides  at  cheaper  prices 
to  customers  in  towns  with  fewer  than 


20,000  people.  Movie  Gallery  then  m 
idly  climbed  up  the  ranks  of  vu 
rental  players  by  acquiring  dozens 
small  video  chains. 

"A  BEAR  RUN" 

LIKE  BLOCKBUSTER,  Movie  Gallerj 
struggling  to  compete  with  online  si 
scription  services  such  as  NetfKx.  Ove 
in-store  sales  for  video  rental  out! 
shrank  13%  last  year,  to  $7.1  billion, 
cording  to  Adams  Media  Research  1 
But  online  sales  more  than  doubled. 
$1.4  billion.  Movie  Gallery's  Johns 
says  that  because  the  company 
weighed  down  by  its  $1.2  billion  in  d< 
it  can't  afford  to  launch  an  online  se 
There  is  growth  ahead,  but  it  is 
ing  to  be  at  the  expense  of  vi< 
stores,"  boasts  Steven  M.  Swai 
spokesman  for  Netflix. 

With  just  $135  million  in  casl: 
the  end  of  2005,  Movie  Gall 
faces  a  bruising  fight  just  to  st 
off  bankruptcy.  Vulture  invest' 
are  already  circling.  Mel 
Gallery's  stock,  worth  about  $3 
Apr.  24,  has  lost  more  than  909' 
its  value  in  the  past  year.  Invest 
have  short  positions,  or  a  bet  t 
the  stock  price  will  decline  furt 
on  18.6  million  of  the  company'!/ 
million  shares.  Movie  Gallery  i 
hedge  funds  are  snatching  upi 
bank  debt,  too,  which  could  ii 
cate  that  they're  jockeying  for  a  i 
on  a  creditors'  committee  she 
the  company  file  for  bankruf 
"If  s  a  bear  run  on  the  compa; 
Johnson  says. 

To  fight  back,  Movie  Gallery  e  i 
utives  have  twice  renegotiated  le 
ing  agreements  with  bankers 
ease  payment  terms.  The  comp 
plans  to  close  100  stores  and  lajq 
300  of  its  1,800  workers  by  the 
of  the  year.  Hoping  to  slash  atl 
20%  from  its  $500  million  in  am 
al  rental  costs,  it  is  negotiating  i 
leases  in  almost  half  its  stores.  But  W{ 
Gallery  won't  see  much  benefit  from  tl 
moves  until  2007. 

As  Movie  Gallery's  saga  shows,  stt-j 
gic  missteps  can  bring  any  company's 
streak  to  a  cold  halt.  That  was  more  t 
evident   at   the    cavernous    Hollyw 
Video  in  Decatur,  Ga.,  one  recent  even 
Just  a  handful  of  customers  perused 
DVDs.  Nearly  a  third  of  the  store  was  ( 
icated  to  old-format  VHS  movies, 
used  DVDs  were  being  hawked  at  a  c 
discount,  some  at  a  price  of  four  for ! 
One  tide  summed  up  Movie  Gallery's 
rent  dilemma.  It's  called  Scary  Movie. 
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%  Investing  in  jj 

America's 
Energy  Future 


Jigar  Shah,  CEO  of  Sun  Edison  LLC,  represents 
(kthe  kind  of. entrepreneurial  innovation  that  will  hasten  our 

''ansition  to  an  energy  future  beyond  fossil  fuels.  Behind 
hah:  solar  panels,  manufactured  by  BR  that  SunEdison 
as  installed  at  Whole  Foods  Market  Inc.,  an  organic 

and  natural  supermarket,  in  Edgewater,  N.J. 
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Renewable  Energy 
5  Off  and  Running 

story  is  on  the  side  of  renewable  energy.  According  to  the  U.S.  Department 
Energy's  Office  of  Renewable  Energy  and  Energy  Efficiency,  many  early 
ilizations  used  the  sun,  water,  wind,  and  even  geothermal  energy  to  meet 
;ic  needs.  North  American  Indians  used  hot  springs  for  cooking  as  far  back 
10,000  years  ago,  the  ancient  Greeks  used  hydro  power  to  grind  flour,  and 
Persians  used  windmills  to  pump  water  in  the  first  millennium. 
Harnessing  the  power  of  ocean  waves  is  hardly  a  2 1  st-century  brainstorm, 
ir  Shah  has  placed  his  bet  on  solar  power.  The  31 -year-old  entrepreneur  is  the 
O  of  Sun  Edison  LLC,  a  young  Baltimore  company  that  finances  and  installs 
tr  projects.  With  high-profile  customers  like  Whole  Foods  and  Staples,  and 
lally  high-profile  investors  like  Goldman  Sachs  and  Hudson  United  Bank, 
ill  players  like  SunEdison  are  riding  the  wave  of  interest  in  renewable  energy, 
ile  major  industry  movers  like  BP  are  helping  generate  the  wave. 
Many  investors,  utilities,  and  businesses  see  renewable  energy  —  of  some 
1  —  as  the  next  big  thing.  Follow  the  money:  hedge  funds,  venture  capital, 
merger  activity  have  gravitated  to  many  varieties  of  renewable  energy,  from 
ir  power  to  wind,  geothermal,  and  biofuels.  Shares  in  renewable  energy 
npanies  have  far  outpaced  the  broad  market  indexes.  Solar  power  stocks 
led  an  average  of  more  than  1 10%  last  year  and  are  way  ahead  of  the  market 
ar  in  2006.  Biofuel  and  biomass  stocks  are  also  recent  market-beaters, 
momists  see  promising  job  creation,  as  well,  from  this  growing  sector. 

jre  Than  A  Pleasant  Zephyr 

ne  would  call  wind  power  the  granddaddy  of  renewable  fuels.  In  the 
rent  millennium,  great  gains  in  wind  power  viability  have  derived  from  the 
lution  of  the  wind  turbine.  Because  of  lighter,  stronger  materials  and  better 
gn,  turbine  blades,  always  large,  are  now  truly  enormous  —  as  long  as  a  foot- 
field  for  the  most  powerful  turbines,  with  longer  yet  to  come.  The  thinner, 
ver  blades  have  scored  huge  improvements  in  output,  as  well  as  bird  safety. 
Wind  power,  at  $  1 1.8  billion  in  global  revenue,  is  being  taken  seriously 
ome  large,  sophisticated  companies,  including  GE,  Siemens,  Mitsubishi, 
Florida  Power  &  Light  (FPL),  and  Goldman  Sachs.  Indeed,  BP  has  made 
d  one  of  the  four  pillars  of  its  $8  billion,  10-year  commitment  to  building 
Iternative  energy  business  —  a  business  inspired  by  the  fact  that,  according 

to  the  IEA,  the  power  sector  releases 
twice  as  much  carbon  dioxide  glob- 
ally as  the  transport  sector.  "We  plan 
to  grow  our  wind  business  from 
30MW  to  more  than  450MW  in 
2008,  becoming  a  top  tier  wind 
power  operator  by  2015,"  says  Steve 
Westwell,  group  vice  president  for 
BP  Alternative  Energy. 


Wind  turbines  have  come  a  long  way 
since  the  days  of  Don  Quixote. 


A  Letter  from 
Samuel  W.  Bodman, 
Secretary  of  Energy 

Our  transitioning  energy  economy  has 
important  implications  from  Main  Street 
to  Wall  Street.  Because  renewable  energy 
technologies  bring  new  opportunities,  busi- 
nesses :iarge  and  small  can  benefit  from 
investing  in  the  renewable  energy  sector- 
one  which  creates  jobs,  enhances  national 
security  and  protects  the  environment 

As  part  ©f  fne  Bush  Administration's 
ongoing  effort  to  increase  energy  and 
economic  security,  President  Bush 
recently  announced  his  Advanced  Energy 
Initiative,  which  provides  a  22%  increase 
in  clean-energy  research  and  aims  to 
significantly  reduce  America's  reliance 
on  imported  fossil  fuels,  particular1 ly  from 
areas  of  the  world  that  are  less  stable  than 
we  would  Hike-  As  part  of  this  -initiative, 
we're  focused  on  the  Hydrogen  Fuel, 
Biofuels  and  Solar  America  Initiatives  — 
all  of  which  will  help  change  the  way  we 
power  our  cars,  homes  and  businesses. 

Gradually,  work  with  our  private-sector 
partners  has  already  begun  to  enter  the 
marketplace:  we  are  working  to  make 
hydrogen-powered  cars  a  commercially 
viable  option;  recent  breakthroughs  in 
ethanol  and  bio- based  products  represent 
a  promising  alternative  to  fossil  fuels;  and 
solar  cells  are  more  efficient  than  ever. 
Such  developments  will  not  only  increase 
energy  security,  but  will  generate  more 
jobs,  strengthening  our  economy. 

I  thank  BusinessWeek  for  producing 
this  landmark  section,  bringing  attention 
to  the  important  activity  occurring  at 
the  Department  off  Energy. 
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Samuel  W.  Bodman 
Secretary  of  Energy 


Feel  the  low 
carbon  electricity 
in  the  air? 


The  power  sector  is  the  largest  single 
source  of  carbon  dioxide  emissions.  And 
as  demand  grows,  so  will  emissions.  But 
there  is  an  alternative:  BP  Alternative 
Energy.  Recently,  we  announced  plans 
to  invest  up  to  $8  billion  over  the  next  10 
years  to  provide  low  carbon  electricity.  We 
estimate  it  will  eliminate  C02  emissions 
by  24  million  metric  tons  a  year  by  2015. 
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Alternative 
Energy     | 
Leads 
the  Way 
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In  a  world  with  an  almost  insatial 
demand  for  power,  it  takes  inno1 
tive  thinking  to  create  alternati 
energy  sources  that  also  signi 
cantly  reduce  carbon  dioxide  (CO 
emissions.  The  power  sector  accoui 
for  more  than  40%  of  man-ma; 
greenhouse  gas  emissions  —  aim 
double  the  amount  of  the  transp  I 
sector — and  is  the  largest  single  soi 
of  C02  in  the  environment, 
the  rise  in  power  demand  is  positil 
in  that  it  reflects  growint  economb 
the  growth  demand  for  electricity  m 
only  increase  emissions.  As  a  rests]- 
any  material  improvement  in  redudc  * 
C02  emissions  will  require  devehl 
ment  of  alternative  energy  options 
power  generation.  ([(1 

BP,  a  global  energy  group  witn  lf 
long-standing  commitment  to  ei^  m 
ronmental  responsibility,  recogni 
the  need  to  develop  and  prov 
new,  cleaner  approaches  to  meetil  g] 
the  growing  need  for  power  arou\  ^ 
the  world.  To  bring  greater  emph;i  ^ 
and  focus  to  all  of  its  low-carbt  ^ 
power  businesses,  the  compa.  ^ 
recently  launched  a  new  division:  i  8  j 
Alternative  Energy.  ,  jf, 

BP  Alternative  Energy  aimsi  ttr| 
invest  $8  billion  over  the  next.l  vein 
years  to  build  on  and  expand  its  pc 
folio  of  low  carbon  and  renewa.  ij 
energy,  including  solar,  wind,  hyd 
gen  power,  and  natural  gas-fir 
power  generation. 

BP  was  the  first  company  to  cc  k, 
mercialize  multi-crystalline  so 
technology  more  than  30  years  a 
Today  it  is  a  leading  manufactu 
and  supplier  of  photovoltaic  systei 
The  company  also  owns  and  open 
wind  farms,  and  has  an  establisl 
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resence  in  the  natural  gas-fired 
jwer  market.  BP  is  also  leading  the 
ay  in  developing  industrial  scale 
ydrogen  power  stations. 

"Now  is  the  right  time  to  invest 
t  alternative  energy  sources," 
iys  Steve  Westwell,  group  vice 
resident  for  BP  Alternative 
nergy.  "The  low-carbon  pow- 
•  sector  is  reaching  a  critical 
flection  point.  Consumers  are 
creasingly  engaged  in  environ- 


plans  to  more  than  double  its  solar 
lei  production  by  the  end  of  this  year. 

intal  issues  and  many  countries 
*  concerned  about  energy  security, 
le  demand  for  cleaner  electricity 
growing.  Taking  low-carbon  power 
ernatives  to  scale  is  the  appropri- 
:  next  step." 

BP  Alternative  Energy's  approach 
ikes  good  business  sense.  Maturing 
hnologies  are  creating  significant 
portunities  to  create  a  profitable, 
jh-growth,  global  business  over  the 
Kt  decade.  In  fact,  the  company's 
^1  for  new  business  is  to  become 
ivorld-leading  low-carbon  power 

f  eloper  by  2015. 
"We  have  the  potential  to 
pid  or  eliminate  24  million  tons 
C02  per  annum  by  2015,"  adds 
:stwell.  "That's  like  making 
ity  the  size  of  Chicago  virtually 
bon-free.  Clearly  alternative  energy 
iot  just  good  business,  it's  a  respon- 
le  environmental  practice,  too.  As 
sading  innovator,  we  are  deter- 
ned  to  pave  the  way  toward  a 
aner  environment  and  reliable 
(ver  generation." 


We're  harnessing 
the  power  of  solar, 
wind,  hydrogen 
and  natural  gas. 

alternativenergy™ 

Powered  by  BP 

BP  Alternative  Energy  will  use  a  mix  of 
technologies  to  provide  low  and  carbon 
free  electricity.  Recently,  we  completed  the 
expansion  of  our  solar  manufacturing  facility 
in  Maryland,  more  than  doubling  its  capacity. 
We  also  announced  plans  to  build  a  first  of  its 
kind  hydrogen-fueled  power  plant  in  California. 
When  completed  it  will  generate  electricity  while 
capturing  90%  of  the  carbon  from  the  plant. 
Visit  bpalternativenergy.com 
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Today,  though  wind  is  one  of  the  lowest-cost  renewable 
energy  sources,  modest  subsidies  remain  necessary,  a 
usually  controversial  government  action  that  has  found 
broad  consensus  in  this  case  in  order  to  provide  early-stage 
support  to  the  industry.  After  all,  if  average  retail  electricity 
prices  were  to  rise  only  0.3%  per  year  over  the  next  20 
years,  that  is  enough  to  justify  a  shift  from  higher  carbon 
power  generation  to  low-carbon  and  renewable  generation, 
such  as  wind,  according  to  BP  calculations. 

Catching  The  Rays 

Solar  power  is  another  good  bet.  Based  on  manufactur- 
ers' shipments  from  1997  to  2005,  the  industry  grew  34% 
annually.  The  U.S.  solar  market  represents  over  $  1  billion 
of  annual  sales.  BP,  currently  the  largest  solar  panel  pro- 
ducer in  North  America,  has  ambitious  plans  for  solar.  Says 
Westwell:  "We  aim  to  lead  the  solar  industry  in  its  drive  to 
cut  the  costs  of  producing  solar  energy  down  to  levels  at 
which  it  can  compete  strongly  with  gas  and  coal." 

Meantime,  lightweight,  flexible  solar  technologies 
—  such  as  thin-film  solar  shingles  and  devices  based  on 
nanotechnology  —  are  attracting  investment,  and  the 
new  technologies  and  materials  are  improving  both  costs 
and  efficiency.  The  sun  has  long  been  the  most  cost- 
effective  power  source  in  remote  areas  for  such  applica- 
tions as  telecom  repeater  stations,  water  pumping,  and 
rural  electrification,  with  future  growth  assured,  because 
the  technology  is  not  only  customizable,  but  portable. 
"As  the  grid  begins  to  age  and  concerns  about  transmission 
outages  and  price  spikes  increase,  distributed  generation 
will  take  on  new  significance  in  the  domestic  market- 
place," says  Zachary  Lyman,  managing  partner  at 
Washington,  D.C. -based  consultantcy  Reluminati.  "For 
years,  the  international  markets  for  distributed  generation 
have  been  telecommunications,  uninterruptible  power 
systems,  and  backup  systems."  he  says.  "That's  being 
mirrored  in  the  U.S.  now." 
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Most  solar  installations  are  tied  to  the  electrical  grid, 
however,  which  means  price  competition  with  other 
power  sources.  Overseas,  Japan,  Germany,  and  Spain 
have  achieved  extraordinary  growth  via  public  support 
for  renewable  energy.  Much  the  same  is  happening  in 
California  and  New  Jersey,  with  more  states  following. 
SunEdison's  Shah  predicts  that  soon  the  U.S.  solar  indusn 
will  install  more  than  $35  billion  of  solar.  In  fact,  many 
believe  that,  on  the  current  technology  path,  the  cost  of 
installed  solar  will  reach  retail  "grid  parity"  in  sunny  climate 
as  soon  as  2015  due  to  a  combination  of  technology 
advances,  scale,  and  lower  installation  costs.  Declining 
installation  costs  and  the  rise  in  conventional  electricity 
generating  costs  mean  ever-increasing  momentum  for 
solar.  BP  believes  solar  will  be  profitable  without  subside 
in  sunny  areas  within  the  decade. 


Journey  To  The  Center 

The  geothermal  energy  industry  is  again  heating  up,  after 
years  in  the  deep  freeze.  As  with  all  alternative  energy 
sources,  the  key  drivers  are  energy  security  and  climate 
change.  Almost  500  MW  of  power  contracts  were  awarder 
to  geothermal  developers  last  year,  an  increase  of  almost  I 
25%  of  the  installed  capacity  base.  State-level  renewable 
portfolio  standards  (RPS)  address  this  by  requiring  utilitie 
to  obtain  a  percentage  of  their  power  from  renewable  source 
In  addition,  the  geothermal  industry  benefits  from  federg 
production  tax  credits  in  the  2005  Energy  Policy  Act. 

Policymakers  have  good  reasons  to  support  geotherma 
The  technology  is  proven  and  simple;  the  cost  is  competitiv 
with  the  utility  grid;  and  the  power  plant  cranks  out  electro 
24/7.  However,  there  are  relatively  few  spots  where  heat  froi  1 1 
the  earth's  core  comes  close  enough  to  the  surface  to  be  put  m  ™( 
economic  use.  The  same  "ring  of  fire"  around  the  Pacific  Ba* 
responsible  for  so  many  volcanoes  is  also  the  source  of  most  ■ 
the  geothermal  resources  accessible  with  current  technology 
In  the  U.S.,  large-scale  geothermal  power  is  generally  onl 

viable  west  of  the  Rockies.  Widespread,  sig- 
nificant geothermal  application  may  hinge  oi 
a  concept  now  in  exploratory  stages:  hot  dr 

rock  (HDR)  technology,  involving  drilling 

much  deeper  than  with  standard  geotherm 
to  almost  two  miles  or  more. 
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Gold  From  Dross 

In  the  search  for  alternatives,  biomass 
—  organic  matter  such  as  newspaper,  land 
fill,  certain  industrial  byproducts,  and  eve 
some  fast-growing  plants  —  becomes  incre 
ingly  attractive.  Some  renewables  are  suit- 
able for  either  the  power  or  the  transport 
sector,  but  biomass,  like  hydrogen,  works 
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aoth.  Plenty  of  biomass  is  available  —  cane  sugar  manufac- 
turers or  paper  mills,  for  instance,  can  process  their  waste 
md  convert  it  to  heat  and  power  for  their  own  use.  Before 
(iny  real  market  develops,  though,  difficulties  in  feedstock 
aandling  must  be  resolved  and  transport  costs  reduced. 
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Pump  Me  Up 

ithanol,  a  clean-burning,  high-octane  fuel,  is  an  industry 
|Vorth  about  $  10  billion  in  retail  sales.  Production  may  top  five 
million  gallons  in  2006.  Around  four  million  ethanol-ready 
/ehicles  are  on  the  road  now,  Recent  corporate  promotion 
)f  biofuels,  especially  ethanol,  has  been  significant.  General 
Vlotors  Corp.,  for  instance,  is  promoting  E85,  a  blend  of  85% 
ethanol  and  15%  gasoline  (see  box  on  last  page). 

Public  policy  affects  ethanol's  supply  and  demand.  On 
he  supply  side,  a  partial  exemption  from  the  federal  excise 
ax  on  gasoline  is  passed  directly  to  the  consumer,  enabling 
ower  pump  prices  for  ethanol-blended  fuel.  Demand  is 
guaranteed  by  state  and  federal  air  quality  regulations, 
equiring  petroleum  refiners  to  blend  oxygenating  fuel 
ve  idditives  into  gasoline.  With  more  states  banning  MTBE 
:re  because  of  potential  health  effects,  ethanol  demand  is 
ising.  Federal  energy  policy  also  helps  lock  in  growth  by 
nandating  the  use  of  eight  billion  gallons  of  renewable 
ts  uels  annually  by  2012,  roughly  twice  today's  level. 


No  oil  wells  here 

1 .  The  solar  energy  sector  is  booming, 
thanks  to  new  technology. 

2.  Geothermal  energy  is  generated 
24/7,  in  all  kinds  of  weather. 

3.  Major  players,  including  BR  are 
investing  in  wind  energy. 

4.  Ethanol,  produced  largely  from 
corn  in  the  U.S.,  helps  power  flexible- 
fuel  vehicles  such  as  those  from  GM. 


For  ethanol  to  fuel  more 
vehicles,  the  country  needs  to 
diversify  beyond  corn.  The  new 
frontier  is  cellulosic  ethanol:  sugar 
molecules  of  more  complex  feed- 
stocks such  as  trees,  switchgrass, 
and  biomass  materials  are  distilled 
into  alcohol.  The  Department  of 
Energy  estimates  that  producing 
ethanol  this  way  could  trim  60  cents 
from  the  gallon  price  by  2015. 


The  End  Game? 

While  there  is  much  debate  about  when  global  oil  production 
will  roll  over  and  begin  an  irreversible  decline  —  "peak 
oil"  estimates  range  from  Thanksgiving  2005  to  2030  and 
beyond  —  few  dispute  that  such  a  time  will  come.  Hydrogen 
is  seen  by  many  as  the  best  replacement  for  oil  and  other 
fossil  fuels.  The  "hydrogen  economy"  vision  calls  for  a 
new  fuel  production,  delivery,  and  storage  infrastructure. 
Although  much  has  been  written  about  fuel-cell-powered 
transport,  hydrogen  may  be  used  to  make  electricity  much 
sooner  than  to  move  vehicles. 

BP  Alternative  Energy  has  set  its  sights  on  the  power 
sector.  Its  plans  for  two  large-scale  hydrogen-fired  power 
plants  represent  a  "bridging"  technology  with  significant 
near-term  potential.  The  first,  in  Scotland,  plans  to  take 
natural  gas  from  North  Sea  fields  and  convert  it  to  hydrogen 
and  carbon  dioxide.  Hydrogen  would  be  used  as  fuel  in 
Scotland's  Peterhead  power  station,  while  carbon  dioxide 
would  be  injected  more  than  three  kilometers  under  the 
seabed.  The  power  station  is  being  designed  to  create  475 
megawatts  of  virtually  carbon-free  electricity,  enough  to 
power  a  quarter  of  a  million  homes  in  the  U.K.  The  project 
would  also  permanently  store  1.8  million  tons  of  carbon 
dioxide  per  year.  The  second  project,  in  the  U.S.,  will  use 


Energy  independence? 

The  answer  may  be  growing 

in  our  own  backyard. 
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I|j  Corn  can  do  amazing  things.  Corn  can  be  refined  into  E85 
ethanol  —  an  alternative  fuel  made  up  of  85%  ethanol  and  15% 
gasoline  that  not  only  burns  cleaner  than  fossil  fuels,  it's  also  a 
homegrown  renewable  energy  source  that  can  help  reduce  our 
dependence  on  oil.  GM  already  has  1.5  million  FlexFuel  Vehicles 
on  the  road  that  can  run  on  gasoline  or  E85  ethanol.  And  it's 
just  the  beginning.  Join  the  ride.  Help  turn  your  world  yellow  at 
LiveGreenGoYellow.com.  Learn  more  about  E85  ethanol,  which 
GM  vehicles  can  run  on  it,  where  you  can  get  it  and  how  you 
can  make  a  difference.  One  car  company  can  show  you  how. 
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Auto  Giant  GM 
Goes  Green 
in  a  Big  Way 


GM's  FiexFuel  vehicles  use  corn- 
based  ethanol  and  sport  yellow  gas 
caps  to  prove  it. 

When  it  comes  to  renewable  energy, 
General  Motors  Corp.  is  on  the  move. 
The  world's  largest  automaker  has 
launched  a  significant  marketing  and 
public  awareness  campaign  to 
support  its  commitment  to  E85 
ethanol-based  fuel  and  the  vehicles 
that  utilize  it.  Says  Elizabeth  A. 
Lowery,  GM  vice  president  of 
environment  and  energy:  "We've 
received  very  encouraging  feedback 
on  our  E85  campaign  from  the  envi- 
ronmental community,  our  dealers, 
and  federal  and  state  policymakers, 
among  others.  It's  a  very  exciting  time." 

While  improved  internal  com- 
bustion engines,  hybrid  vehicles,  and 
fuel  cells  are  part  of  its  multi-pronged 
advanced  technology  strategy,  GM 
is  promoting  E85  and  the  FiexFuel 
vehicles  that  can  use  either  E85  or 
gasoline.  The  company  has  already 
put  1 .5  million  FiexFuel  vehicles 
on  the  road,  with  another  400,000 
planned  by  year-end.  GM  is  partner- 
ing with  energy  companies,  state 
governments,  and  other  organiza- 
tions to  boost  the  availability  and 
awareness  of  E85  fuel  in  the  U.S., 
as  well  as  regularly  updating  its 
OnStar  database  with  E85  station 
locations  across  the  country. 

For  more  information,  please 
visit  www.livegreengoyeliow.com 


petroleum  coke  —  a  refinery  byproduct 
also  known  as  synthetic  coal.  This 
first-of-its-kind  power  plant  will  be  an 
important  step  in  making  coal,  our 
most  abundant  fossil  fuel,  a  low-carbon 
power  alternative. 

An  Economist's  Field  Day 

The  global  market  for  renewables 
already  exceeds  $40  billion.  Wind, 
solar,  and  ethanol,  the  three  largest 
segments,  are  roaring  ahead  at  growth 
rates  of  20%  to  40%  per  year.  Along 
the  way,  they  have  generated  not  just 
cleaner  energy,  but  also  jobs,  wealth, 
and  returns  to  investors.  Meanwhile, 
the  Nasdaq  index  has  struggled  to 
deliver  only  single-digit  gains. 

Workers  are  poised  to  benefit 
from  the  growth  in  renewables.  Today, 
the  industry  contributes  several  hun- 
dred thousand  jobs  to  local  economies, 
often  in  depressed  industrial  regions 
like  the  Ohio -Pennsylvania  "rust 
belt,"  and  elsewhere.  The  ethanol 
industry  alone  created  about  153,000 
direct  and  indirect  jobs  last  year.  Add 
another  20,000  to  40,000  from  solar, 
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1 1,500  from  geothermal,  and  roughly 
10,000  from  biomass  and  wind,  and 
the  total  direct  and  indirect  job  creation 
is  200,000  or  more.  With  years  of 
rapid  growth  still  ahead  renewables 
are  poised  to  energize  workers  and 
investors  alike.  The  rapid  growth 
still  ahead  means  that,  over  the  next 
decade  or  two,  hundreds  of  thousands  W 
more  jobs  will  be  added.  t 

Renewable  energy  is  real.  With 
$40  billion  of  global  revenue,  renew-     c 
ables  have  moved  far  beyond  the 
"tofu  and  sandals"  set  and  into  the 
core  business  strategies  of  the  largest 
energy  and  industrial  corporations 
in  the  world.  Says  BP's  Westwell:  "We  . . 
believe  [we  have]  an  opportunity  to 
create  a  high-growth,  world-scale 
business  in  low  carbon  power  over  the 
coming  decade,  and  we're  hoping  thatii 
by  leading  the  way  we  will  encourage 
others  to  follow." 

And  yet,  the  renewables  revolu- 
tion has  only  just  begun.  It  will  not       I  is  i 
end  until  the  trillion-dollar  energy 
and  power  industry  has  been  com- 
pletely remade  in  its  image. 
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BP   http://www.bp.com;  http://www.bpalternativenergy.com 

General  Motors  Corp.  http://www.gm.com, 
http://www.livegreengoyellow.com 

For  more  information  on  renewable  energy,  log  on  to  the  Department 
of  Energy's  Energy  Efficiency  and  Renewable  Energy  Web  site  at 
http://www.eere.energy.gov 


Upcoming  sections  in  the  "Investing  in 
America's  Energy  Future"  series: 


!k< 
I  tear 

I 

1 

a 
lit 

-    IB 

;;: 


Building  a  Greener  America  July  3,  2006,  issue 

A  Roadmap  for  Efficient  and  Sustainable  Transportation 

Sept.  1 1 ,  2006,  issue 

Looking  Forward:  Technologies  and  Choices    Nov.  13,  2006,  issue 

For  more  information,  e-mail  Stacy  Sass  McAnulty,  director,  worldwide  special 
advertising  sections,  at:  stacy_sass-mcanulty@businessweek.com 

Please  visit  www.businessweek.com/adsections 
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Renewable  Energy  Off  and  Running 


Finance  Turnarounds 


toeing  Straightens 
Jp  ana  Flies  Right 

fitn  boom-and-bust  cycles  in  the  past, 
is  looking  more  like  a  growth  company 


STANLEY  HOLMES 

HERE'S  SOMETHING  IN 
the  air  at  Boeing  Co.  The 
company's  stock  has 
jumped  nearly  50%  in  the 
past  year.  It  is  posting 
record  earnings  and  air- 
craft sales.  Operating 
it  margins  in  its  commercial  airline 
are  expected  to  climb  into  double 
ts  and  remain  there  for  several  years 
first.  Booms  and  busts  at  the  notori- 
y  cyclical  company  are  smoothing 
and  CEO  W.  James  McNerney  vows  to 
ain  disciplined  in  ramping  up  pro- 
don  to  meet  strong  demand  for  com- 
cial  aircraft  in  the  years  to  come, 
nwhile,  the  compan/s  defense  busi- 
i  remains  strong. 

he  changes  have  been  so  striking  that 
le  analysts  have  begun  tossing  around 
■reposition  that  would  have  seemed 
linkable  a  few  years  ago:  that  Boeing 
wedding  its  cyclical  skin  and  turning 
I  a  true  growth  company.  The 
Ik  chart  supports  that  argu- 
■t.  Boeing  smashed  through 
■ormal  trading 
§0  last  May  and 
■fed  back,  closing 
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Apr.  25  at  85.  Morgan  Stanley  analyst 
Heidi  Wood  suggests  that  Boeing  shares 
could  reach  140  in  three  years. 

Wood  and  others  say  the  case  for 
valuing  the  Chicago  aerospace  giant  as 
a  growth  stock,  with  a 
higher  price-earnings 
ratio  than  in  the  past, 
has  never  been  strong- 
er. Boeing's  earnings 
have  been  much  more 
reliable  in  recent 
years.  Thanks  to  cost 
cuts,  the  commercial 
airline  unit,  which  ac- 
counts for  about  48% 
of  total  revenues,  has 
posted  operating  prof- 
its throughout  the  U.S. 
airline  slump  that  began  in  2001.  Boeing 
generated  $5.5  billion  in  free  cash  flow 
last  year,  up  from  $2.3  billion  in  2004. 


Data:  Bloomberg  Financial  Markets 


And  on  Apr.  26  it  posted  better-than-ex- 
pected  first-quarter  profit  growth  of  29% 
on  a  48%  surge  in  commercial  airline  rev- 
enues. There's  no  sign  of  trouble  on  the 
horizon,  say  the  bulls. 

Of  course,  the  airline  industry  is  one 
of  the  most  volatile  around.  Any  number 
of  things  could  jeopardize  Boeing's 
steady  growth— chief  among  them  high- 
er oil  prices,  rising  geopolitical  tensions, 
and  a  declining  global  economy.  What's 
more,  Boeing  still  needs  to  demonstrate 
that  it  can  ramp  up  production  of  the 
new  787  Dreamliner  without  big  cost 
overruns  and  schedule  setbacks.  The 
plane  enters  service  in  2008  and  is  in 
high  demand. 

OFF  THE  ROLLER  COASTER 

BUT  THE  LIKELY  scenario  for  Boeing, 
say  analysts,  is  an  extended  commercial 
plane  boom  that  ends  merely  in  a  soft- 
ened downturn.  That  in  itself  suggests  a 
dramatic  change  from  the  past  two  roller- 
coaster  cycles. 

What's  driving  the 
transformation?  It 
starts  with  surprising- 
ly steady  aircraft  de- 
mand in  recent  years. 
The  airline  industry  is 
cleaving  into  dis- 
cernible groups.  Ma- 
jor U.S.  carriers  such 
as  American,  United, 
and  Delta,  along  with 
big  European  airlines 
such  as  British  Air- 
ways, traditionally  spark  recoveries 
rather  than  follow  them.  But  they 
haven't  yet  emerged  from  their  slumps, 
haven't  been  buyers,  and  likely  won't  be 
for  a  while.  At  the  same  time,  though, 
business  is  booming  for  big  carriers  in 
Asia  and  the  Middle  East,  which  are 
ordering  planes  in  large  numbers. 
Also  buying:  low-cost  carriers 
such  as  Southwest,  JetBlue 
Airways,      and      Ryanair, 


APR.  24,  '06 


information  Technology 


as  well  as  thriving  startups  in  Asia. 

As  momentum  slows  for  low-cost 
and  Asian  carriers,  the  big  Western  car- 
riers will  likely  come  back  onstream. 
That  promises  to  keep  Boeing's  orders 
relatively  smooth.  If  American  Airlines, 
for  example,  begins  to  place  orders  next 
year,  Boeing  might  not  deliver  until 
2010.  By  then,  it  could  absorb  a  slow- 
down in  Asian  demand  relatively  easily. 

Another  key  to  Boeing's  success:  a 
better  sales  mix.  The  company  is  win- 
ning the  majority  of  widebody  airplane 
orders,  which  gen- 

Mideast      eratfie  much  higher 

.  7   j  profit  margins  than 

ASian,  and  do  smaller,  narrow- 

lr»W  /-MCt  body  jets.  In  2005  it 

lOW-COSL  booked  438  wide- 

r»arrip>rc  body    orders5   vs- 

^cU  1 1C1  d  ^  just  166  for  chief  ri- 

ai*e  driVinff    va^  Airbus.  Those 

j  j     &     sales  are  boosting 

demand  Boeings         profit 

^^^^^  margins    to    new 

heights.  Commer- 
cial airplane  oper- 
ating margins  have  averaged  just  4.5% 
over  the  past  25  years  and  have  never 
exceeded  10.3%  for  a  full  year  during 
that  period.  Boeing  is  forecasting  com- 
mercial airplane  margins  of  over  10% 
next  year  and  possibly  12%  after  2008. 
Another  success  driver:  Boeing's 
newfound  discipline  on  the  factory 
floor.  It  has  come  a  long  way  from  the 
troubles  it  faced  in  1997,  when  produc- 
tion problems  shut  down  two  assembly 
lines  and  cost  the  company  $2.5  billion. 
Now  the  company  says  it  will  ramp  up 
steadily.  "If  they  do  this  right,  they  are 
golden  for  a  long  time,"  says  Richard 
Aboulafia,  an  analyst  at  consultant  Teal 
Group  Corp. 

The  new  strategy  shows  Boeing's  de- 
sire to  focus  on  profitability  more  than 
market  share.  In  the  past  the  company 
would  double  or  triple  its  production 
rate  when  orders  picked  up  to  grab 
share.  But  high  labor  and  operating  ex- 
penses killed  profit  margins.  Now,  Boe- 
ing is  raising  production  rates  without 
rehiring  more  of  the  30,000  people  it 
has  laid  off  since  2001.  Airplane  deliver- 
ies, not  orders,  account  for  the  majority 
of  revenue  and  profit.  A  cool  head  at  this 
stage  could  extend  the  good  times 
longer  than  in  previous  cycles.  "Produc- 
tion is  going  up,  but  they  aren't  blowing 
the  lid  off,"  says  Edmund  Greenslet,  ed- 
itor of  Airline  Monitor.  "It's  going  up  by 
an  amount  that  leads  one  to  think  they 
can  sustain  those  rates  longer."  Steady 
as  she  goes.  ■ 


PROTOTYPE 

Ian  Wright  driving 
the  Wrightspeed 
XI  sports  car 


Hey,  Detroit, 
Wanna  Drag? 

Two  Silicon  Valley  startups  are  working 
on  battery-powered  sports  cars 


BY  JUSTIN  HIBBARD 

THE  YEAR  WAS  1998,  AND 
Ian  M.  Wright  had  just 
settled  into  his  business- 
class  seat  for  an  11-hour 
flight  from  San  Francisco 
to  Tokyo.  As  he  delved 
into  a  book  on  experi- 
mental aircraft,  he  noticed  the  thirty- 
something  man  next  to  him  reading  over 
his  shoulder.  Right  away  he  suspected  he 
was  in  familiar  company— another  Sili- 
con Valley  computer  geek  with  a  secret 
passion  for  gears  and  propulsion. 

Wright,  then  a  42-year-old  senior  di- 
rector of  engineering  at  Network  Equip- 
ment Technologies  Inc.  and  an  amateur 
race  car  builder  and  driver,  struck  up  a 
conversation  with  Martin  Eberhard, 
founder  of  electronic-book  company 
NuvoMedia  Inc.  By  the  time  they  landed 
at  Narita  International,  they  had  discov- 
ered not  only  a  shared  interest  in  alter- 
native vehicles  but  also  that  they  lived  a 
quarter-mile  from  each  other  in  Wood- 


side,  Calif.  Four  years  later  they  would  t 
working  together,  having  launched  t 
Valley's  first  bid  to  build  a  high-perfor 
ance  electric  car,  Tesla  Motors  Inc. 

Silicon  Valley  engineers  have  alwr 
been  closet  gearheads.  When  they're  l 
writing  code  or  designing  semicondk 
tors,  many  tinker  with  exotic  cars,  a 
planes,  even  rocket  ships.  Couple  tl 
with  a  Californian  environmental  ben  i 
it's  hard  to  drive  the  stretch  of  Highw 
101  between  San  Francisco  and  San  J< 
without  passing  several  Toyota  Priui 
or  Honda  Insights— and  techies  sei 
like  ideal  candidates  for  building  n( 
polluting  vehicles. 

Yet  the  region's  startup  machine  1 
never  produced  a  notable  auto  compa 
Wright  and  Eberhard  are  out  to  char 
that.  After  four  years  of  research  and  < 
velopment,  San  Carlos-based  Tesla  pk 
to  release  a  battery-powered  sports  i 
later  this  year.  It  will  do  so  withf 
Wright,  who  left  Tesla  last  year  a 
formed  his  own  electric  car  start 
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Health  care  costs  have  you  burning  the  midnight  oil? 


Rising  health  care  costs  rank  as  the  top  concern  of  today's  CFO's*  -  so  it's  no  wonder  some  are 
losing  sleep  trying  to  find  solutions.  But  what  keeps  you  up  at  night  keeps  us  accountable. 
■  We're  UnitedHealthcare,  a  national  health  care  company  dedicated  to  tailoring  high  quality, 
affordable  health  benefit  solutions  that  work  for  your  company.  Here's  how: 
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Simply  Accountable*"  -  provides  up  to  30%  guaranteed  health  care  cost  savings  for 

new  self-funded  customers 

DefinitySM  HSAs  and  HRAs  -  give  your  employees  control  over  their  health  and  health 

care  spending  with  our  industry-leading,  cost-effective  consumer-driven  plans 

Packaged  Savings3"  -  save  on  combined  dental,  vision,  life  or  disability  plans  -  and 

simplify  your  administrative  workload 

Total  Affordability  Management3"  -  take  advantage  of  our  unique  approach  to  working 

with  physicians,  hospitals  and  consumers  to  optimize  health  care  quality  and  affordability 

We're  UnitedHealthcare,  and  we're  a  health  care  company  you  can  hold  accountable  for 
building  strategies  to  help  you  succeed...  not  lose  sleep. 


Stop  pacing  the  floor  -  to  learn  more  about  our  innovative  products  and  programs,  contact 
your  broker  or  consultant  today,  or  visit  www.uhc-accountable.com/bw 


I 
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UnitedHealthcare 

It  just  makes  sense: 
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•i,'CFO  Bi  siness  Outlook  Survey  results  published  in  CFO.  January  2006  Administrative  services  In  sell  tunded  plans  provided  by  United  HealthCare  Insurance  Company  or  United  HealthCare  Service  LLC  Insurance  coverage  provided  by  or  through  United  HealthCare 

I  any,  United  HealthCare  Insurance  Company  of  New  York,  or  their  affiliates  Specialty  products  may  not  be  available  in  all  states  or  for  all  group  sizes.  Packaged  Savings  program  may  not  be  available  in  all  states  Simply  Accountable  is  a  performance  guarantee  ol  savings 
pected  claims  during  the  first  contract  year  as  projected  from  claims  experience  and  estimated  trend  The  products  and  services  selected  will  affect  the  amount  of  savings  possible  UnitedHealtticare's  Oefinily  Health  Savings  Account  high  deductible  medical  plan  IDefmity 
with  IRS  requirements  and  allows  eligible  enrollees  to  open  a  Health  Savings  Account  with  a  bank  of  their  choice  "Definity  HSA"  refers  generally  to  the  product  that  includes  a  HDHR  although  in  some  cases  "Oefmity  HSA"  may  refer  only  to  the  Health  Savings  Account. 
UnitedHealthcare's  Definity  Health  Reimbursement  Account,  (Definity  HRA),  combines  a  medical  benefit  plan  with  an  employer-funded  account.  ©2006  United  HealthCare  Services,  Inc. 


Information  Technoloev  Electric  Cars 


Wrightspeed  Inc.,  in  Woodside.  "I  had  a 
different  vision,  to  build  cars  with  different 
technology,"  he  says.  The  parting  was  am- 
icable. Wright  doesn't  have  a  delivery  date 
for  his  vehicle. 

Both  companies  are  charting  new  terri- 
tory by  applying  info  tech  engineering, 
consumer- electronics  design,  and  ven- 
ture-capital financing  to  auto  startups.  For 
talent,  they  are  dipping  into  the  Valley's 
deep  well  of  electrical  engineers,  software 
programmers,  and  industrial  designers. 
For  financing,  they  are  appealing  to  ven- 
ture capital's  newfound  interest  in  clean 
technology.  So  far,  both  have  been  funded 
by  their  founders  and  other  individuals. 
Tesla  has  raised  at  least  $25  million,  some 
from  PayPal  Inc.  founder  Elon  Musk.  The 
company  is  close  to  completing  a  private 
placement  led  by  a  prominent  VC  firm,  ac- 
cording to  a  source  familiar  with  the  deal. 
(Tesla  declined  to  comment,  preferring  to 
stay  quiet  until  its  car  is  ready.)  Wright  has 
yet  to  close  on  a  first  round  of  funding. 

LESSONS  FROM  LAPTOPS 

SO  WHAT  MAKES  these  techies  think  they 
can  do  better  than  Detroit,  Tokyo,  or 
Stuttgart?  After  all,  past  attempts  to  mar- 
ket electric  cars  in  the  U.S.  have  disap- 
pointed. Buyers  balked  at  high  prices,  odd 
looks,  and  limited  range.  When  General 
Motors  Corp.  introduced  its  first-genera- 
tion EV1  in  1996,  most  owners  could  only 
drive  60  miles  before  charging. 

But  Tesla  and  Wrightspeed  have  a  dif- 
ferent approach.  For  one  thing,  their  ve- 
hicles use  lithium-ion  polymer  batteries,  a 
more  powerful  version  of  those  found  in 
portable  electronic  devices.  Packing  twice 
as  much  energy  per  pound  as  the  nickel 
metal  hydride  batteries  used  in  the  elec- 
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MILES  TO  GO 


New  batteries  narrow  the  mileage 
gap  between  gas  and  electric  cars 

MILES  PER  TANK/CHARGE 


TOYOTA  COROLLA  (GA! 


VENTURI  FETISH 
(LITHIUM  ION  BATTERY) 


GENERAL  MOTORS  EV1 

(NICKEL  METAL  HYDRIDE  BATTERY) 


0         100       200       300       400       500 
Data:  Edmunds.com  Inc.,  General  Motors  Corp. 
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trie  cars  of  the  1990s  and  today's  gas-elec- 
tric hybrids,  lithium  ion  increases  the 
driving  distance  on  one  charge  (chart). 
Surging  demand  from  portable  device 
makers  has  spurred  development  of  more 
powerful  lithium  batteries.  "It's  an  in- 
tensely competitive  business  in  the  laptop 
and  portable  market,  which  is  good  for  us 
because  it  means  the  technology  is  im- 
proving, and  the  price  is  coming  down," 
says  Tom  Gage,  president  at  AC  Propul- 
sion Inc.,  an  electric-car  components 
manufacturer  in  San  Dimas,  Calif.,  that  is 
providing  key  elements  of  Wright- 
speed's  and  Tesla's  drive  trains. 

Another  distinction:  Tesla  and  Wright- 
speed are  designing  zippy  sports  cars  for 
wealthy  drivers  who  might  otherwise  buy 
a  Ferrari  or  Porsche.  Although  economy 
cars  sell  in  greater  numbers,  performance 
cars  sell  at  higher  prices  and  a  greater 
profit.  Tesla  hasn't  announced  pricing,  but 
Wright  estimates  his  cars  will  cost  about 
$100,000.  Other  electric-car  makers  have 
discovered  the  performance  market. 
French  carmaker  Venturi  last  year  began 


selling  the  Fetish,  a  sports  car  powered 
lithium-ion  batteries.  But  Venturi  is  n 
ing  only  25  Fetishes,  for  $600,000  eaci 

Engineers  have  long  known  that  elei 
power  can  best  gas  power  on  a  racetr. 
Light  weight,  high  horsepower,  and 
shifting  make  for  rapid  acceleration. "' 
interesting  thing  about  electric  cars  is  I 
don't  have  to  give  up  efficiency  to  get  i 
formance,"  says  Wright.  He  claims  th«) 
will  go  from  0  to  60  miles  per  hour  inr 
der  4  seconds  and  drive  for  up  to  160  nr 
at  70  mph  on  one  charge.  Charging  | 
take  about  two  hours. 

Tesla  is  paying  special  attention  tot 
pearance,  which  is  key  to  the  performs, 
market.  Sources  familiar  with  Tesla  say 
customizing  the  chassis  of  the  sporty  L I 
Elise.  Tesla  has  hired  employees  fromi 
sign  firm  IDEO  to  enhance  aesthe' 
Wrightspeed,  by  contrast,  is  trading  st| 
sports-car  features  for  lightness 
speed.  Its  prototype  XI  resembles  a  i 
car,  with  open  cockpit  and  no  side  par 

Wright  says  that  by  outsourcing  mn 
facturing  to  electronics  contractors 
selling  directly  to  consumers,  he  w 
need  to  invest  in  factories  or  a  dealer 
work.  But  Tesla  and  Wrightspeed  are  li 
to  develop  their  own  methods  for  com 
ing  battery  power  into  AC  power  anc 
managing  the  car's  use  of  power  efficie 

Those  technologies  could  turn  oi 
be  the  startups'  most  valuable  asset 
they  can't  persuade  a  Porsche  drive 
trade  his  911  for  a  ride  that  sounds  li 
golf  cart,  they  may  at  least  do  a  tidy  b 
ness  supplying  power  managements 
nology  to  other  carmakers.  Or  ei 
could  wind  up  as  that  most  prized  c 
modity  of  Valley  VC's  these  days:  a  h 
priced  acquisition.  ■ 
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The  Counterattack 
On  Google 

How  Yahoo  and  MSN  are  scrambling 
to  slow  its  search-ad  juggernaut 


BY  BEN  ELGIN  AND  JAY  GREENE 

WHEN  GOOGLE  INC. 
released  its  first 
public  financial 
statements  two 
years  ago,  in- 
vestors weren't  the 
only  ones  blown 
away.  Sifting  through  paperwork,  number 
crunchers  at  rival  Yahoo!  Inc.  were 
stunned  to  realize  just  how  much  more 
profit  Google  generated,  compared  with 
Yahoo,  from  its  system  of  selling  ads  on 
Web  searches.  Yahoo  lurched  into  action, 
shoveling  engineers  and  research  dollars 
into  a  massive  project  for  an  overhaul  of 
every  aspect  of  its  search-ad  business, 
from  the  underlying  hardware  and  soft- 
ware to  the  methods  and  algorithms  used 
to  select  the  most  lucrative  ads. 

Code-named  "Panama"  for  its  goal  of 
narrowing  the  gap  between  the  compet- 
ing ad  networks,  the  project  has  pulled  in 
hundreds  of  Yahoo  specialists,  many  of 
whom  constantly  shuttle  back  and  forth 
between  advertising  offices  in  Pasadena, 
Calif.,  and  the  Silicon  Valley  headquar- 
ters. "It  has  been  the  single  most  impor- 
tant project  inside  Yahoo  over  the  past 
two  years,"  says  Ali 
Diab,  a  former  Yahoo 
executive  who  left  in 
January  to  join  invest- 
ment bank  Roth  Capi- 
tal Partners  LLC. 

Now  Yahoo  and 
No.  3  search  engine 
MSN  are  about  to 
launch  their  long- 
awaited  Google  coun- 
terattack. In  May,  Ya- 
hoo will  roll  out  a 
revamped  technology 
foundation,  including 
a  more  robust  system 


SURGING  IN  SEARCH 


Google's  search  business  is 
growing  twice  as  fast  as  Yahoo's 


BILLIONS  OF  DOLLARS 


Ql  '04  Ql  '05 

Data:  Company  reports,  Citigroup 


of  servers  and  software,  followed 
later  this  year  with  improved 
ways  to  manage  and  rank  ads. 
Microsoft  Corp.'s  MSN,  mean- 
while, will  go  public  with  its  first 
search-advertising  network, 
dubbed  adCenter,  in  early  May. 
Both  efforts  offer  a  peek  into  the 
hidden  half  of  the  search  wars: 
While  Yahoo  and  MSN  may  not 
be  able  to  keep  pace  with 
Google's  popularity  among 
users,  they  hope  at  least  to  blunt 
its  lead  in  revenues  per  search. 

COMMANDING  LEAD 

DON'T  EXPECT  a  sudden  change 
in  the  flow  of  search  dollars, 
though.  Google  has  only 
widened  its  advantage  over  Ya- 
hoo and  MSN,  grabbing  49%  of  all 
search-oriented  ad  business  in  the  U.S. 
last  year,  up  from  33%  in  2004,  says  re- 
searcher eMarketer  Inc.  Analysts  expect 
Google  to  continue  gaining  share  even  af- 
ter its  rivals  adjust,  albeit  at  a  slower  pace. 
One  big  reason:  Even  after  overhauling 
their  search  ad  mechanics,  Yahoo  and 
MSN  won't  come  close  to  matching 
Google's  total  number 
of  advertisers.  Ana- 
lysts believe  Google 
has  north  of  400,000 
ad  clients,  twice  as 
many  as  Yahoo.  And 
while  MSN  is  opening 
its  system  up  broadly, 
it's  starting  from 
scratch  with  a  limited 
number  of  test  mar- 
keters. The  bigger  the 
base  of  advertisers, 
the  more  chances 
search  engines  have 
to   find   and   display 
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ads  that  will  generate  the  most  elk  I; 

That  gets  at  how  Google  built  suu  m 
commanding  lead  in  the  first  place/  ioe> 
dustry  pioneer  Overture  Services,  iers 
chased  by  Yahoo  in  2003,  auctioned  sofi 
the  first-ever  search  ads  and  ranked  if  iss 
according  to  how  much  marketers-  isii 
Google  followed  shortly  thereafter,  wy  jleit 
twist.  It  ranked  ads  by  bid  price,  sure 
also  on  relevancy.  The  idea  is  decept 
simple:  An  ad  that  gets  10  clicks  at 
more  lucrative  to  showcase  than  ati 
that  generates  one  click  at  $2.  Six  ; 
and  hundreds  of  billions  of  queries 
Google  has  amassed  a  reservoir  of  kr 
edge  and  underlying  technology  tha 
hoo  and  MSN  can't  match  with  a 
tweaks  in  the  software  code. 

The  close  attention  being  pait 
techies  to  different  search  strat 
shows  how  much  is  at  stake.  These 
text  ads,  usually  no  more  than  a  d 
words  in  length,  generated  more  thai 
billion  last  year  and  are  expected  ti 
$14  billion  in  2006,  according  to  erf 
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:.  Increasingly,  Google,  Yahoo,  and 
fs  send  the  ads  along,  for  a  split  of  the 
tiues,  to  a  network  of  publishing 
lers  so  they  can  run  alongside  other 
s  of  online  content,  from  blog  entries 
:ws  stories  on  CNN.com.  For  instance, 
■  site  Edmunds.com  showcases 
?le  text  ads  for  local  dealers  or  car  in- 
nce  companies  alongside  its  content, 
jcause  of  Google's  superior  relevance 
its  larger  stable  of  advertisers  and 
ishers,  sales  of  these  so-called  con- 
lal  ads  grew  2/2  times  as  fast  as  Ya- 
s  last  year,  according  to  analyst  esti- 
fs.  That's  why  Google's  stock  price  is 
13%  since  the  beginning  of  2005,  vs. 
£  decline  for  Yahoo. 
dw  much  of  the  gap  Yahoo  and  MSN 
:lose  will  depend  on  the  outcome  of 
:  intriguing  choices  they've  made  in 
to  manipulate  data.  Microsoft's  ad- 
er,  for  instance,  will  incorporate  a 
th  of  user  demographic  data  into  its 
latching  equations.  Unlike  Google, 
osoft  knows  a  great  deal  about  its 


4 
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customers.  More  than  250  million  users 
have  provided  Microsoft  some  level  of 
personal  info,  such  as  gender,  age,  and 
Zip  Code,  when  signing  up  for  various 
MSN  services,  such  as  a  Hotmail  account. 
Microsoft  will  lay  this  demographic  data 
on  top  of  contextual  ad  matches  with  the 
hope  of  providing  a  radically  improved 
result.  Microsoft  insists  that  no  personal- 
ly identifiable  info  will  be  disclosed. 

SHARPER  FOCUS 

INSTEAD  OF  SIMPLY  BIDDING  on  words 
and  phrases,  MSN  is  betting  that  some  ad- 
vertisers will  offer  a  larger  payment  if  the 
Web  surfer  falls  inside  its  target  audience. 
For  instance,  Kentucky  Fried  Chicken 
could  target  women  between  35  and  45  at 
dinnertime  with  hopes  they'll  opt  to  buy  a 
bucket  of  thighs  and  breasts  instead  of 
cooking.  Or  Neutrogena  Corp.  could  target 
one  set  of  ads  for  its  facial  cleansers  for 
men  and  another  for  women.  "Search  is  a 
very,  very  blunt  instrument,"  says  Joanne 
Bradford,  vice-president  and  chief  media 


revenue  officer  at  Microsoft. 
"AdCenter  is  a  tool  that  you 
have  much  more  control  over." 
This  approach  could  hurt 
Yahoo  more  than  Google.  Af- 
ter all,  curious  advertisers  are 
less  likely  to  shift  money  away 
from  Google's  larger  audi- 
ence. "It  makes  the  inventory 
[of  available  ads]  more  rele- 
vant," says  Adam  Broitman, 
senior  media  strategist  at 
Morpheus  Media  LLC,  an  on- 
line agency  that  has  helped 
clients  work  with  adCenter. 
"If  Yahoo  doesn't  match 
[MSN's  move],  I  think  you 
could  see  ad  dollars  shift." 

THE  REVENUE  GAP 

YAHOO  OFFICIALS  are  deter- 
mined to  make  their  search 
ads  more  relevant,  but  they're 
tight-lipped  about  how  they 
will  do  it.  The  company  does 
boast  significant  demographic 
data,  due  to  the  200  million- 
plus  consumers  who  have 
signed  up  for  various  Yahoo 
services,  often  handing  over 
data  in  the  process.  But  three 
sources  familiar  with  Panama 
say  there  has  been  little  dis- 
cussion about  the  inclusion  of 
demographics.  Instead,  Yahoo 
appears  to  be  following 
Google's  approach:  investing 
its  resources  in  the  intricate 
science  of  matching  ads  to 
search  queries  and  pages  of  online  con- 
tent. Even  if  it  doesn't  completely  close 
the  revenue  gap,  some  improvement  in 
search  profitability  could  get  Yahoo's 
stock  price  moving  again. 

Google,  meanwhile,  seems  largely  un- 
fazed  by  its  scrambling  competitors.  It  ap- 
pears to  be  making  few  overt  changes  to 
its  method— Google  still  collects  very  little 
demographic  data  on  users,  even  those 
who  sign  up  for  its  Gmail.  Instead,  com- 
pany officials  like  the  long-term 
prospects  of  a  fledgling  personalized 
search  offering,  one  that  stores  and  ana- 
lyzes people's  past  queries  to  glean  in- 
sights into  behavior  and  preferences. 

That  sheds  light  on  what  Google  still 
views  as  the  biggest  hurdle  for  all  the 
search  engines:  understanding  the  intent 
of  a  user  from  just  two  or  three  words 
typed  into  a  search  box.  "The  final  20%  of 
targeting  takes  80%  to  90%  of  the  work," 
says  Google  group  product  manager  Bri- 
an Axe.  "We  have  a  strong  base  but  still  a 
lot  of  work  to  do."  ■ 
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Undergrad  business  programs 
are  getting  MBA-like  respect, 
and  competition  to  get  into 
them  is  hotter  than  ever. 
Here's  how  the  top 
schools  stack  up  in  our 
t-ever  exclusive  rankings 

BY  LOUIS  LAVELLE 


B-SCHOOLS 


THE  BEST  UNDERGRADUATE  B-SCHOOLS 

1 

T'S  THURSDAY  MORNING 

in  Huntsman  Hall,  and 
students  in  T-shirts  and 
jeans    are    filing    into 
Nicholas    Souleles'    Fi- 
nance 101  class.  It's  the 
kind  of  class  that,  at  an- 
other school,  might  take 
place    in    a    cavernous 

TO  IDENTIFY  THE  BEST  undergraduate  business      outcomes  better,  we  also  looked  at  starting  s 
programs,  BusinessWeek  used  five  distinctive           for  graduates  and  how  many  each  school  sei 
measures,  including  a  survey  of  more  than  100,000  top  MBA  programs.  Finally,  an  academic-qu; 
business  majors  at  top  schools  and  a  poll  of             score— a  combination  of  five  measures  inclu 
undergraduate  recruiters.  To  understand  career        average  SAT  scores  and  faculty-student  ratic 

PROGRAM  INFORMATION 

RA 

2006 

RANK    SCHOOL  NAME 

PROGRAM 
TYPE 

ANNUAL 
COST 

FULL-TIME 
ENROLLMENT 

STUDENT 

SURVEY 
RANK 

RECRUITER 
SURVEY 
RANK 

MED 
STARJ 

SAL/ 

1  Pennsylvania 

(WHARTON)  PHILADELPHIA 

Priv.,  4-yr 

$32,364 

2,378 

6 

17 

$55,' 

2  Virginia 

(MclNTIRE)  CHARLOTTESVILLE 

Pub.,  2-yr 

$7,235 

660 

2 

16 

$50,' 

500-seat  auditorium,  with  stu- 
dents doodling  in  their  note- 

3 Notre  Dame 

(mendoza)  south  bend,  ind. 

Priv.,  3-yr 

$31,540 

1,538 

3 

2 

$47, 

books   or   texting   each   other 
from  the  back  row.  But  this  is 

4  MIT 

(SLOAN)  CAMBRIDGE,  MASS. 

Priv.,  3-yr 

$32,300 

292 

4 

15 

$55; 

the  University  of  Pennsylvania's 
Wharton  School.  Here,  the  class 
is  made  up  of  just  25  sopho- 
mores, most  of  whom  Souleles 

knows  by  name.  And  to  a  person  they're 
so  attentive  that  not  a  single  one  has  even 
peered  out  the  window  during  the  entire 
90-minute  session,  despite  the  beautiful 

5  Emory 

(G0IZUETA)  ATLANTA 

Priv.,  2-yr 

$30,794 

550 

1 

56 

$50, 

6  Michigan 

(ROSS) ANN  ARBOR 

Pub.,  2-yr 

$10,524 

728 

31 

9 

$52, 

7  NYU 

(STERN)  NEW  YORK 

Priv.,  4-yr 

$32,540 

2,265 

21 

11 

$52, 

8  Brigham  Young 

(MARRIOTT)  PROVO,  UTAH 

Priv.,  3-yr 

$3,620 

1,792 

7 

1 

$45, 

spring  weather  outside  and  the  driest  of 
topics  inside:  exchange  rates.  In  fact,  the 

9  Texas 

(McCOMBS)  AUSTIN 

Pub.,  4-yr 

$7,438 

3,999 

13 

4 

$47, 1 

students  are  transfixed  by  Souleles,  who 
paces  around  the  room  aiming  his  rapid- 

10  Indiana 

(KELLEY)  BL00MINGT0N 

Pub.,  4-yr 

$7,112 

3,671 

8 

5 

$44,| 

fire  questions  at  one  victim,  then  another, 
brandishing  a  cheap  metal  pointer  like  a 
conductor's  baton  to  draw  their  attention 
to  the  screen  at  the  front  of  the  room. 

Souleles,  who  always  dresses  in  a  dark 
suit  and  tie,  is  one  of  the  most  popular  pro- 
fessors on  campus,  and  if  s  easy  to  see  why. 

11  North  Carolina 

(KENAN-FLAGLER)  CHAPEL  HILL 

Pub.,  2-yr 

$4,700 

670 

10 

27 

$45,| 

12  UC-Berkeley 

(HAAS)  BERKELEY,  CALIF. 

Pub.,  2-yr 

$7,434 

700 

19 

41 

$53, 

13  Georgetown 

(McDONOUGH)  WASHINGTON,  D.C 

Priv.,  4-yr 

$31,656 

1,271 

33 

26 

$50, 

Unlike  professors  at  some  other  universi- 
ties, who  let  teaching  assistants  do  much 

14  Cornell 

ITHACA,  N.Y. 

Priv.,  4-yr 

$17,367 

709 

5 

22 

$45, 

of  the  heavy  lifting,  Souleles  never  does. 
Between  classes,  he  takes  students  out  for 
lunch  to  get  to  know  them  better.  The  text- 
book makes  only  a  brief  appearance  early 
in  the  course.  For  the  most  part,  Souleles 
relies  on  his  own  smarts  and  the  pedagog- 
ical value  of  current  events  to  keep  his  stu- 

15 Washington  U. 

(0LIN)  ST.  LOUIS 

Priv.,  4-yr 

$32,042 

736 

15 

43 

$50,1 

16  Carnegie  Mellon 

PITTSBURGH 

Priv.,  4-yr 

$31,650 

495 

58 

13 

$55, 

17  Miami  U. 

(FARMER)  OXFORD,  OHIO 

Pub.,  4-yr 

$9,636 

3,975 

32 

3 

$40,  j 

dents  engaged.  In  short,  he  treats  the  19- 
year-olds  in  his  charge  as  if  each  one  were 

18  Lehigh 

BETHLEHEM,  PA. 

Priv.,  4-yr 

$31,180 

1,208 

28 

54 

$50, 

the  only  19-year-old  in  his  charge. 

19  Villanova 

VILLANOVA,  PA. 

Priv.,  4-yr 

$29,730 

1,798 

18 

20 

$45, 

Measuring  Merit 

IT'S  THE  KIND  of  personal  attention  that 
landed  Wharton  at  the  top  of  Business- 
Week's inaugural  ranking  of  the  nation's 
best  undergraduate  business  programs. 

20  SMU 

(COX)  DALLAS 

Priv.,  4-yr 

$26,880 

939 

9 

52 

$45, 

21  USC 

(MARSHALL)  LOS  ANGELES 

Priv.,  4-yr 

$32,008 

3,822 

22 

7 

$40, 

22  Illinois 

URBANA-CHAMPAIGN 

Pub.,  4-yr 

$9,934 

2,916 

37 

8 

$47, 

But  the  school's  merits  go  well  beyond 
that.  To  succeed  in  the  ranking,  which  in- 

23 Boston  College 

(CARROLL)  BOSTON 

Priv.,  4-yr 

$30,950 

2,000 

29 

25 

$47 

] 

corporates  five  measures— of  student  en- 
gagement, postgraduation  outcomes,  and 
academic  quality— schools  must  be  firing 
on  all  cylinders.  Clearly,  Wharton  is,  land- 
ing in  the  Tod  10  on  four  of  the  five  rank- 

24  Wake  Forest 

(CALLOWAY)  WINSTON-SALEM,  N.C 

Priv.,  2-yr 

$32,140 

383 

39 

21 

; 

\ 

25  Richmond 

(ROBINS)  RICHMOND,  VA. 

Priv.,  2-yr 

$34,850 

594 

46 

55 

$47 

) 
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ied  schools  with  the  smartest,  hardest- 
g,  and  best-served  students. 
I  ranking  is  based  on  the  "index  number," 
represents  the  sum  of  all  five  measures, 
o  calculated  letter  grades  on  teaching 


quality,  facilities  and  services,  and  job  placement 
based  on  the  student  survey.  In  each  category, 
the  top  20%  among  all  61  programs  that  we 
ranked  earned  A+s.  The  next  25%  got  As,  the 
next  35%  got  Bs,  and  the  bottom  20%  got  Cs. 


For  a  complete  list  of  schools,  \  | 
gotowww.businessweek.com/  | 
bschools/undergraduate,  where  ^  | 
you'll  find  Q&As,  slide  shows,  ^  '■ 
and  interactive  tools. 
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GRADE 

JOB 

PLACEMENT 

GRADE 

STUDENT  COMMENTS 

1 

100.00 

1:8.8 

1448 

A+ 

A 

A+ 

Teaching  quality,  high-caliber  classmates,  and  top  recruiters  draw 
raves.  Environment  is  too  competitive  for  some. 

4 

97.56 

1:11.0 

1350 

A+ 

A+ 

A+ 

Workload  is  intense,  but  students  love  the  real-world  core  curriculum. 
Biggest  strengths:  finance  and  accounting. 

11 

97.19 

1:14.0 

1379 

A+ 

A+ 

A+ 

Students  praise  the  school's  focus  on  ethics  and  say  career-services 
office  does  a  great  job  preparing  students  for  business. 

18 

92.44 

1:13.0 

1477 

A+ 

A+ 

A+ 

Praise  for  high-quality  classmates  and  recruiting  efforts  pushes 
Sloan  to  No.  4. 

10 

88.59 

1:11.0 

1333 

A+ 

A+ 

A+ 

Students  rave  about  well-rounded  education  but  feel  that  the  school 
attracts  few  top  recruiters  outside  of  the  Southeast. 

14 

87.86 

1:12.8 

1332 

B 

C 

A+ 

Students  benefit  from  small  cohorts  and  the  focus  on  job  placement, 
but  some  say  services  are  lacking. 

6 

84.85 

1:11.5 

1422 

A 

B 

A+ 

NYC  attracts  recruiters  and  speakers,  and  international  focus  is  a 
plus.  But  competitive  classmates  are  a  turnoff. 

31 

81.05 

1:14.5 

NA 

A 

A+ 

A 

Stellar  accounting  program  and  ethics-based  education  wow  many. 
But  student  body  is  98%  Mormon  and  may  not  be  for  everybody. 

30 

80.59 

1:29.2 

1304 

A 

B 

A+ 

Well-respected  honors  program  receives  high  marks,  but  some  feel 
that  educational  quality  elsewhere  is  uneven. 

26 

79.75 

1:20.0 

1189 

A 

A 

A+ 

Facilities  need  upgrading,  but  real-world  curriculum  and  helpful 
career-services  office  catapults  school  into  Top  10. 

7 

79.33 

1:6.8 

1319 

A 

A 

A 

Resources  and  teaching  get  a  thumbs-up  at  UNC,  but  out-of-the-way 
location  hurts  recruiting  and  diversity. 

8 

79.28 

1:7.4 

1341 

A 

A 

A 

Program  is  challenging  and  rewarding  but  lacks  the  MBA  program's 
diverse  student  body  and  premier  career  services. 

12 

78.99 

1:16.8 

1370 

A+ 

C 

A 

Teaching  is  first-rate,  and  a  new  classroom  facility  is  on  the  way. 
Some  feel  recruiting  is  too  focused  on  financial  firms. 

32 

78.69 

1:16.9 

NA 

A+ 

A+ 

A 

Ivy  League  benefits  include  top-notch  education  and  plenty  of 
resources-although  some  classes  are  overcrowded. 

16 

76.78 

1:11.0 

1451 

A 

A+ 

B 

Faculty  is  talented  and  helpful,  but  many  students  feel  not  enough  top 
companies  recruit  on  campus. 

2 

74.87 

1:5.0 

1381 

B 

C 

C 

Focus  on  quantitative  skills  sometimes  comes  at  expense  of  soft 
skills,  but  the  program  is  becoming  more  well-rounded. 

21 

73.01 

1:17.0 

1230 

B 

A 

B 

Classes  can  be  too  large,  but  students  give  high  marks  to  the  new 
honors  program's  high-caliber  professors  and  classmates. 

13 

71.17 

1:20.1 

1291 

A 

B 

A 

New  financial-services  lab  and  strong  accounting  program  are 
impressive,  but  recruiting  is  too  accounting-focused. 

22 

69.93 

1:19.0 

1273 

A+ 

B 

A 

High  marks  go  to  committed  professors  and  a  curriculum  rooted  in 
the  real  world.  But  some  say  the  student  body  lacks  diversity. 

20 

69.78 

1:13.2 

1339 

A+ 

A+ 

A 

Students  praise  the  helpful  career  services  center  and  small  class 
sizes.  Good  mix  of  classmates  is  needed. 

42 

68.80 

1:62.0 

1351 

A 

B 

A+ 

Students  value  the  international  focus  and  strong  alumni  network  at 
Marshall,  but  many  feel  the  grading  curve  is  unfair. 

37 

67.44 

1:24.0 

1300 

C 

B 

A 

A  first-class  accounting  program  and  career  services  win  praise,  but 
overcrowded  classes  hurt  teaching  quality. 

24 

66.90 

1:23.0 

1314 

A 

A 

A 

A  well-rounded  education  based  on  Jesuit  values  leaves  many 
satisfied.  Academic  advising  could  use  improvement. 

9 

66.71 

1:11.0 

1302 

A+ 

A 

A 

"They  don't  call  it  Work  Forest  for  nothing,"  says  one  student  of  the 
challenging  course  work  and  tough  grading  policy. 

3 

66.47 

1:11.0 

1315 

A+ 

B 

B 

Students  heap  praise  on  Richmond's  hands-on  teaching  but  are 
disappointed  with  recruiting  that's  too  regional. 

FOR  SCHOOLS  RANKED  26-50,  TURN  THE  PAGEi 


THE  BEST  UNDERGRADUATE  B-SCHOOLS 


: 


ing  measures.  Small  classes,  talented  fac- 
ulty, top-flight  recruiting— and  a  four- 
year  format  that  allows  its  ultracompeti- 
tive  students  to  delve  deeply  into 
business  fundamentals— lofted  Wharton 
to  the  No.  1  position.  "They  are  extreme- 
ly accomplished  students,"  Souleles  says. 
"It  doesn't  get  any  better." 

Wharton  celebrates  its  125th  anniver- 
sary this  year  and  for  much  of  its  history 
has  been  considered  among  the  nation's 
finest.  Like  many  top  schools,  it  has  the  best 
of  both  worlds:  a  high-quality  undergrad- 
uate business  program  and  an  MBA  pro- 
gram ranked  No.  3  in  BusinessWeek? s  2004 
"Best  B-Schools"  list.  Indeed,  nine  of  the 
Top  10  undergraduate  programs  have 
highly  ranked  MBA  programs  as  well. 

In  many  ways  then,  Wharton's  showing 
among  the  undergraduate  schools  simply 
confirms  its  preeminent  status.  But  the  new 
ranking  also  shows  just  how  much  good 
company  Wharton  has  these  days.  Schools 
that  had  never  been  thought  of  as  top  busi- 
ness programs,  such  as  No.  18  Lehigh  Uni- 
versity's College  of  Business  &  Economics, 
turn  out  to  deserve  more  recognition.  And 
schools  that  have  always  enjoyed  a  solid 
reputation,  such  as  Emory  University's 
Goizueta  Business  School  and  the  Univer- 
sity of  Notre  Dame's  Mendoza  College  of 
Business,  come  in  among  the  top  five— and 
in  many  ways  rival  Wharton  for  the  mantle 
of  best  undergraduate  B-school  in  America. 


MBA-like  Respect 

THAT  FACT  UNDERSCORES  a  curious 
transformation  that  has  taken  place  in  high- 
er education  in  recent  years.  As  the  econo- 
my rebounded  after  the  dot-com  bust,  stu- 
dents have  been  drawn  to  college  business 
programs,  and  recruiters,  seeking  to  ramp 
up  their  diminished  ranks  of  middle  man- 
agers, have  followed.  Under  increased  pres- 
sure from  students  and  recruiters,  business 
schools  have  revamped  their  offerings,  put- 
ting more  emphasis  on  specialized  classes, 
real-world  experience,  and  soft  skills  such 
as  leadership.  Once  a  refuge  for  students 
with  poor  grades  and  modest  ambitions, 
many  undergraduate  business  programs 
now  get  MBA-like  respect.  For  many  gradu- 
ates, these  programs  are  now  so  good  that 
the  MBA  is  almost  beside  the  point,  an  aca- 
demic credential  for  career  switchers  and 
those  with  comer  office  dreams  but  unnec- 
essary for  mere  mortals. 

The  undergraduate  business  degree  is 
now  clearly  on  the  path  to  respectability. 
With  54%  of  employers  planning  recruit- 
ing trips  to  undergraduate  campuses  in 
2006  and  undergraduate  hiring  expected 
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2006 

RANK     SCHOOL  NAME 


26  Minnesota 

(CARLSON)  MINNEAPOLIS 


27  Wisconsin 

MADISON 


28  Babson 


BABS0N  PARK,  MASS. 


29  Michigan  State 

(BROAD)  EAST  LANSING 


30  Boston  U. 

BOSTON 


31   Bentley 

WALTHAM,  MASS. 


32  Penn  State 

(SMEAL)  university  park 


33  Texas  Christian 

(NEELEY) FORT  WORTH 


34  Texas  A&M 

(MAYS)  COLLEGE  STATION 


35  James  Madison 


HARRISONBURG,  VA. 


36  Maryland 

(SMITH)  COLLEGE  PARK 


37  Northeastern 

BOSTON 


38  Baylor 

(HANKAMER)  WACO,  TEX. 


39  Iowa 

(TIPPIE)  IOWA  CITY 


40  Georgia 

(TERRY) ATHENS 


41    George  Washington 

WASHINGTON,  D.C. 


42  Syracuse 

(WHITMAN)  SYRACUSE,  N.Y. 


43  Ohio  State 

(FISHER)  COLUMBUS 


44  U.  of  Miami 

MIAMI 


45  Purdue 

(KRANNERT)  WEST  LAFAYETTE,  IND. 


46  Marquette 

MILWAUKEE 


47  Florida 

(WARRINGTON)  GAINESVILLE 


48  Fordham 

NEW  YORK 


49  Denver 

(DANIELS)  DENVER 


50  Pittsburgh 

PITTSBURGH 


PROGRAM  INFORMATION 


PROGRAM 
TYPE 


Pub.,  4-y 


Pub.,  2-y 


Priv.,  4-y 


Pub.,  2-y 


Priv.,  4-y 


Priv.,  4-y 


Pub.,  4-y 


Priv.,  4-y 


Pub.,  4-y 


Pub.,  4-y 


Pub.,  4-y 


Priv.,  4-y 


Priv.,  4-y 


Pub.,  4-y 


Pub.,  2-y 


Priv.,  4-y 


Priv.,  4-y 


Pub.,  4-y 


Priv.,  4-y 


Pub.,  4-y 


Priv,  4-y 


Pub.,  4-y 


Priv.,  4-y 


Priv.,  4-y 


Pub.,  4-y 


ANNUAL 
COST 


$9,382 


$6,220 


$30,496 


$9,218 


$31,966 


$28,614 


$13,110 


$26,140 


$6,234 


$6,081 


$7,821 


$28,800 


$27,943 


$5,855 


516,848 


$36,387 


$28,970 


$8,718 


$21,587 


$8,032 


$25,074 


$3,180 


$28,335 


$28,410 


$12,692 


FULL-TIME 
ENROLLMENT 


1,621 


1,213 


1,725 


2,341 


1,806 


3,761 


4,797 


1,520 


3,831 


3,464 


2,703 


3,121 


2,508 


1,435 


2,082 


1,456 


1,510 


2,890 


1,984 


.2,508 


1,487 


4,765 


1,784 


1,828 


1,652 


STUDENT 

SURVEY 

RANK 


24 


16 


48 


25 


51 


42 


23 


20 


12 


14 


30 


27 


17 


44 


55 


50 


35 


26 


43 


45 


38 


57 


34 


54 


Notes:  Annual  program  costs  include  tuition  and  required  fees  for  in-state  students.  Full-time  enrollment  is  for  undergraduate  business  program  only  Startn 
are  2005  medians  except  for  NYU,  Penn  State,  Purdue  (2005  averages)  and  Cornell  (2004  median)  MBA  Feeder  School  Rank  based  on  respondents  to  20 
and  2004  BusinessWeek  surveys  of  MBA  students  who  reported  having  undergraduate  business  degrees  from  ranked  undergraduate  programs.  Academic 
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STUDENT  COMMENTS                                                                       -^fmSffl 

19 

64.78 

1:12,9 

1283 

B 

B 

A+ 

Students  get  outstanding  career  preparation  but  say       "V-'X/^ 
that  the  teaching  is  uneven  and  some  courses  are  too  easy. 

25 

64.18 

1:15.8 

1260 

B 

A 

A 

Students  praise  the  business  career  center  and  the  "work  hard,  play 
hard"  mentality  of  being  a  business  major  at  UW. 

5 

63.45 

1:11.4 

1263 

A+ 

B 

B 

Babson  profs  receive  high  marks,  but  intense  business  orientation 
leaves  little  room  for  anything  else. 

48 

63.16 

1:22.0 

NA 

B 

B 

A 

Students  give  high  marks  to  supply-chain  management  program  and 
Lear  Career  Services  Center  but  feel  the  teaching  could  use  work. 

15 

62.06 

1:18.0 

1283 

B 

B 

C 

Students  praise  the  program's  team-based  approach.  But  many  say 
tough  grading  policies  are  a  problem. 

17 

61.80 

1:12.0 

1220 

A 

B 

B 

Small  classes  are  a  plus,  but  for  some  the  recruiting  is  too  focused  on 
accounting  and  finance. 

51 

60.51 

1:43.0 

1197 

B 

A 

A 

Core  courses  can  be  overcrowded.  But  the  first-class  trading  floor 
and  a  $4.7  million  student-run  investment  fund  are  tops. 

34 

60.25 

1:17.8 

1162 

A 

A 

B 

Professors  receive  high  marks  for  being  accessible  and  dedicated, 
but  student  body  may  lack  diversity. 

50 

60.24 

1:28.2 

1218 

B 

A+ 

A 

Students  enjoy  the  many  extracurricular  activities  and  clubs  that  the 
school  offers.  But  academic  advisers  are  in  short  supply. 

45 

60.08 

1:29.0 

1167 

A 

A+ 

B 

Students  enjoy  program  offered  in  the  junior  year  that  requires  them 
to  develop  a  business  plan. 

39 

59.64 

1:21.0 

1360 

B 

A 

B 

Upper-level  courses  are  far  superior  to  lower-level  courses,  which 
include  too  many  "straight  from  the  book"  lectures. 

29 

59.29 

1:25.0 

1225 

B 

A 

A+ 

Students  are  required  to  participate  in  as  many  as  three  six-month-long 
co-ops,  or  work  projects,  during  the  program;  many  find  them  valuable. 

35 

58.83 

1:19.3 

1169 

A 

A+ 

B 

Students  praise  a  unique  major  that  guarantees  an  internship  with  a 
professional  sports  team  after  completing  the  program. 

43 

58.56 

1:14.0 

1176 

C 

B 

C 

Teaching  quality  varies  greatly,  but  the  entrepreneurship  program  and 
new  career  center  win  praise. 

49 

58.52 

1:19.0 

1212 

B 

A+ 

B 

Some  majors,  such  as  accounting  and  risk  management,  receive  high 
marks,  but  other  students  get  lost  in  the  shuffle. 

23 

54.20 

1:24.0 

1260 

C 

B 

C 

Some  consider  program  "extremely  overpriced,"  but  being  in  the 
nation's  capital  adds  value. 

28 

54.00 

1:24.0 

1191 

B 

C 

C 

Recruiters  for  financial  services  companies  are  few  and  far  between, 
but  profs  are  helpful  with  networking. 

54 

53.60 

1:28.0 

1185 

C 

A 

B 

Honors  accounting  program  is  praised,  but  profs  should  spend  more 
time  teaching  and  less  time  on  research. 

46 

52.38 

1:30.0 

1246 

B 

B 

B 

Mentoring  program  that  pairs  business  majors  with  local  executives 
wows  students,  but  the  teaching  quality  varies. 

44 

51.03 

1:23.4 

1159 

C 

B 

B 

Teaching  assistants  are  poor  substitutes  for  real  profs,  but  students 
leave  management  program  well-prepared  for  the  job  hunt. 

38 

49.93 

1:24.4 

1199 

A 

B 

B 

Students  enjoy  the  downtown  Milwaukee  locale  but  wish  more  high- 
caliber  companies  would  recruit  for  internships. 

56 

49.46 

1:54.0 

1300 

B 

B 

B 

Online  classes  are  convenient,  but  some  say  they're  too  impersonal 
and  detract  from  the  overall  learning  experience. 

36 

47.81 

1:22.7 

1190 

B 

C 

B 

Core  courses  in  first  two  years  not  challenging  enough,  but  students 
like  career  opportunities  in  NYC  area. 

40 

47.21 

1:22.0 

1150 

B 

A 

C 

Talented  profs  and  the  hospitality  program's  study-abroad 
requirement  win  praise.  Many  view  classmates  as  immature. 

41 

46.38 

1:31.0 

1231 

B 

C 

C 

Tough  grading  standards  attract  more  qualified  applicants  than  a  few 
years  ago,  but  career  services  could  use  improvement. 

ed  on  average  SAT  scores  for  business  maiors.  full-time  faculty-student  ratio  in  business  program,  average  class  size  in  core  business  classes,  percentage  of  business  maiors  with  internships,  and  average  number  of  hours  per  week  business 
ipor  ted  spending  on  classwork  (Georgetown's  SAT  score  is  a  median,  not  an  average.)  Letter  grades  represent  only  a  part  of  total  student  survey  results 

Data:  BusinessWeek,  Cambria  Consulting  Inc.  Research  by:  Fred  Jespersen.  Louis  Lavelle,  Geoff  Gloeckler,  Lindsey  Gerdes.  Francesca  DiMeglio,  Jeffrey  Gangemi.  Kristin  Dew.  Helena  Oh.  Julie  Gordon,  and  Janie  Ho. 
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ly  contact  center  is  an  integrated,  intelligent  hub  that  can't  falter  in  the  face  of 
the  unexpected.  And  there's  nothing  I  like  less  than  losing  customers  on  my  watch. 

Dynamic  Networking  from  AT&T  anticipates  traffic  and  proactively  allocates  additional 
resources  in  response,  all  while  working  seamlessly  with  your  existing  systems.  So  Daniel's 
customers  become  more  loyal  with  each  experience. 


The  new 
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to  surge  by  14.5%— its  third  consecutive 
double-digit  increase— starting  salaries 
for  grads  in  all  majors  are  rising.  But  busi- 
ness majors  have  fared  better  than  any 
other  discipline,  with  starring  salaries  up 
more  than  49%  since  1996,  compared  with 
39%  for  engineering  students  and  29%  for 
liberal  arts  grads,  according  to  the  Nation- 
al Association  of  Colleges  &  Employers. 
The  typical  business  grad  now  earns 
$43,313,  about  $8,000  less  than  engineer- 
ing students  can  expect.  But  for  under- 
graduates at  top  schools,  the  average  can 
easily  exceed  $50,000. 


PENN  STATE 
Students  manage 
a  $4.7  million 
fund  put  up 
by  real-world 
investors 


HottoHire 


EVEN  WITH  RISING  salaries,  recruiters 
are  relying  on  undergraduate  degree 
holders  to  fill  more  jobs.  In  just  three 
years,  Microsoft  Corp.  has  increased  its 
recruiting  on  college  campuses,  including 
some  MBAs,  by  60%.  Defense  contractor 
Raytheon  Co.  plans  to  hire  nearly  1,200 


new  graduates  this  year, 
and  3  out  of  4  will  be  from 
undergraduate  programs. 
To  keep  the  talent  pipeline 
full,  Raytheon  maintains 
close  relationships  with  26 
campuses,  assigning  executives  to  each 
school  to  work  with  key  professors  to 
identify  the  best  job  candidates.  Even  so, 
with  Raytheon's  business  growing  at  a 
double-digit  clip,  the  company  plans  to 
recruit  from  120  schools  this  year,  accord- 
ing to  Keith  Pedon,  senior  vice-president 
for  human  resources. 

It's  not  just  Raytheon,  either.  When  the 
Big  East  career  fair  took  place  at  New 
York's  Madison  Square  Garden  in  March, 
there  were  81  companies  pitching  to  1,000 
students,  and  organizers  had  to  turn  away 
50  more  companies  for  lack  of  space. 

For  a  better  understanding  of  the  shift- 
ing landscape  of  undergraduate  business 
education,  BusinessWeek  last  year  under- 
took an  extraordinary  research  project.  The 
goal:  to  rank  the  best  college  business  pro- 


grams in  America.  Among  oth 
er  things,  the  project  included 
survey  with  Boston's  Cambri; 
Consulting  Inc.  of  nearl; 
100,000  business  majors  at  8' 
of  the  best  U.S.  colleges  an< 
universities,  a  second  survey  o 
college  recruiters,  and  a  thin 
survey  of  the  business  pro 
grams  themselves  (methodolo 
gy,  page  85).  If  one  thin: 
emerges  from  the  data,  it's  tha 
the  programs  are,  in  a  sense,  a 
grown  up  and  evolving  in  way 
that  mimic  the  development 
arc  of  the  MBA  itself. 

Like  graduate  B-schools,  th 
undergraduate  programs  ar 
separating  into  two  clearly  die 
cernible  tiers,  with  the  50  pre 
grams  in  our  ranking  standin 
head  and  shoulders  above  th 
rest.  They're  also  dividin 
along  the  same  philosophic; 
split  that  now  partitions  th 
MBA  world.  There  are  those,  ir 
eluding  many  at  or  near  the  to 
of  the  list,  that  are  following 
rigorously  academic  model,  with  a  hea\ 
emphasis  on  economics,  statistics,  financ 
and  accounting.  Programs  like  Wharton 
fall  into  this  group,  which  generally  do  n< 
require— or  give  credit  for— internship 
even  though  many  students  get  them  o 
their  own.  They  also  use  MBA  teachin 
methods  such  as  case  studies,  simulation 
and  team  projects. 

But  at  the  great  majority  of  business  pr<  !i 
grams,  students  are  exposed  to  less  bus 
ness  theory— too  little,  in  the  view  of  son 
experts— and  a  heavy  dose  of  practic 
training.  A  quarter  century  ago,  virtual 
every  business  program  in  America  fc 
lowed  the  latter  model.  At  top  schools  thai 
no  longer  the  case.  "What  you're  seeing  is 
polarization,"  says  Barbara  E.  Kahn,  dire 
tor  of  Wharton's  undergraduate  busine  |  n 
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METHODOLOGY 


Grading  the  Schools 


When  BusinessWeek 
launched  the  world's  first 
ranking  of  MBA  programs 
in  1988,  we  created  a 
groundbreaking  method  of 
measuring  the  satisfaction  of  the  two  main 
B-school  constituencies:  students  and 
recruiters.  For  our  first  ranking  of 
undergraduate  business  programs,  we 
adapted  that  methodology  and  added  new 
features  to  help  students  and  parents  with 
college  searches. 

But  first  we  needed  to  narrow  the  field. 
We  screened  1,400  U.S.  colleges  and 
universities  for  business  programs  that  are 
accredited  by  the  Association  to  Advance 
Collegiate  Schools  of  Business  and  that  met 
three  criteria  based  on  test  scores, 
selectivity,  and  the  number  of  students  from 
the  top  10%  of  their  high  school  classes.  Of 
the  more  than  90  schools  meeting  those 
benchmarks,  84  agreed  to  participate. 

The  centerpiece  of  our  ranking  is  a  survey 
of  about  100,000  undergraduate  business 
students  at  those  84  programs.  In 
November,  with  the  help  of  Cambria 
Consulting  in  Boston,  we  asked  each  of 
those  students  to  complete  a  50-question 

livision.  "This  is  different  from  what  it  was 
:5  years  ago.  It  wasn't  the  academic  expe- 
ience  it  is  today." 

Few  schools  typify  the  scholarly  ap- 
iroach  more  than  Wharton,  which  land- 
d  in  the  No.  1  spot  largely  on  the 
trength  of  its  academic  quality.  But  the 
ame  could  be  said  for  any  of  the  schools 
lear  the  top  of  the  list.  At  No.  2  Universi- 
y  of  Virginia's  Mclntire  School  of  Com- 
nerce,  students  said  the  two-year  format 


ANATOMY  OFA 
RANKING 

BusinessWeek's  undergraduate 
business  ranking  is  based  on  five 
sources  of  data: 


survey  on  everything  from  the  quality  of 
teaching  to  recreational  facilities. 

We  also  surveyed  students  at  one 
institution  that  declined  to  participate  in  the 
ranking:  University  of  Pennsylvania's 
Wharton  School.  Using  publicly  available 
sources  to  locate  e-mail  addresses,  we 
attempted  to  contact  1,464  Wharton 
business  majors.  The  school's  opposition  to 
the  ranking  resulted  in  a 
lower,  but  still  adequate, 
response  rate  for  the 
school.  Overall,  21,789 
students  completed  our 
survey,  for  a  response 
rate  of  22%.  At  Wharton, 
only  172  students  did,  for 
a  response  rate  of  12%. 

In  addition  to 
surveying  students, 
BusinessWeek  polled 
nearly  2,000  corporate 
recruiters  for  companies 
that  hire  thousands  of 
business  majors  each 
year.  We  asked  them  to 
tell  us  which  programs 
turned  out  the  best 

left  them  two  additional  years  to  explore 
the  school's  numerous  offerings  but 
made  for  a  tough  course  load  in  the  junior 
year  and  a  pressure-cooker  atmosphere  in 
which  many  thrived.  At  No.  3  Notre 
Dame,  rigorous  classes  requiring  team- 
work skills  and  an  intimate  knowledge  of 
economics,  calculus,  and  corporate  strat- 
egy earned  the  school  a  high  grade  for 
teaching  quality.  The  curriculum  works 
ethics  into  most  classes,  requires  that  half 


Student  survey 

30% 

Academic  quality* 

30% 

Recruiter  survey 

20% 

Grads  in  top  MBA  programs 

10% 

Starting  salaries 

10% 

*SAT  average  scores,  faculty-student  ratio,  average 
class  size,  percentage  of  business  maiors  with 
internships,  and  hours  per  week  students  spend 
studying 

graduates  and  which  schools  have  the  most 
innovative  curriculums  and  most  effective 
career  services. 

To  learn  which  schools'  graduates  get  the 
plum  jobs,  we  also  asked  each  institution  to 
tell  us  the  median  starting  salaries  for  their 
most  recent  graduating  class.  In  addition, 
we  culled  our  2000, 2002,  and  2004  MBA 
surveys  to  create  a  "feeder  school"  measure 
showing  which  schools  sent  the  most  grads 
on  to  35  top  MBA  programs  from  previous 
BusinessWeek  rankings. 

Finally,  we  created  an  academic  quality 
gauge  of  five  equally  weighted  measures: 
average  SAT  scores,  full-time  faculty- 
student  ratio,  average  class  size,  the 

percentage  of  business 
majors  with 
internships,  and  the 
hours  students  spend 
every  week  on 
schoolwork. 

The  student  survey 
counted  for  30%  of  the 
final  ranking,  with  the 
recruiter  survey 
contributing  20%. 
Starting  salaries  and 
the  MBA  feeder  school 
measure  count  for  10% 
each.  The  academic 
quality  measure 
contributes  the 
remaining  30%. 

-Louis  Lavelle 

of  all  coursework  be  in  nonbusiness  sub- 
jects, and  emphasizes  group  projects. 

One  reason  undergraduate  business 
programs  are  getting  better  is  because 
the  labor  market  is  demanding  it.  To 
make  graduates  desirable  to  recruiters, 
many  business  programs  have  begun 
making  changes.  Several  schools  that 
had  two-year  programs,  including 
No.  21  University  of  Southern  Califor- 
nia's Marshall  School  of  Business,  have 
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THE  BEST  UNDERGRADUATE  B-SCHOOL 


begun  admitting  freshmen  in  recent 
years.  Such  moves  permit  students  to 
take  demanding  business  courses  earlier, 
making  them  more  competitive  intern- 
ship candidates.  Students  are  eagerly 
embracing  these  and  other  changes. 
When  No.  15  Washington  University's 
Olin  School  of  Business,  a  four-year  pro- 
gram, began  offering  a  career  manage- 
ment elective  to  sophomores  in  2004, 
more  than  70  students  showed  up,  and  a 
second  section  had  to  be  added. 

Many  schools  have  taken  a  page  from 


the  MBA  playbook  and  have  begun  offer- 
ing specialized  programs.  One,  at  No.  40 
University  of  Georgia's  Terry  College  of 
Business,  is  for  aspiring  music  moguls. 
Another,  at  Lehigh,  combines  computer 
science  and  business.  This  year,  every  one 
of  the  28  students  graduating  from  the 
Lehigh  program  already  has  a  job  offer. 
"The  demand  for  these  graduates  is  phe- 
nomenal," says  director  Jim  Hall.  "Man- 
agement is  really  scrambling  for  people 
who  know  business  and  technology." 
Perhaps  the  biggest  change  in  the  pos- 


itive direction  has  been  an  upsurge  i: 
hands-on  learning.  This  is  especially  tru 
for  the  schools  at  the  very  top  of  the  Busi 
nessWeek  ranking,  where  nearly  3  out  of 
students  had  internships,  vs.  roughly 
out  of  4  at  the  lowest-ranked  school; 
Real-world  learning  goes  well  beyond  th 
internship,  though.  At  Virginia,  student 
team  up  to  consult  on  a  problem  affectin 
one  of  the  program's  sponsors,  anion 
them  Procter  &  Gamble  Co.  and  Domir 
ion  Resources  Inc.  The  companies  eve 
send  in  executives  to  grade  the  student 
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E  B-SCHOOL 


on  their  proposals  and  occasionally  im- 
plement their  ideas. 

At  No.  32  Pennsylvania  State  Universi- 
ty's Smeal  College  of  Business,  students 
hoping  to  land  jobs  in  the  financial  serv- 
ices industry  get  an  early  taste  of  that 
high-stakes  world  by  managing  a  $4.7 
million  fund.  It  includes  69  outside  in- 
vestors who  have  each  ponied  up  at  least 
$25,000  apiece.  John  Beberus,  a  21-year- 
old  junior  who  helps  manage  the  fund, 
says  it  helped  him  land  an  internship  at 
Goldman,  Sachs  &  Co.  last  year.  In  gener- 
al, he  says,  recruiters  who  interviewed 
him  for  internships  were  impressed  by  his 
experience.  Says  Beberus:  "One  guy  told 
me  I  knew  more  than  an  MBA." 

So  it  goes  throughout  the  undergradu- 
ate business  world,  where  improved 
quality  is  one  reason  why  enrollment  is 
on  the  rise.  From  2000  to  2004,  the  last 
year  for  which  information  is  available, 
enrollment  at  undergraduate  business 
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All  business 
majors  are 
gaining  in  pay, 
but  not  all 
specialties 
are  created 
equal 

Data:  National  Assn.  of 
Colleges  &  Employers 


PERCENT  CHANGE  IN  STARTING  SALARIES, 
1996-2005,  BY  MAJOR 
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BUSINESS  ADMINISTRATION 


ECONOMICS  &  FINANCE 


HOSPITALITY  SERVICES 


programs  accredited  by  the  Association  to 
Advance  Collegiate  Schools  of  Business 
(AACSB)  has  grown  by  nearly  25%,  from 
661,425  to  815,187,  according  to  Business- 
Week estimates  based  on  AACSB  data.  In 
all,  482  schools  have  AACSB-accredited 
undergraduate  business  programs,  near- 
ly 100  more  than  there  were  in  2000. 
Undergraduate  programs,  and  under- 
graduates themselves,  are  the  lucky  bene- 


NO.  5:  EMORY  UNIVERSITY 

Loading  Up 

On  Southern  Charm 


Sometimes  a  little  TLC  makes  a 
big  difference.  Last  year, 
Andrea  S.  Hershatter,  director 
of  the  undergraduate  program 
at  Emory  University's  Goizueta 
Business  School  in  Atlanta,  invited  faculty 
from  three  top  undergraduate  B-schools  to 
provide  feedback  on  her  lesser-known 
program.  "They  were  taken  aback  by  how 
much  hands-on  interaction  we  have,"  says 
Hershatter.  With  class  contribution  and 
team  projects  combined  counting  for  as 
much  as  50%  of  grades,  it's  difficult  for 
students  to  coast.  And  if  they  miss  more 
than  two  classes  in  a  row,  it's  not 
uncommon  for  an  administrator  to  check  in. 
Bringing  a  human  touch  to  business 
education  has  launched  Goizueta  to  No.  5  in 
the  BusinessWeek  rankings,  nudging  it  past 
the  three  programs  that  came  to  advise. 

It  has  also  produced  some  satisfied 
customers.  Emory  finished  No.  1  in  our 
student  survey,  winning  raves  for  its  intimate 
atmosphere,  where  there  are  only  11  students 
for  every  professor,  and  for  the  camaraderie  it 
creates  in  and  outside  the  classroom.  Every 
Thursday,  students  and  professors  gather  for 


refreshments  on  the  sprawling,  leafy 
campus  in  an  Emory  ritual  known  as 
"kegs  in  the  courtyard." 

Goizueta  walks  a  fine  line  between 
hand-holding  and  encouraging 
students  to  be  independent  thinkers.  A  junior 
year  seminar  series  tackles  topics  ranging 
from  business  etiquette  to  using  technology 
as  a  management  tool.  "I  feel  like  the  B- 
school  has  geared  every  person  who's  here  to 
get  on  our  game,"  says  one  student.  Part  of 


2005  STARTING 
SALARIES 

$42,940 

$37,017 

$41,994 

$36,409 

$30,643 

$39,480 


ficiaries  of  a  string  of  events  that  created  a 
ideal  recruiting  environment.  In  th 
1990s,  MBA  programs  began  requiring  ar. 
plicants  to  have  work  experience,  makin 
an  undergraduate  business  degree  moi 
attractive  for  people  who  didn't  feel  lik 
waiting.  At  about  the  same  time,  the  ac 
counting  industry  changed  its  CPA  re 
quirements— from  100  hours  of  instrui 
tion   to    120— and    a   lot   of  would-b 


preparing  high-functioning  graduates 
involves  encouraging  them  to  explore  beyond 
the  school  walls.  Nearly  a  third  study  abroad, 
and  20%  choose  a  second  nonbusiness 
major  or  minor. 

Another  Emory  distinction:  Undergrads 
aren't  kept  apart  from  MBA  students. 
Goizueta 's  graduate  program,  which  cracked 
BusinessWeek's  Top  20  in  2004,  shares 
some  cross-listed  classes  with  the 

undergrads,  including  real 
estate  and  accounting.  The 
two  groups  also  share  a 
building  that  includes  a 
courtyard  and  cafe  where 
they  can  mingle.  Next  year 
both  groups  will  participate 
in  a  sports  management 
course  where  they'll  consult 
on  projects  for  the  Atlanta 
Falcons.  And  the  undergrad 
program  has  borrowed  a 
page  from  the  B-school's 
focus  on  leadership:  Six 
years  ago,  it  launched  a 
leadership  conference  that 
has  grown  to  include  35 
universities  in  eight 
countries  and  now  lures  top 
executives  to  speak. 

Emory  encourages  such 
outsize  ambition  by 
treating  every  student  like  an  individual, 
right  down  to  the  nameplates  on  their 
desks.  "I  am  not  a  number,"  says  one 
student.  "I  am  Ian  Dorfman."  For  Emory, 
that's  mission  accomplished. 

-Lindsey  Gerdes 


HAVE  A  BEER 
"Kegs  in  the 
courtyard" 
is  a  Thursday 
tradition 
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THE  BEST  UNDERGRADUATE  B-SCHOOLS 


accountants  opted  for  a  less  onerous  busi- 
ness degree  instead. 

As  talent  flowed  into  the  programs  at 
the  front  end,  developments  in  the  busi- 
ness world  increased  demand  for  it  at 
the  back  end.  The  post-9/11  hiring 
drought  at  the  big  investment  banks  cre- 
ated, four  years  later,  new  demand  for 
entry-level  hires  in  financial  services. 
The  Sarbanes-Oxley  law  of  2002,  enact- 
ed in  the  wake  of  the  corporate  scandals, 
spurred  need  for  accountants.  And  the 
backlash  against  offshoring  jobs  to  India 
has  boosted  the  value  of  students  major- 


ing in  management  information  systems. 

With  demand  surging  and  student  in- 
terest high,  there  has  been  a  flight  to  qual- 
ity. In  the  absence  of  concrete  data  on 
business  programs,  students  have  been 
choosing  programs  based  on  the  academ- 
ic reputation  of  the  entire  university.  But 
how  do  the  business  programs  them- 
selves stack  up?  Clearly,  the  best  schools 
are  distinguished  by  small  classes,  effec- 
tive teachers,  and  hardworking  students. 

Consider  BusinessWeek's  Top  10.  Seven 
of  the  schools  had  classes  that  were  small- 
er than  the  58-student  average  for  all  61 


schools  in  the  ranking.  And  all  of  the  To] 
5  schools  got  straight  A+s  or  As  from  stu 
dents  in  teaching,  job  placement,  and  fa 
cilities  and  services.  Much  of  the  credit  fo 
the  best  programs  goes  to  the  student 
themselves,  though.  The  typical  studen 
in  the  survey  reported  spending  14  hour 
a  week  preparing  for  class;  at  the  to] 
schools  those  lands  of  study  habits  woul< 
be  considered  slacking.  The  typics 
Wharton  business  major  worked  18.; 
hours,  while  students  at  the  University  c 
Michigan  Business  School  averaged  23. 
hours,  giving  them  the  distinction  of  be 


NO.  3:  UNIVERSITY  OF  NOTRE  DAME 

"Giving  Back  Is 
An  Expectation" 


Visitors  to  Notre  Dame's  South 
Bend  (Ind.)  campus  tend  to 
remember  the  magnificent 
Basilica  of  the  Sacred  Heart, 
manicured  lawns,  and  famous 
"Touchdown  Jesus"  mosaic.  But  down  the 
road  at  a  local  community  center,  there's  a 
part  of  the  Notre  Dame  experience  that's 
less  visually  engaging  but  more  enduring: 
local  outreach.  There,  low- 
income  residents  file  tax  returns 
with  help  from  accounting 
students;  the  experience 
amplifies  what  the  students 
learned  earlier  in  the  classroom 
component  of  the  tax-assistance 
program.  "It's  really  nice  instead 
of  just  doing  book  work,"  says 
Jane  Peacock,  21,  one  of  96 
participants  in  the  program  this 
spring.  "You  get  to  take  what  you 
learn  and  apply  the  skills  you 
have  to  help  someone." 

Notre  Dame's  Mendoza 
College  of  Business  isn't  just 
about  getting  solid  finance, 
accounting,  and  marketing 
skills:  It's  about  what  you  do  with 
them.  The  university's  164  years 
of  Catholic  tradition  influence 
almost  every  aspect  of  the 

PICTURE  THIS  In  the 
"Managing  Innovation" 
course,  students  create  a 
visual  representation  of 
effective  leadership 


90  I  BusinessWeek  I  May  8,  2006 


academic  experience.  Topics  such  as 
ethics  and  leadership  that  normally  get 
short  shrift  at  B-schools  are  integral  to 
virtually  every  class.  Students  are  required 
to  take  six  hours  each  of  philosophy  and 
theology,  plus  a  business  ethics  course. 
And  85%  participate  in  service  projects. 
Those  on  the  entrepreneurship  track 
routinely  assist  local  residents  in  starting 


small  businesses.  Students  on  internships 
frequently  travel  to  developing  countries  to 
help  others. 

Mendoza 's  unique  sense  of  community 
doesn't  end  when  a  student  dons  a  cap  and 
gown.  Even  alumni  get  into  the  act:  They 
have  expanded  the  tax-assistance  program 
to  more  than  20  locations  around  the 
country.  This  high  degree  of  loyalty  is 
nurtured  in  part  by  Mendoza's  living 
arrangements  and  the  camaraderie  they 
foster.  Nearly  80%  of  students  reside  on 
campus,  and  they're  encouraged  to  stay  in 
the  same  dorm  all  four  years.  It's  an  intense 
bonding  experience.  "I  think  students  here 
are  very  focused  on  the  success  of  the 
group,"  says  senior  Brett  Brennfleck,  22. 

Notre  Dame  also  boasts  a  vibrant  social 
life  that  has  little  to  do  with  religion  and 
everything  to  do  with  football  and  beer. 

Tailgate  parties  are  legendary, 
and  dorms,  both  male  and 
female,  field  football  teams 
against  each  other  in  the  fall. 
The  finalists  do  battle  in  Notre 
Dame  Stadium,  which  to  many 
rabid  fans  is  as  sacred  as  the 
Basilica  itself. 

Notre  Dame  may  not  be  for 
everyone.  About  85%  of 
undergrads  are  Catholic. 
Mendoza  Dean  Carolyn  Y.  Woo 
says  all  religions  are  welcome, 
but  students  without  spiritual 
leanings  might  find  the  program 
a  poor  fit.  "We  expect  our  people 
to  know  how  blessed  they  are 
and  that  giving  back  is  an 
expectation,"  she  says. 

%  Students  who  come  to 

Mendoza  are  expected  to  serve 
others,  but  they  don't  walk 
away  empty-handed.  They 
learn  more  by  doing  than  they 
would  by  learning  alone.  Ask 
Jane  Peacock. 

-Lindsey  Gerdes 
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NO.  18:  LEHIGH  UNIVERSITY 

Why  Put  Real  Work 
Off  Till  Tomorrow? 


Almost  from  the  moment  they 
set  foot  on  the  Bethlehem 
(Pa.)  campus,  students  at 
Lehigh  University's  College  of 
Business  &  Economics  take 
on  the  kinds  of  creative  challenges  many 
undergraduate  programs  delay  for  two  or 
three  years.  In  their  first  intra  course,  they 
analyze  a  case  study  involving  Nike  Inc. 
Then  they  apply  what  they  learn  to  develop 
their  own  products  and  business  plans. 
Senior  Ryan  Murray,  22,  helped  develop  a 
ski  helmet  with  a  built-in  MP3  player  as  part 


secretary  for  my  f  rat,' "  says  Hyclak. 

Many  of  these  projects  involve  an 
unusual  degree  of  collaboration  between 
business  students  and  those  in  other 
programs.  Indeed,  a  big  part  of  Lehigh's 
appeal  is  its  insistence  that  students  learn 
to  function  in  the  kinds  of  environments 
they'll  encounter  at  work:  on  teams  with 
engineers,  writers,  and  designers.  Nearly 
half  participate  in  an  interdisciplinary 
project  that  takes  them  out  of  the 
university  classroom. 

The  interaction  between  the  business 


of  a  team  when  he  was  only  a 
freshman.  "Sometimes  it  can 
be  rough,"  he  says.  "It  forces 
you  to  learn  that  in  the  real  world 
you  have  to  work  in  groups." 

This  is  what  Thomas  J. 
Hyclak,  the  interim  dean,  means  when  he 
declares  that  the  undergraduate  curriculum 
is  about  "learning  business  by  doing 
business."  Lehigh  lines  up  consulting 
projects  for  some  students  with  big 
companies  such  as  Boeing  Co.  and  lets 
others  use  the  campus  as  their  personal 
business  incubators.  One  group  helped  plan 
Lehigh's  new  $2.4  million  Ulrich  Sports 
Complex.  Another  drew  up  a  business  plan 
for  a  new  golf  course  under  construction  on 
the  school's  Goodman  campus.  "We  want 
students  who,  when  they're  interviewing  for 
a  job,  don't  just  say,  'I  had  a  3.5  GPA  and  was 
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TEAMWORK 
Students  research 
irrigation  as  they 
build  a  business 
plan  for  a  campus 
golf  course 


and  engineering  schools  is 
particularly  rich.  With  ideas 
bubbling  up  from  both,  there 
are  even  some  home  runs. 
One  group  of  students  has 
been  pivotal  in  developing  a 
new  technology,  known  as  Wi-Fire,  that 
quadruples  wireless  Internet  reception  to 
1,000  feet.  Six  local  universities  and 
economic  development  groups  are  testing 
and  marketing  it. 

Next  up:  Lehigh  wants  to  get  its  alumni 
more  involved.  One  idea  in  the  offing  is  to 
invite  those  graduates  who  work  on  Wall 
Street  to  be  visiting  lecturers,  dissecting 
problems  they  face  at  work.  Finance 
majors  would  then  consult  on  projects  and 
suggest  solutions.  Not  a  bad  gig  for  a  19- 
year-old  college  kid. 

-Lindsey  Gerdes 
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ing  the  hardest-working  business  major 
in  America.  It  appears  to  pay  off.  Michi 
gan,  Wharton,  and  Virginia  were  amon 
the  five  programs  where  the  most  gradu 
ates  went  on  to  top  MBA  programs. 

One  reason  top  schools  succeed  o 
many  of  these  measures  is  that  they  pas 
the  first  test  of  any  undergraduate  pre 
gram:  recruiting  the  best  high  schoc 
graduates.  It's  easy  when  you  have  thov 
sands  beating  a  path  to  your  door.  For  th 
2005  school  year,  more  than  10,000  hig 
school  seniors  applied  to  No.  4  Massacht 
setts  Institute  of  Technology's  progran 
but  only  14%  were  accepted.  At  Whartoi 
of  the  4,200  applicants,  only  16%  won  a( 
mittance.  The  result:  Both  schools  have  a 
erage  SAT  scores  approaching  1500 
2005,  the  average  for  all  U.S.  test-take: 
who  intended  to  major  in  business  w; 
1006,  according  to  College  Board. 

The  competition  for  the  cream  of  tl 
crop  is  intense.  All-boys  St.  Xavier  Higi 
School  in  Cincinnati  produced  more  N' 
tional   Merit  scholars  than   any  oth' 
school  in  Ohio  in  four  of  the  past  five  yeai  i 
and  nearly  a  third  of  all  2004  graduat 
went  on  to  major  in  business.  College  rei 
descend  en  masse  on  the  school  each  fal 
make  phone  calls  to  individual  studen 
and  host  alumni  receptions  for  those  wl 
are  on  the  fence.  Some  go  even  furth 
Last  year,  according  to  guidance  counsel  I 
David  Coffman,  a  school  flew  one  of  I 
Xavier's  best  students  and  the  boy's  fath 
to  campus  for  a  private  dinner  with  schc 
administrators.  He  ultimately  turned  t 
school  down  and  opted  for  the  Univers 
of  Southern  California. 

In  1998,  Washington  University's  O  I 
School  of  Business  began  a  program  I 
calls  the  "spotlight  weekend,"  thougr* 
could  easily  be  called  the  hard  sell.  S' 
dents  who  have  been  accepted  to  Olir 
and  in  most  cases  Wharton,  Harva 
Duke,  and  Yale,  as  well— spend  two  d; 
touring  the  campus,  meeting  faculty, t 
ting  in  on  classroom  simulations,  e\| 
tagging  along  with  Olin  students  oi| 
typical  Saturday  night  out.  For  Olin, 
time  is  well  spent:  Nearly  40%  of 
prospective  students  who  attend  u 
mately  enroll,  vs.  about  half  that  for  s 
dents  who  don't.  Says  Gary  Hochberg, 
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job  search,"  Snyder 
says.  "What  about 
reading  Dostoevsky's 
Crime  and  Punishment 
or    figuring    out    the 
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>ciate  dean  for  the  undergraduate  busi- 
ass  program:  "At  the  end  of  the  dance, 
e  want  them  to  say  yes." 
As  undergraduate  business  programs 
rolve,  some  see  cause  for  concern.  The 
end  toward  more  four-year  programs, 
hich  dominate  our  Top  50  list,  might  re- 
lit in  students  missing  out  on  a  broad  lib- 
al  arts  education  by  focusing  too  intendy 
i  business.  Emory  recendy  decided  to 
ick  with  its  two-year  format  for  this  very 
:ason.  Says  Andrea  Hershatter,  director  of 


the  undergraduate  program:  "It's  a  little 
frightening  to  think  that  a  17-  or  18-year- 
old  should  be  committed  to  a  career  path 
and  somehow  forgo  that  two-year  explo- 
ration." University  of  Chicago  B-school 
Dean  Edward  A  Snyder,  who  oversaw  the 
undergraduate  business  program  at  the 
University  of  Michigan  for  nearly  a  decade, 
agrees.  "It  may  be  that  as  the  programs 
grow  up,  and  there's  more  focus  on  honing 
one's  value  proposition,  students  end  up  fo- 
cusing less  on  academics  and  more  on  the 


meaning  of  an  expand- 
ing universe?" 

As  gloom  and  doom 
go,  it  could  be  worse. 
In  fact,  there's  reason 
for  optimism.  The 
schools  that  rose  to  the 
top  of  the  ranking 
have  accomplished  the 
near  impossible.  They 
have  student  bodies 
that  are  engaged,  pro- 
duce graduates  who 
are  highly  valued  in  the  job  market,  and 
have  created  academic  environments  con- 
ducive to  learning.  It's  a  tall  order,  but  one 
that  will  be  increasingly  within  reach  of 
many  schools  as  they  use  the  rankings  to 
improve  their  academic  offerings.  Thar' s 
good  news  for  the  schools— and  for  the 
class  of  2007  and  beyond.  ■ 

-With  Lindsey  Gerdes  and 

Fredjespersen  in  New  York, 

Geoff  Gloeckler  in  Philadelphia,  and 

William  C.  Symonds  in  Boston 


What's  the  one  investment  all  these  people  can  agree  on? 

An  education  from  the  Kelley  School  of  Business. 


In  business,  where  you  finish  depends  on  where  you  begin.  And  there's  one  school  that  can  take  you 
anywhere— the  Kelley  School  of  Business  at  Indiana  University.  The  Kelley  School  of  Business  can 
give  you  the  real-world  experience  and  tools  you  need  to  achieve  your  dreams— wherever  they  take 
you.  We  offer  undergraduate,  MBA  (full-time,  part-time  and  online),  other  graduate,  doctoral  and 
executive  education  programs. 

Make  an  investment  that  will  last  a  lifetime.  Attend  the  Kelley  School  of  Business. 

To  find  out  more,  visit  www.kelley.iu.edu/bw 

One  school.  Endless  possibilities. 


Indiana  University 

KELLEY 

School  of  Business 
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If  You  Know  You'll 
Get  an  MBA... 

It  could  make  sense  to  get  a  degree  in  the 
sciences  or  humanities  first  BY  GEOFF  GLOECKLER 


EVEN  AT  THE  AGE  OF  17,  WHEN 
college  brochures  began  filling 
her  mailbox,  Maggie  Hsu  knew 
she  wanted  an  MBA.  Conven- 
tional wisdom  told  Hsu  she 
should  major  in  business.  But  after 
speaking  with  her  family  and  touring 
campuses,  she  made  an  unconventional 
decision  and  enrolled  at  Harvard  IJniver- 
sity— as  a  biology  major.  A  business  de- 
gree would  have  put  her  on  the  fast  track 
to  a  job  in  banking  or  finance,  but  her  in- 
terests lay  elsewhere.  "There's  only  so 
much  you  can  learn  studying  account- 
ing," Hsu  says. 

In  the  eyes  of  administrators  at  many 
elite  universities,  Hsu  made  the  right 
move.  An  undergraduate  business  degree 
makes  sense  for  students  intent  on 
launching  a  business  career  immediately. 
But  for  a  student  with  sights  set  on  an 
MBA,  a  degree  in  the  sciences  or  liberal 
arts  may  be  more  valuable.  In  fact,  col- 
leges such  as  Harvard,  Dartmouth,  and 
Columbia  don't  even  offer  an  undergrad- 
uate major  in  business  for  just  that  reason. 
Yet  many  students  think  a  business  major 
is  the  necessary  first  step  on  the  road  to  an 
MBA.  Of  the  nearly  22,000  business  ma- 
jors who  responded  to  the  BusinessWeek 
survey,  48%  said  they  planned  to  get  an 
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MBA  within  five  years.  Time  for  a  reality 
check:  Only  19%  of  students  at  Business- 
Week's Top  10  MBA  programs  have  a 
bachelor's  degree  in  business. 

Once  a  technical  degree  like  law  or  med- 
icine that  students  got  right  after  college, 
the  MBA  morphed  into  something  new  20 
years  ago  when  schools  began  requiring 
applicants  to  have  extensive  work  experi- 
ence. With  that  change,  the  MBA  began  fo- 
cusing on  soft  skills  such  as  communica- 
tion and  leadership  in  addition  to  business 
basics,  making  the  undergraduate  degree 
an  attractive  shortcut  into  the  business 
world.  But  it  left  many  without  the  more 


LOS  ANGELES  A 
campus  tour  at 
the  University 
of  Southern 
California 


NO  STEPPING  STONE 

Lots  of  undergraduate  business  students 
want  to  get  MBAs  from  top  programs,  but  the 
vast  majority  of  students  in  those  programs 
come  from  other  disciplines 


Undergrads 

saying  they 
intend  to  apply 
to  this  MBA 
program  within 
five  years 


41% 

39 

34 

34 
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28% 

23 

22 

18 

23 


rounded  educatio 
necessary  for  bus 
ness  succes. 

"[Companies]  war 
to  be  sure  that  a  pc 
tential  hire  can  have  conversations  on  sut 
jects  other  than  finance,"  says  Meredit 
Daw,  associate  director  for  employer  rek 
tions  at  the  University  of  Chicago. 

Less  is  More 

ANOTHER  PROBLEM  with  using  the  ur 
dergraduate  business  degree  as  a  stet 
ping  stone  to  the  MBA  is  that  it  dupl 
cates  much  of  what  students  wil 
encounter  in  grad  school.  Many  classt 
students  take  as  undergraduates,  such  i 
economics,  accounting,  and  statistics,  ai 
also  required  for  the  master's.  Some  MB 
programs  allow  students  who  have  a 
ready  taken  these  to  substitute  with  elei 
tives.  But  few  students  do,  believin 
they'll  miss  out  on  all-important  ne 
working.  Explains  Paul  Danos,  dean  < 
Dartmouth  College's  Tuck  School  i 
Business:  "MBA  programs  aren't  di: 
signed  for  people  who  have  a  lot  of  fo 
mal  business  training." 

Many  "eventual  MBAs"  major  in  bus 
ness  in  part  because  they  believe  it  w. 
guarantee  them  a  job  at  graduation.  But 
few  business  courses  would  work  just ; 
well.  Plenty  of  business  majors  at  tc 
schools,  from  50%  to  90%,  have  job  offe 
by  graduation.  But  consider  the  altern; 
tive.  At  Northwestern  University,  oi 
school  official  estimates  that  80%  of  sti 
dents  enrolled  in  one  business-focuse 
minor  go  straight  into  business  position 
Says  Mark  Witte,  director  of  Northwes 
ern's  undergraduate  economics  pr* 
gram:  "Students  overweigh  what  th< 
think  a  major  will  do  for  them." 

So  if  you're  looking  for  a  job  in  a 
counting  or  marketing,  an  undergradua 
business  degree  will  get  you  where  yc 
want  to  be.  But  if  yc 
aspire  to  get  an  MB 
consider  a  path  that  i 
eludes  some  humar 
ties,  a  smattering 
economics,  and  a  litt 
patience.  "If  a  child 
mine  wanted  to  be 
business  leader  som 
day,"      Danos      saj 


MBA 

students  at  this 
program  with 
undergrad 
business 
degrees 


Data:  BusinessWeek  survey.  MBA  programs 


'there's  absolutely 
doubt  this  is  the  advi 
I  would  give."  It  m 
seem  circuitous,  b 
give  it  time  and  you 
come  out  ahead.  ■ 


AMD* 


^(bu  could Ve 
hired  250  engineers, 
570  IT  support 
people,  5,235 
interns,  and  one 
new  CIO 

with  the  amount  of  money  wasted  by 
non-AMD  powered  servers. 
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servers.That's  your  profit  that's  vanishing.  AMD  Opteron™  processor-based  servers,  on  the  other  hand, 
are  designed  to  run  efficiently,  run  cool,  and  thanks  to  dual-core  technology  deliver  great  performance. 
They  not  only  run  fast  but  may  help  keep  you  running  in  the  black  To  learn  more  about  the  power  of 
AMD  Opteron™  processors,  and  the  power  of  cool  ^  visit  www.amd.com/lessmoney 
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The  Draft  Picks 
Get  Younger 

Merrill  Lynch  is  identifying  the  best  recruits  as 
early  as  freshman  year.  BY  BREMEN  LEAK 


AST  FALL  AN  INTENSE 

competition  swept 
a  half-dozen  U.S. 
college  campuses. 
Four-person  teams 
of  undergraduate 
business  majors  bat- 
tled to  generate  the  biggest  re- 
turns—using "fantasy  funds,"  not 
real  money.  It  was  all  part  of  a 
"portfolio  challenge"  game  de- 
signed by  Merrill  Lynch  Inc.  to 
help  identify'  young  talent  for  ana- 
lyst jobs.  Winners  pocketed 
$9,000  in  cash  prizes  and  other 
giveaways.  More  important,  the  fi- 
nalists nabbed  a  coveted  place  at 
the  top  of  Merrill's  callback  list. 

Such  games  might  seem  un- 
usual to  anyone  who  graduated 
from  college  more  than  a  few 
years  ago.  But  in  the  increasingly  com- 
petitive war  for  fresh  talent,  a  small 
group  of  companies  including  Merrill, 
PricewaterhouseCoopers,  L'Oreal,  and 
others  is  changing  the  rules.  A  growing 
economy  and  the  need  to  ramp  up  hiring 
quickly  and  cheaply  have  spurred  re- 
cruiters to  bypass  MBA  programs  and 
hire  the  bulk  of  their  new  people 
straight  out  of  college. 

At  Merrill  Lynch,  undergraduate  re- 
cruiting has  increased  20%  to  25%  annu- 


an  internship  lets  you  hit  the  ground  rui 
ning,"  says  Anne  Osmun,  a  Harvard  Un 
versity  grad  who  joined  Merrill's  inves 
ment  banking  unit  in  July. 

It's  an  increasingly  common  strateg 
In  2004-05,  according  to  BusinessWeek 
survey  of  corporate  recruiters,  28% 
new  entry-level  hires  were  former  it 
terns,  up  from  26%  the  year  before,  an 
one  out  of  four  reported  that  at  least  ha 
of  all  new  hires  came  from  the  inter 
pool.  What  sets  Merrill  apart  is  its  wil 
ingness  to  hire  younger  interns,  incluc 
ing  freshmen.  Says  Elton  Ndoma-Oga 
head  of  diversity  campus  recruitinj 

"We're  trying  to  build  rel; 

tionships  earlier  and  tui 

these  young  people  in' 

professionals." 


Fast  Start 


ally  in  three  years,  and  the  company  is  de- 
vising innovative  ways  to  build  up  the 
pipeline.  The  firm  expects  to  hire  about 
300  undergraduates  in  the  U.S.  this 
school  year  alone,  according  to  WetFeet 
Inc.,  a  San  Francisco  research  outfit.  By 
identifying  the  best  undergraduates  early, 
managers  can  see  if  they  re  a  good  fit  and 
make  offers  long  before  rivals  do.  At  Mer- 
rill, three  out  of  four  summer  interns  will 
receive  full-time  offers,  a  practice  that 
benefits  prospective  employees.  "Having 


MERRILL'S 

GENYTALENT 

STRATEGY 

Here's  i  iow  Merrill 
Lynch  tries  to  attract 
the  best  undergraduate 
students: 


STARTING  EARLY 

Merrill  puts  an  emphasis  on 
recruiting  interns  and  makes  the 
best  full-time  offers.  To  thwart 
rivals,  it  offers  internships  to 
students  as  early  as  their 
freshman  year. 

A  WIDER  NET 

Some  prospects  are  reached 
through  alumni  networks, 
campus  visits,  and  marketing 
efforts  that  highlight  the 


company's  diversity  and 
employee  benefits. 

PLEASING  PARENTS 

Merrill  tries  to  sell  the  parents 
on  the  company,  too-by  mailing 
them  the  benefits  enrollment 
package,  for  example. 

BETTER  JOBS 

New  hires  get  up  to  two  years 
of  training.  Most  go  to  work 
immediately  as  analysts,  not 
glorified  interns. 


TO  THAT  END,  the  comp, 
ny  is  reaching  out 
prospects  via  alumni  ne 
works  and  school  clubs.  It 
also  beefing  up  its  We 
presence  and  marketir 
with  details  about  the  con 
pany  and  employee  benefit 
Allison  Pavlick,  21,  a  junii 
at  Pennsylvania  State  Ur 
versity's  Smeal  College 
Business  who  is  interning 
Merrill  this  summer,  w> 
sold  by  the  company's  fair 
ly-friendly  policies.  Says  Pavlick:  "Th 
was  a  plus  for  me." 

When  making  offers,  Merrill  uses  an  a 
proach  tailored  to  Generation  Y:  It  ma 
benefits  enrollment  packages  to  new  hir 
and  their  parents  in  hopes  the  materi 
will  prompt  a  discussion  about  the  comp 
ny  s  benefits  and  ultimately  lead  to  a  de 
New  hires  get  up  to  two  years  of  trainin 
And  most  go  to  work  as  analysts  from  d 
one.  "They're  not  making  copies  and  d 
livering  mail,"  says  Connie  Thanasouli 
Cerrachio,  director  for  U. 
campus  recruiting.  "They 
rolling  up  their  sleeves  ai 
making  deals." 

Merrill's  approach  is  t] 
exception  today,  but 
might  not  be  for  long,  esp 
daily  if  the  economy  r 
mains  strong  and  demai 
for  talent  grows.  That  pi: 
career-minded  undergra 
in  a  coveted  position:  t! 
driver's  seat.  ■ 

-With  Lindsey  Gere 
in  New  Yo 
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"libu  could've 
taken  everyone 
in  your  company 
to  an  offsite 
at  an  island,  and 
bought  the  island 


with  the  amount  of  money  wasted  by 
non-AMD  powered  servers. 
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Entertainment  Tall  Orders 


The  Batman  and 
Robin  of  Six  Flags 

The  amusement  park  giant  has  been  on  a 
long  slide.  Snyder  and  Shapiro  to  the  rescue 


BY  MARK  HYMAN 

PETE  BRECHT  IS  A  THEME 
park  aficionado  whose 
travels  take  him  wherever 
roller  coasters  rumble.  Last 
year,  Brecht  visited  19 
parks,  including  4  owned 
by  Six  Flags  Inc.  But  this 
summer  the  37-year-old  database  ad- 
ministrator is  thinking  seriously  about 
dropping  Six  Flags  from  his  itinerary. 
Rides  operating  at  half  capacity  and  ag- 
gravatingly  long  lines  exasperate  him. 
"It's  a  shame  because  they  have  some 
pretty  great  [attractions],1'  says  Brecht, 
of  Charlottesville,  Va.  "But  it's  just  not 
worth  the  hassle." 

Such  disappointments  aren't  the  only 
knock  on  Six  Flags,  whose  30  parks  are 
more  than  the  combined  number  operat- 
ed by  competitors  Walt  Disney  and  Uni- 
versal. Peeling  paint,  bathrooms  scarier 
than  some  thrill  rides,  and  a  reputation  as 
a  hangout  for  unruly  teens  have  tarnished 
a  once-proud  brand.  "In  many  respects, 
they've  slid  to  the  point  where  they 
resemble  a  souped-up  county 
fair  more  than 
world-class 
theme  parks," 
says  Robert 
Niles,  who  founded 
themeparkinsider.com, 
a  Web  site  for  roller- 
coaster  buffs. 

Dan  Snyder  wouldn't  argue  the 
point.  The  cocksure  investor  admits 
that  Six  Flags  has  disappointed  park 
patrons  almost  as  much  as  it  has  its 
shareholders.  He  and  fellow  owners 
have  watched  as  shares  in  the  45-year-old 
franchise  tumbled  from  more  than  $40 
seven  years  ago  to  about  $9  while  debt 
piled  up  to  $2.4  billion.  "The  business  was 
broken,"  says  the  41-year-old  Six  Flags 
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chairman  and  owner  of  the  Washington 
Redskins.  Snyder  won  a  proxy  fight  for 
control  of  the  New  York-based  company 
last  fall  and  is  now  backed  up  by  some 
heavyweight  investors  including  Bill 
Gates  of  Microsoft.  More  troubles  may  be 
ahead.  The  theme  park  business  is  cut- 
throat all  by  itself.  But  it  also  competes 
against  other  summer  attractions  like 
beaches,  ball  games,  and  movie  theaters. 
And  this  year,  parks  could  be  squeezed  big 
time  if  patrons  decide  gas  prices  are  too 
high  to  hit  the  road,  especially  since  Six 
Flags  tickets  can  exceed  $40. 

BUGS  HUGS 

TO  FIX  SIX  FLAGS,  Snyder  hired  Mark 
Shapiro,  the  36-year-old  former  program- 
ming whiz  who  helped  turn  ESPN  into  a 
ratings  leader  and  cultural  touchstone.  To- 
gether, Snyder  and  CEO  Shapiro  imagine 
Six  Flags  as  an  in-your-backyard  alterna- 
tive to  Disney  World,  where  families  will 
spend  memorable  days  meeting  street 
performers,  getting  hugs  from  Bugs  Bun- 
ny or  Superman,  and  sticking  around  past 
dark  for  nightly  fireworks.  At  their  Six 
Flags,  live  entertain- 
ment will  play  to 
packed  crowds 
and  high-tech  cash 
registers  will  elimi- 
nate lines  for  cotton 


candy  and  souvenir  T-shirts.  Did  we  men! 
tion  the  restrooms?  Shapiro  is  fussidlia 
about  keeping  them  well-scrubbed  thastrc 
your  mom. 

Still,  bringing  back  the  fun  and  profit 
to  Six  Flags  will  be  no  less  challengin  kn 
than  building  a  Super  Bowl  chain]  ea 
something  Snyder  has  yet  to  accomplisl  m 
"The  company  was  so  ground  down,  nes 
won't  reverse  in  a  year  or  two,"  sayvei 
Dennis  L.  Spiegel,  president  of  consul  aw 
tancy  International  Theme  Park  Seice 
vices.  The  legacy  of  the  previous  owner  Ink 
led  by  Kiernan  Burke,  a  onetime  Drex»md 
Burnham  Lambert  executive,  includes  i  no 
balance  sheet  in  need  of  triage.  Far  to;U: 
many  parks  were  one-trick  ponies,  thri  i  L 
palaces  for  teens  but  lacking  enouglsc 
other  attractions  to  appeal  to  young  fan  I  # 
ilies.  "We  just  happen  .^      like 

to  have  a  monopoly  on  'ABM.      ^ 

roller    coasters,"    says  ^  m 

Snyder.  The  result:  At-     ^k    mM\ 
tendance  has  been  flat    lln    I  a 
the  past  five  years.  £       j^^^  ;:. 


No  Thrill  Ride 

Six  Flags'  parks  are  in  need  of  a  big  lift  to  come 
out  of  a  four-year  slump 


% 


Decline  in  attendance 
to  34  million  last  ye- 


91 
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55 
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Increase  in  annual  net 

losses,  to  $111  million 

last  year 


*     a 


Decline  in  share 

price,  to  about  $9 

currently 

Data:  SEC.  Six  Flags  Theme  Parks  Inc 
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i  Snyder  and  Shapiro  are  determined  to 
ttake  things  up.  But  whether  the  two 
crong-willed  executives  can  play  in  the 
ame  sandbox  is  another  big  question, 
myder  hasn't  exactly  been  hands-off 
ijnning  his  football  team— ask  the  three 
lead  coaches  fired  or  run  off  in  his  first 
our  years  as  owner.  At  Six  Flags,  though, 
ie  sees  little  potential  for  conflict.  "What- 
!ver  Shapiro  wants  to  do— he's  the  CEO," 
lays  Snyder,  ensconced  in  his  corner  of- 
ce  at  Redskins  Park  outside  Washington, 
kdds  Shapiro:  "He's  there  if  I  need  him, 
snd  he's  not  on  my  back."  They  do  ac- 
knowledge having  teamed  up  occasional- 
ly In  October,  Snyder  and  Shapiro  jetted 
b  Las  Vegas  to  meet  Andre  Agassi  and 
liscuss  an  equity  stake  and  endorsements 
Tith  the  tennis  icon.  (No  deal  has  been 
iked  yet.)  Friends  of  the  duo  also  wave 
fFtalk  of  dueling  egos.  "They're  always - 
/orking,  always-thinking  guys  who  real- 
I  bounce  off  each  other  well.  My  only 
;ar  is  that  they  [will]  burn  each  other 
ut,"  says  Michael  Ovitz,  the  onetime 
lollywood  agent  and  power  broker. 

If  the  two  succeed  in  reviving  the 
hain,  the  rewards  could  be  as  exhilarat- 
ig  as  a  kid's  first  Ferris  wheel  ride.  Sny- 
er  holds  an  11.7%  stake;  Shapiro  earns 
kw  md  ciy?  $2  million  a  vear  in  salary, 
"found  but  stock  options  played  a 

iomelike  big  role  in  lurin&  him  to 

f  Six  Flags'  Six  Flags  from  his  high- 
npaign  profile  post  at  ESPN.  His 

Dy"  deal  includes  options  to 

buy  950,000   Six  Flags 


" 


shares  of  common  stock  and  250,000 
more  restricted  common  shares.  Vesting 
of  half  the  common  shares  is  tied  to  rises 
in  Six  Flag's  price.  "Load  me  up  with  op- 
tions. That  was  my  strategy  going  in," 
says  Shapiro. 

Shapiro,  who  grew  up  outside  Chica- 
go, fondly  recalls  the  local  Six  Flags  park 
and  the  ride  he's  still  partial  to:  the  Tilt- 
A-Whirl.  But  he's  hardly  nostalgic. 
Everything  is  up  for  reevaluation,  he 
says.  Last  year  he  began  a  tour  of  all  30 
parks  and  quickly  demoted  the  gyrating, 
gnomelike  Mr.  Six,  who  had  been  the 
star  of  Six  Flags'  ads.  The  campaign, 
which  cost  about  $40  million,  irritated 
Snyder,  who  calls  Mr.  Six  "creepy,"  and 
frightened  little  children.  Shapiro  says 
he  would  like  to  cut  debt  by  $1  billion 
and  is  targeting  several  sources,  includ- 
ing the  sale  of  a  theme  park  in  Houston 
and  3,500  acres  of  excess  real  estate.  To 
Shapiro's  annoyance,  much  of  the  capi- 
tal spending  locked  into  this  year's 
budget  is  pegged  for  roller  coasters.  "It 
has  to  be  about  the  experience,"  he  says, 
"not  just  the  rides." 

VALUABLE  ROLODEX 

BEYOND  THIS  YEAR'S  nuts-and-bolts 
reclamation  of  the  company's  finances, 
Shapiro's  ideas  include  tapping  into  the 
creative  world  of  Six  Flags  board  member 
and  movie  mogul  Harvey  Weinstein, 
whose  kid  movies  include  Hoodwinked 
and  Spy  Kids.  Characters  from  those  flicks 
could  end  up  as  stars  of  live  shows  in  Six 


HOLY  DECLINING 
ATTENDANCE!! 

Snyder  and 
Shapiro  want 
the  parks  to  be 
about  more 
than  rides 


Flags    amphitheaters 
and  in  short  movies. 

For  his  part,  Sny- 
der's biggest  contri- 
bution to  Six  Flags  so 
far  might  be  his 
Rolodex.  The  board  of 
directors  reads  like  a 
guest  list  at  Snyder's  glitzy  Redskins  sky- 
box,  including  Weinstein,  former  con- 
gressman Jack  Kemp,  and  agent  Perry 
Rogers,  whose  star  clients  include  Agassi 
and  ShaquUle  O'Neal.  Shapiro  has  already 
begun  to  think  about  ways  to  leverage  the 
relationship  with  Gates  and  Microsoft,  in- 
cluding turning  park  arcades  into 
"interactive  playgrounds"  showcasing 
Microsoft's  Xbox  360  game  console.  An- 
other investor,  tech  billionaire  Mark 
Cuban,  is  cheering  Six  Flags  almost  as 
loudly  as  he  does  his  Dallas  Mavericks. 
"They've  shown  they  know  how  to  create 
great  entertainment,"  Cuban  writes  about 
Snyder  and  Shapiro  in  an  e-mail. 

On  a  visit  in  March  to  Darien  Lake,  out- 
side Buffalo,  Shapiro  marched  through  a 
Six  Flags  park  like  he  was  leading  an  in- 
vading force,  peeking  into  bathrooms 
and  questioning  the  park's  general  man- 
ager about  food  carts  left  outside.  He  ex- 
horted park  workers  to  be  more  eager  to 
serve  customers.  "That's  what  guests  will 
remember,"  he  said,  "and  that's  why 
they'll  come  back."  It  sounds  simple 
enough.  But  this  summer  the  pressure  to 
perform  is  also  on  Bugs,  Batman— and  the 
two  new  guys  in  suits.  ■ 
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Meet  the  next 
generation  of  CEOs 
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The  all-new  BusinessWeek  Undergrad  is  an 

interactive  online  community  dedicated  to 
jump-starting  the  careers  of  the  next  wave 
of  movers  and  shakers.  An  extension  of  our 
award-winning  online  MBA  forum,  BusinessWeek 
Undergrad  delivers  expert  insight  and  tools  to 
help  a  new  crop  of  aspiring  business  leaders 
choose  the  right  B-school  and  get  in. 

Features  include: 

■  Profiles  and  rankings  of  top  undergrad  B-schools 

■  Candid  opinions  from  current  students 
on  B-school  life 

■  Q&As  with  admissions,  career  placement, 
and  recruiters 

■  Virtual  school  tours 

■  Advice  for  parents  -  from  the  rising 

cost  of  college  to  dealing  with  the  empty  nest 


i 


See  for  yourself  at  www.businessweek.com/ 
bschools/undergraduate 
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SciTech  Developments  to  Watch 
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INNOVATIONS 


Hope  for  reefs  and 
therapy  for  OCD 

i »  Colorful  coral  reefs  and  the 
teeming  sea  life  they  support 
stay  alive  thanks  to  a  delicate 
symbiosis  between  coral 
polyps  and  the  tiny  algae  that 
nourish  them.  But  the  effects 
of  global  warming,  such  as 
i  increased  temperature  and 
higher  acidity,  are  killing  the 
:  algae  and,  in  turn,  the  coral. 
Experts  believe  60%  of  the 
'  world's  reefs  are  at  risk  from 
i  the  bleaching  that  this  chain 
reaction  causes.  New  findings 
suggest  that  certain  coral  may 
survive  widespread  warming, 


though.  Writing  in  Nature, 
researchers  at  Ohio  State 
[University  found  that  some 
species  of  coral  can  survive  by 
feeding  on  tiny  sea  animals 
called  zooplankton,  instead  of 
algae.  How  this  affects  other 
reef  life  remains  unclear. 
»  Pacemaker-like  gizmos 
connected  into  the  brain 
have  shown  promise  in 
treating  depression,  and  may 
have  broader  uses. 
Researchers  at  Cleveland 
Clinic  have  found  that  so- 
called  deep-brain 
stimulation  could  also  help 
treat  obsessive-compulsive 
disorder  (OCD).  In  a  small 
test  described  at  last 
month's  American 
Association  of  Neurological 
Surgeons,  nine  patients  with 
severe  OCD  who  had  not 
responded  to  conventional 
therapies  were  given  electro- 
stimulation implants.  In  six, 
the  intensity  of  symptoms 
fell  by  at  least  35%. 


WAR  GAMES 


NOT  A  TOY:  BOEING'S  BIG, 
NEW  MISSILE  BUSTER 


ONCE  STRICTLY  the  stuff  of 
sci-fi  and  video  games, 
energy  beams  able  to  knock 
out  enemy  missiles  are 
getting  closer  to  reality. 
Boeing's  Airborne  Laser 
System  is  on  track  to  hit  a 
key  milestone  this  summer. 
The  defense  contractor 
plans  to  roll  out  a  military 
aircraft— a  modified  747 
jetliner— that  is  equipped  to 
carry  the  world's  first 
weapon  based  on  a  chemical 
iodine  laser. 

Boeing  plans  to  mount 
the  laser  onto  the  jet  next 
year,  and  to  conduct  its  first 


"shoot-down"  of  a  live 
missile  in  2008.  If  the  test 
is  successful,  it  will  mark 
the  first  time  that  a  plane- 
mounted  laser  is  capable  of 
blasting  enemy  missiles  out 
of  the  air. 

The  ABL  team  cleared  a 
big  hurdle  at  Edwards  Air 
Force  Base  in  California  last 
year,  when  it  conducted 
successful  tests  of  the  laser 
system  alone.  Boeing 
showed  it  could  sustain  an 
intense  beam  long  enough 
to  destroy  ballistic  missiles 
in  flight.  Star  Wars,  here 
we  come.     -Stanley  Holmes 


CELL  REPAIR 

DETOXING 
FROM  NERVE 
DAMAGE 

A  RESEARCH  TEAM  at  Purdue 
University  may  be  breathing 
new  life  into  an  old  drug.  The 
scientists  have  found  that 
hydralazine,  once  commonly 
used  to  treat  high  blood 
pressure,  might  also  repair 
nerve  damage  from  spinal 
cord  injuries,  cancer,  and 
Parkinson's  disease. 

When  nerve  cells  are  hurt 
by  injury  or  disease,  they 
release  a  toxin  that  causes 
them  to  die.  Hydralazine  "is 
an  antidote  for  this  poison," 
says  Richard  Borgens, 


founding  director  of  Purdue's 
Center  for  Paralysis  Research. 
And  because  it  seems  to 
move  through  the  often 
impenetrable  blood-brain 
barrier,  if  s  possible  that 
hydralazine  could  be  given  to 
patients  as  a  simple  injection 
in  the  arm. 

Publishing  in  The  Journal 
ofNeuroscience,  the  team 
observed  that  the  drug 
reversed  nerve- cell  damage 
more  effectively  than  any 
other  agent  they  tried.  The 
group  is  now  tweaking 
the  original  molecule  so  it 
doesn't  cause  dangerously 
low  blood  pressure  in 
patients.  They're  also  testing 
it  in  animal  models  of  human 
brain  disorders. 

-Arlene  Weintraub 


STICKY  SCIENCE 

IF  WE  COULD 
JUST  GET  IT 
OUT  OF  THE  JAR 

REMEMBER  THAT  ad  for  Krazy 
Glue  that  showed  a  husky 
worker  suspended  from  an  I- 
beam  by  a  squirt  of  adhesive 
on  his  hard  hat?  Now 
scientists  say  they've  found 
bacteria  able  to  make  a  glue  at 
least  twice  as  strong  as  the 
world's  best. 

Yves  Brun,  an  Indiana 
University  bacteriologist, 
found  the  glue  by  chance.  He 
was  knocking  out  genes  in  a 
water-borne  bacterium  to  see 
which  ones  controlled  its 
unusual  shape:  a  thin  tail-like 
stalk  at  one  end  with  which  it 
grips  tight  to  underwater 
surfaces  (photo).  To  find  out  if 
he  had  snipped  the  right  gene, 
he  tried  to  rinse  the  microbes 
off  a  surface— but  they 
wouldn't  budge,  even  under 
intense  water  pressure.  When 
Brun  called  in  experts  from 
Brown  University  to  measure 
the  force  needed  to  unstick  the 
bacteria,  they  realized  they 
had  found  a  new  superglue. 

The  bacteria  should  be 
easy  to  breed  in  order  to 


make  a  commercial  adhesive, 
adds  Brun.  Since  the  bio- 
degradable glue  works  when 
wet,  surgery  looks  to  be  a 
promising  market.  Brun  is 
now  doing  further  genetic 
work  to  get  the  bug  to  make 
more  of  the  adhesive.  He  also 
hopes  to  figure  out  how 
to  keep  the  glue  from  sticking 
to  the  containers  in  which 
it's  made.         -Michael  Arndt 
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Which  Fortune  500  CEO  eats 
lunch  in  the  company  cafeteria 
every  chance  he  gets? 

Which  CEO  tore  down  his 

lavish  executive  suite  and  gave  the 

corner  office  to  his  secretary? 

Which  CEO  sits  in  the  last  row  of 
the  plane  every  time  he  travels? 


For  more  answers... 

Tune  in  to  your  PBS  station 

(check  your  local  listings) 
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Point  Loma  Nazarene  University 


At  Point  Loma  Nazarene 
University,  the  breathtaking  views 
of  the  ocean  are  only  the  begin- 
ning of  a  college  experience  that  is 
truly  exceptional.  PLNU  pndes 
itself  on  offering  quality  academic 
programs  with  small  class  sizes 
and  lots  of  interaction  with  faculty 
members.  You  will  have  access  to 
activities  ranging  from  clubs  and 
organizations  to  community  serv- 
ice and  athletics.  PLNU's  San 
Diego  location  means  you  will 
find  yourself  in  a  safe,  picturesque 


community  within  a  big  city 
bustling  with  opportunities.  Most 
importantly,  PLNU  is  known  for 
preparing  students  not  only  for 
graduation  but  also  for  life.  At 
Point  Loma  Nazarene  University, 
you  will  be  surrounded  by  a 
Christian  community  interested  in 
your  spiritual  development.  It's  a 
place  where  you  can  ask  ques- 
tions, discuss  issues,  challenge 
yourself,  and  grow.  The  choice  is 
clear.  Contact  PLNU  at  (619)  849- 
2200  or  admissions@ptloma.edu. 


The  University  of  San  Diego 

The  University  of  San  Diego  is  a 
■private,  Roman  Catholic  institu- 
jtion  located  in  the  heart  of  one  of 
Americas  most  livable  cities.  The 
beautiful  campus  overlooks 
Mission  Bay  and  the  Pacific 
[Ocean. 

With  an  undergraduate  student 
population  of  4800  students,  we 
[believe  in  keeping  classes  small 
and  providing  valuable  interac- 
Ition  with  our  faculty  Students  are 
(taught  by  professors,  not  teaching 
[assistants,  and  can  expect  a 
hands-on  learning  experience  in 
all  academic  disciplines. 


The  University  is  committed 
to  advancing  academic  excel- 
lence, expanding  liberal  and 
professional  knowledge,  creat- 
ing a  diverse  and  inclusive  com- 
munity, and  prepar- 
ing leaders  dedicated 
to  ethical  conduct 
and  compassionate 
service.  USD  adds 
depth  to  its  educa- 
tion by  inspiring  stu- 
dents to  grow  spiritu- 
ally, morally,  and 
socially. 


San  Diego,  CA  •  619.849.2200  •  www.ptloma.edu 


Featured  Degree  Program 

Journalism  -  Point  Loma's  journalism  majors  pursue  careers  in 
television,  magazines,  newspapers,  public  relations  and  other  writ- 
ing-based fields.  Employers  say  PLNU's  journalism  program  is  dis- 
tinctive in  that  its  graduates  are  writers  and  thinkers  who  fit  in  with 
any  medium.  The  faculty  includes  award-winning  professional  writ- 
ers who  regularly  publish  in  both  national  and  local  media. 

Business  -  Point  Loma's  Fermanian  School  of  Business  offers 
state-of-the-art  facilities,  experienced  faculty,  and  opportunities  for 
networking  with  local  business  professionals.  With  its  location  in 
San  Diego,  an  international  hub  for  business,  Point  Loma  is  known 
for  its  dynamic  internship  opportunities.  Point  Loma's  business  pro- 
gram includes  strong  ethical  and  international  components. 


fljfr  POINT  LOMA 


San  Diego,  CA  •  619.260.4600  •  www.sandiego.edu 
Engineering  Degree  Program 

Dual  Degrees  -  The  most  distinctive  feature  of  our  programs  is 
that  all  engineering  graduates  receive  dual  BS/BA  degrees.  This 
gives  our  alumni  an  advantage  because  employers  value  their 
intellectual  creativity,  communication  and  teamwork  skills,  as  well 
as  technical  abilities. 

Small  Classes  -  Engineering  students  rarely  take  classes  with 
more  than  25  students,  and  the  faculty  taught  labs  have  fewer  than 
20  students. 

Hands-on  Experiences  -  Because  we  do  not  offer  graduate  pro- 
grams in  engineering,  our  undergraduate  students  can  work 
alongside  faculty  in  research  activities  on  campus.  Our  faculty 
help  students  find  paid  internships  in  the  technology-rich  city  of 
San  Diego 

Career  Success  -  With  a  strong  liberal  arts  background,  a  dual 
degree,  and  faculty  support,  its  no  wonder  our  graduates  find  suc- 
cess. Those  that  enter  directly  into  the  job  market  find  positions 
with  organizations  like  Lockheed  Martin,  Proctor  &  Gamble, 
Qualcomm,  GE,  or  the  U.S.  Navy. 


{JjO  University  of  San  Diego 
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BYU-Hawaii 

Aloha!  Located  on  the  North 
Shore  of  O'ahu,  Brigham  Young 
University  Hawaii  offers  a 
superb  education  to  2,400  stu- 
dents each  year  from  Asia,  the 
Pacific  Islands,  the  U.S.  main- 
land, and  other  parts  of  the 
world.  With  the  most  interna- 
tional student  body  per  capita 
in  the  U.S.,  BYU-Hawaii  serves 


as  a  model  of  harmony  amid 
cultural  diversity.  Since  its 
founding  in  1955,  the  schools 
sponsor,  The  Church  of  Jesus 
Christ  of  Latter-day  Saints,  has 
given  the  university  the  charge 
to  educate  the  minds,  hearts 
and  character  of  its  students;  to 
keenly  sharpen  their  intellect, 
integrity,  leadership  capacity, 
and  their  desire  to  serve. 
BYU-Hawaii  is  nation- 
ally recognized  in  the 
top  tier  among  com- 
prehensive undergrad- 
uate institutions  in  the 
western  United  States. 
In  a  serene  campus  set- 
ting at  Laie,  students 
prepare  to  cope  with 
the  challenges  and  to 
seize  the  opportunities 
of  a  rapidly  growing 
global  society. 


The  David  O  McKay  Finer  has  long  served  as  a 
campus  landmark. 


Missouri  State  University 

Missouri  State  University  is 
located  in  the  states  fastest 
growing  region  and  in  its  third 
largest  city,  Springfield.  With 
150  academic  programs  at  the 
undergraduate  level  and  43  at 
the  graduate  level,  Missouri 
State  has  an  enrollment  of  more 
than  19,000  students  from 
throughout   Missouri   and   the 


nation,  as  well  as  from  80  coun- 
tries. The  University  also  offers 
nearly  300  student  organiza- 
tions, NCAA  Division  1  athletics 
and_  a  full  array  of  activities, 
services  and  programs. 

The  University  has  more 
than  700  full-time  faculty 
members  who  offer  expertise 
in  a  wide  range  of  academic 


Laie,  HI  •  808.293.3211  •  www.byuh.edu 


Featured  Degree  Program 

Among  a  number  of  prominent  academic  programs  on  the  BYU- 
Hawaii  campus,  the  School  of  Business  assumes  a  strong  presence. 
Due  to  the  wide  student  cultural  diversity,  international  business, 
which  focuses  on  the  Pacific  Rim,  is  a  stand-out. 

The  International  Business  Management  degree  provides  stu- 
dents with  a  broad  understanding  of  the  relationships  between 
cultures,  business  firms,  governments,  and  societies. 

The  emphasis  on  entrepreneurship  is  key  in  helping  these  stu- 
dents learn  how  to  successfully  generate  business  in  the  most 
diverse  markets.  Students  are  prepared  to  be  contributing  and 
successful  members  of  the  international  business  community. 


BYU 

HAWAII 


Springfield,  MO  •  800.492.7900  •  www.missouristate.edu 


specialties,  and  the  ratio  of 
full-time  students  to  full-time 
faculty  is  18  to  1.  Academic 
programs  are  supplemented  by 


a  Career  Services  Center  which 
offers  one  of  the  largest  coop- 
erative education  programs  in 
the  Midwest. 


Business  Programs 

The  College  of  Business  Administration  enrolls  over  4,400  stu- 
dents in  21  undergraduate  and  four  graduate  degree  programs 
through  six  academic  departments/schools.  Specialty  majors  exist 
in  areas  such  as  Insurance/Risk  Management,  Entertainment 
Management,  Logistics/Supply  Chain  Management, 
Entrepreneurship,  and  International  Business. 

The  College  boasts  112  highly  qualified  faculty  members,  with 
approximately  95  percent  holding  doctorates  in  their  disciplines. 
Many  have  won  teaching  and  research  awards,  have  practical  busi- 
ness experience  and  are  nationally  recognized  for  their  accomplish- 
ments. 

All  programs  in  the  College  of  Business  are  fully  accredited  by 
the  Association  to  Advance  Collegiate  Schools  of  Business  (AACSB). 
In  addition,  all  classes  are  taught  by  faculty  members.  Graduate 
assistants  are  not  used  for  classroom  instruction  in  the  College. 


Missouri  State 
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The  Art  Center  Design  College 


The  Art  Center  Design  Colleges 
two  southwest  locations  (Tucson, 
AZ  and  Albuquerque,  NM)  pro- 
vide students  the  opportunity  to 
study  art  and  design  in  culturally 
diverse  communities  with  year- 
round  sunshine. 

Commitment  to  educational 
excellence  and  a  curriculum  sup- 
ported by  a  strong  general  edu- 
cation program  set  this  exclusive 


private  college  apart.  Bachelor's 
degrees  include  Graphic  design, 
Interior  Design,  Illustration, 
Animation,  Fine  Arts,  and 
Photography.  Comprehensive 
instruction  creates  a  balance 
between  traditional  skills  and 
state-of-the-art  technology  to 
provide  students  the  competitive 
edge  in  their  field  of  study. 

Art  Center  graduates  work  for 
_  some  of  the  worlds 

HRf    largest    and    most- 
I  _.  renowned     compa- 

nies. The  Art  Center 
Design  College  is 
accredited  by  The 
Higher  Learning 
Commission  and  a 
member  of  the  North 
Central  Association. 
www.ncahlc.org 
800-621-7440. 


Colorado  Technical  University 


Colorado  Technical  University 
is  a  multi-campus  institution  of 
higher  learning  with  locations  in 
Colorado  Springs  (CO),  Denver 
(CO),  North  Kansas  City  (MO), 
Pueblo  (CO)  and  Sioux  Falls 
(SD).  The  university  also  operates 
Colorado  Tech  Online,  offering 
degree  programs  entirely  online. 

The  university's  career-centric 
approach  to  education  includes  the 
incorporation  of  Professional 
Certificates  into  nearly  every  cur- 
riculum.   Students    earn    these 


resume-enhancing  credentials 
incrementally  as  they  progress 
through  their  chosen  degree  pro- 
grams, providing  them  with  a  sense 
of  accomplishment  as  they  learn. 

CTU  instructors  bring  years  of 
knowledge  and  practical  experi- 
ence to  every  classroom,  offering 
students  the  opportunity  to 
absorb  meaningful,  relevant 
course  material  designed  to  be 
applicable  in  the  real  world  once 
they  graduate. 
Whether  you  are  an  undergrad- 
uate student,  an  experi- 
enced professional  seek- 
_  ing  to  retain  your  com- 
petitive edge  or  a  career 
climber  ready  to  elevate 
-  your  qualifications  to  the 

next  level,  CTU  offers 
industry-current  degree 
,  programs  designed  to 
ml  help  you  succeed;  per- 
sonally, academically 
and  professionally 


Tucson,  AZ  •  800-621-7440  •  www.ncahlc.org 


Visual  Communications  degrees 

The  Art  Center  Design  College  Visual  Communications  depart- 
ment offers  students  the  opportunity  to  receive  a  bachelor's  degree 
in  Graphic  Design,  Illustration,  or  Animation.  Foundation  cours- 
es in  production,  design,  drawing,  and  computers  set  the  stage  for 
students  to  expand  their  realm  of  creativity.  In  Animation,  students 
push  the  envelope  on  imagination,  storytelling,  and  filmmaking 
learning  both  2D  and  3D  animation.  Graphic  Design  majors  learn 
to  use  their  creativity  to  solve  problems  and  design  websites,  logos, 
catalogs,  and  more.  Students  in  Illustration  focus  on  expressing 
their  ideas  visually  by  exploring  a  variety  of  media.  All  degrees  cul- 
minate with  the  preparation  of  a  professional  portfolio. 


THE   ART 

DESIGN      COLLEGE 


Colorado  Springs,  CO  •  866.851.2019  •  www.coloradotech.edu 
Bachelor  of  Science  in  Computer  Systems  Security 

The  CTU  Bachelor  of  Science  in  Computer  Systems 
Security  (BSCSS)  degree  program  aims  to  provide  students 
with  comprehensive  knowledge  and  skills  in  various  aspects 
of  security  as  it  relates  to  computer  systems. 

Students  study  the  essentials  of  computer  systems  securi- 
ty, including  network  security;  Web,  Internet  and  E- 
commerce  security;  and  wireless  security.  The  program 
exposes  students  to  essential  skills,  techniques,  and  knowl- 
edge necessary  to  deploy  and  manage  security  systems  and 
configure  security  solutions. 

This  industry-current  degree  program  also  includes  nine 
built-in  Professional  Certificates,  empowering  students  to 
incrementally  acquire  applicable,  real-world  skills  as  they 
make  progress  towards  the  completion  of  the  program.  This 
program  is  offered  at  the  Colorado  Springs,  Denver  and 
Sioux  Falls  campuses. 
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TAKE  YOUR  CAREER  TO  NEW  HEIGHTS* 


CTU  students  earn  Professional  Certificates  in  every  degree  program 
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Chocolate: 
Belly  Up 

TotheBar 

Lounges  and  cafes  devoted  to  the  other  brown  bean 
are  catching  on  across  America,  by  adrienne  carter 


JUST  BLOCKS  FROM  Wrigley  Field  on  Southport  Avenue  in 
Chicago,  Ethel's  Chocolate  Lounge  is  nestled  among  a  fash- 
ionable mix  of  bars,  boutiques,  and  restaurants.  Grazers  who 
have  already  hit  the  nearby  Cuban  and  sushi  spots  often  stop 
in  for  a  Dark  Chocolate  Creamy  Caramel  or  Pina  Colada  Truf- 
fle before  heading  elsewhere  for  a  cocktail.  After  7  p.m.  on 
weekends,  it's  nearly  impossible  to  find  a  seat  on  one  of  the 
leather  couches  as  patrons  drink  espresso-fueled  hot  cocoa  and  dip 
pound  cake  in  milk-chocolate  fondue.  3  Part  coffee  house,  part  Willy 
Wonka  fantasyland,  chocolate  lounges  like  Ethel's  are  popping  up 


across  America.  Mars,  maker  of  confec 
tionary  stalwarts  such  as  M&M's,  ha 
launched  10  Ethel's  storefront  locations  h 
the  Chicago  area  since  2005  and  is  ex 
panding  into  other  markets  this  year.  Th 
laid-back  Moonstruck  Chocolate  Cafe 
which  opened  in  Portland  back  in  199c 
now  has  seven  locales,  mostly  in  Orego 
and  Illinois.  Bittersweet,  tucked  in 
swanky  strip  of  shops  in  San  Francisco' 
Pacific  Heights,  has  an  international  fee 
with  delights  from  Europe,  South  Americ: 
and  Africa.  Leonidas  Chocolate  Cafe,  stan 
ed  by  a  Belgium  confectionary  compan 
that  has  been  around  for  nearly  a  centur 
has  two  locations  in  Southern  Californi 
that  evoke  the  more  classic  feel  of  a  side 
walk  cafe  in  Brussels.  And  starting  in  Jun< 
chocophiles  in  Manhattan  will  be  able  t 
get  a  fix  24  hours  a  day  when  Max  Brenne 
a  European-trained  chocolatier,  oper 
shops  in  Union  Square  and  the  East  Villag 

COMPLEX  FLAVOR 

THE  RISE  OF  THE  chocolate  lounge  para 
lels  growing  consumer  appreciation  fc 
chocolate's  complexities.  "There  are  a  Id 
of  parallels  between  wine  and  chocolate 
says  Clay  Gordon,  a  chocolate  educate 
whose  Web  site  is  chocophile.com.  Eve 
the  most  discerning  epicure  would  be  in 
pressed  by  the  high-powered  credentials  < 
the  cocoa  bean.  Wine  has  200  to  30 
chemical  compounds  that  give  each  var 
ety  its  distinct  flavor  and  aroma.  Chocola 
has  more  than  1,500. 

Add  in  the  popularity  of  the  Starbucl 
milieu,  and  the  chocolate  lounge  is 
recipe  for  success.  "The  environmei 
heightens  the  experience,"   says  Jor 
Haugh,    president   of  Mars    Retail 
Gourmet  Chocolate.  It  also  heightens  tl ' 
prices.  The  typical  $1.50  to  $2.50  for 
single  truffle  or  piece  of  toffee  is  similar 
a  Starbucks-style  markup  for  a  cup  of  jo 

Even  chocolate  snobs  would  be  ir 
pressed  by  the  high-end  morsels  fro 
Vosges  Haut-Chocolat,  sold  in  citi< 
around  the  globe  including  London  ar 
Honolulu.  Bright  and  sparse,  the  purpl 
accented  boutique  in  Chicago's  Linco 
Park  has  just  three  small  tables,  making 
more  of  a  grab-and-go  kind  of  place.  Tl 
selection  is  by  far  the  most  exotic  and  u 
scale  of  the  lot.  The  Tlan  Nacu  truffl 
combine  Mexican  vanilla  beans  with  da 
chocolate.  The  A 


CANDY  BAR  Ethel's 

will  expand  beyond 
its  10  Chicago-area 
locations  this  year 


cho  chili  powd 
and  Ceylon  cinn 
mon  in  the  Ri| 
Fire    truffle    gi 
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Comfort  Food 

\t  Ethel's  "the  environment  heightens  the 
experience,"  and  allows  for  a  Starbucks- 
style  markup  on  its  chocolate 


he  dark  chocolate  a  spicy  lack.  The  Aztec 
[ruffle  Collection,  a  16-piece  assortment 
hat  includes  these  two  types,  costs  $38. 
I  Ethel's  offerings  are  far  more  basic.  At 
fel.50  a  piece,  there's  a  little  something  for 
iverybody,  from  the  liquor-filled  Choco- 
apolitan  to  the  Passion  Rumba,  a  choco- 
ate  stuffed  with  an  oozy  dose  of  fruit-fla- 
rored  ganache.  You  can  also  find 
|)eanut-butter  inspired  treats  like  the 
^eanut  Butter  Cup,  a  fancy-schmancy 
»ersion  of  a  Reese's,  and  the  PB&J,  "like  a 
)eanut  butter  and  jelly  sandwich,  dipped 
n  chocolate  fondue,"  says  customer 
Molly  Raymond,  a  corporate  librarian. 

With  an  understated  Parisian-style  ele- 
jance,  La  Maison  du  Chocolat  in  mid- 
own  Manhattan  is  both  a  chocolatier  and 
patisserie.  The  coffee  mousse  cake  ($6) 
>airs  well  with  the  semisweet  hot  choco- 


JusinessWeek  online 


For  a  slide  show 
eaturing  chocolate  lounges  around  the 
:ountry,  go  to  businessweek.com/extras 


late  ($8),  one  of  the  most  popular  items. 

Atmosphere  often  gets  equal  billing 
with  the  confectionary  delights  at  these 
chocolate  dens.  Charbonnel  et  Walker 
Chocolate  Cafe  in  New  Yorks  Saks  Fifth 
Avenue  department  store  features  a  two- 
foot-high  chocolate  fountain.  A  conveyer 
belt  showcases  the  ample  selection  of 
desserts,  which  include  British-style  flavors 
like  banofee  pie  and  more  traditional  treats. 

At  Jacques  Torres  Chocolate  in  New 
Yorks  West  Village,  you  can  sip  $3  hot 
chocolate  or  nosh  on  the  mudslide  cook- 
ies at  $2.50  each  while  watching  chefs 
turn  cocoa  beans  into  chocolate  bars.  The 
energy  at  Jacques  Torres  is  great  for  kids. 
But  the  noise  of  the  cafe  can  be  a  turnoff 
if  you're  looking  for  a  quiet  place  to  read. 

Moonstruck  plays  up  its  Pacific  north- 
west roots  with  a  relaxed  setting  that  en- 
courages patrons  to  sit  for  a  while  and  get 
comfortable.  "Each  cafe  takes  on  the  per- 
sonality of  its  neighborhood,"  says  Chief 
Operational  Officer  Delman  Fuhrman. 


The  cafe  at  the  University  of  Illinois  cam- 
pus is  open  late,  while  a  suburban  Portland 
(Ore.)  space  draws  families.  It  also  has  one 
of  the  most  extensive  drink  menus,  far  out- 
shining its  truffle  selection.  The  Peppermint 
Patty,  a  rich  hot  cocoa  with  steamed  milk 
and  mint,  is  the  perfect  partner  for  a  lazy 
Sunday  afternoon.  Ice  cream  shakes  like 
the  Brown  Cow,  made  with  root  beer,  are 
reminiscent  of  old-fashioned  soda  shops. 
Made  from  Belgian  chocolate  melted  on 
site,  the  hot  confections  at  Leonidas 
($2.65  to  $4.80)  get  high  marks.  At  the 
Pasadena  store,  the  best  sellers  are  the 
Raspberry  Rhapsody  (hot  cocoa  with  a 
shot  of  raspberry  flavor)  and  the  Mexican 
Cocoa  (a  blend  of  almond,  cinnamon, 
vanilla,  and  chocolate).  They  may  not  have 
the  same  jolt  as  a  Starbucks  drink.  But  as 
far  as  the  experience,  a  choco  lounge  is  a 
tasty  alternative.  II 

-With  Lauren  Young  and  Susann 

Rutledge  in  New  York,  Larry  Armstrong 

in  Pasadena,  Calif.,  and  bureau  reports 
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EDITED  BY  MONICA  GAGNIER 
FOOD 

CELEBRITY 
MEALS  ON 
WHEELS 

IF  YOU'RE  GOING  to  follow  the  trail  of 
Robin  Williams  in  the  new  movie  RV 
and  take  the  family  on  a  road  trip  this 
summer,  surely  you  don't  want  to  live  on 
burgers  and  franks.  A  new  cookbook  can 
help  you  prepare  gourmet  meals  from 
the  galley  of  your  luxury  coach.  Cooking 
on  the  Road  with  Celebrity  Chefs 

(Woodall's,  $19.95) 
features  recipes  and 
tips  from  culinary 
luminaries  such  as 
Charlie  Palmer,  whose 
restaurants  include 
Aureole  in  New  York 
and  Las  Vegas; 
Melissa  Perello, 
executive  chef  at  the 
Fifth  Floor  restaurant 
in  San  Francisco;  and 
Harry  Schwartz,  the 
cookbook  author  and 
star  of  PBS  TV's 
Chef  Harry  &  Friends. 

What  makes  these  recipes  road- 
worthy?  They  usually  call  for  one  pot  or 
a  grill,  says  the  book's  editor,  Anne  de 
Ravel.  The  tools  may  be  basic,  but  the 
fare  is  hardly  bland.  "Spice  rubs  seem  to 
be  the  trend  with  chefs  on  the  road. 
They  blend  and  pack  them  before 
leaving  and  use  them  in  many  ways," 
she  says.  One  of  de  Ravel's  favorites  is 
from  Daniel  Bruce,  executive  chef  at  the 
Boston  Harbor  Hotel: 


DANIEL  BRUCE 


Mole  Rubbed  Steak  : 

1/4  cup  unsweetened  cocoa  powder 

2  tbsp.  honey 

1  tsp.  cardamom 

1  tsp.  nimin 

1/2  tsp. Chinese  Five  Spice 

1  tsp.  sal' 

1  tbsp.  hot  chili  paste 

1/4  cup  malt  beer 

4  7-ounce  hanger  steaks 

Mix  ingredients  to  form  a  paste.  Add  the 
steaks  and  coat.  Refrigerate  for  at  least 
two  hours.  Preheat  grill.  Grill  steaks  for  six 
minutes  on  each  side  for  medium-rare. 

""•■■" '"■'■ "KiMMMM 
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AUCTIONS 


Refco  Moments 


IT  TURNS  OUT  REFCO,  the  New  York  commodities  brokerage  that  collapsed  last 
October  owing  billions,  has  some  valuable  assets  to  sell:  the  art  that  once  hung  on  its 
walls.  In  sales  on  Apr.  25,  May  5,  and  May  10,  Christie's  is  auctioning  off  the  more  th;i 
500  pieces  in  Refco's  contemporary  photography  collection.  The  works  were  acquire 
over  two  decades  by  Frances  Dittmer,  during  the  tenures  of  her  ex-husband,  Refco 
founder  Thomas  Dittmer,  and  ex-CEO  Phillip  Bennett,  who  is  fighting  federal  fraud 
charges  for  allegedly  hiding  huge  losses  from  investors.  Christie's  expects  the  sale  to 
raise  $4.5  million  to  $6.4  million.  The  most  important  auction  is  May  5,  when  41  ke) 
works  by  some  of  the  hottest  names  of  the  past  decade,  including  Germany's  Andrea; 
Gursky,  China's  Zhang  Huan  (above),  and  Americans  William  Eggleston  and  the  lat< 
Diane  Arbus,  are  expected  to  raise  about  $3  million.  -Thane  Peter: 


TIME  OFF 

MAKING  THE  PILGRIMAGE  TO 

Louisville  for  the  Kentucky  Derby 
on  May  6?  Try  going  10  rounds  at 
the  new  Muhammad  Ali  Center, 
which  opened  last  November  in 
The  Greatest's  hometown.  The 
boxer's  life  story  is  presented 
through  interactive  exhibits  that 
emphasize  his  six  core  values: 
respect,  confidence,  conviction, 
dedication,  spirituality,  and  giving. 
One  display  lets  you  feel  the 
strength  of  an  Ah  punch.  In  the 
video  area,  15  of  All's  bouts  are 
edited  to  20-minute  clips. 


If  you're  still  not  using  FedEx,  you're  running  out  of  excuses. 


How  much  do  you  think  FedEx  costs?  Guess  again.  We  have  dozens  of 
ways  to  help  your  small  business  save  money  on  shipping — including 
ground  service,  which  readies  virtually  every  address  in  America. 
Visit  fedex.com 'today/Because  money  is  just  as  important  as  hugs. 
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Investing 


Annuity  Exit 
Strategies 

Thanks  to  a  nascent  secondary  market,  it  is  becoming  easier 
to  cash  out  your  policy,  bytoddi  gutner 


TURNING  YOUR  STOCKS,  bonds,  or  mutual  funds  into 
cash  is  easy.  But  what  about  an  annuity?  If  the  an- 
nuity is  deferred,  you  might  have  to  pay  steep  sur- 
render fees  to  cash  out.  In  the  past,  if  it  had  already 
started  making  payments,  you  were  stuck  with  it.  J 
Not  anymore.  A  nascent  secondary  market  for  an- 
nuities is  emerging,  giving  investors  the  opportuni- 
ty to  sell  what  was  once  unsalable  or  cash  in  their  policies  for  more 
than  the  insurer  would  give  them.  These  transactions  may  appeal  to 
you  if  you  no  longer  need  the  income  from  the  policy  or  would  rather 
get  a  lump  sum  for  another  use.  "We  estimate  that  up  to  10%  of  an- 
nuity holders  would  sell  their  policies  if  they  could,"  says  Michael 
Vaughan,  a  managing  director  of J.G.  Wentworth,  one  of  a  handful  of 
firms  that  buy  annuities  from  individuals.  In  fact,  an  American 
Council  of  Life  Insurers  (ACLI)  survey  of  460  annuity  holders  reports 

that  27%  are  concerned  that  they  may  be 
unable  to  sell  their  annuity  if  they  want 
the  money  for  something  else. 

Wentworth,  along  with  Peachtree  Set- 
tlement Funding,  Settlement  Capital,  and 
Stone  Street  Capital,  are  branching  out 
from  their  traditional  business  of  pur- 
chasing structured  settlements.  Such 
deals  allow  those  individuals  who  have 
received  annuity-like  payouts  in  court 
cases  to  get  a  lump  sum. 

The  firms  package  the  purchased  an- 
nuities into  asset-backed  securities  and 
sell  them  to  institutional  investors.  It 
sounds  straightforward,  but  "it's  a  com- 
plicated, unregulated  new  field,  and  there 
are  so  many  variables  which  make  the 
calculations  extremely  complex  and  not 


Unlocking  an  Annuity 

Holders  of  annuities 
can  sell  all  or  part 
of  a  guaranteed 
income  stream 
for  a  lump  sum 
in  a  new 
secondary  market 

THE  INSURED  John,  66 

ANNUITY  AMOUNT  $1.58  million 

MONTHLY  PAYMENT  $7,865  for 

his  life  or  20  years  guaranteed 
to  his  heirs 

AMOUNT  SOLD  $4,000  a  month 
for  16  years  (he  retains  $3,865 
a  month) 

USE  OF  PROCEEDS  Bought  a  life 
insurance  policy  with  a 
$1.66  million  death  benefit  that 
passes  to  his  heirs  tax-free 

transparent  to  the  consumer,"  says  Da 
Woods,  chief  executive  officer  of  the  r 
tional  Association  of  Insurance  &  Fin; 
rial  Advisors.  He  suggests  that  if  you 
considering  this  option,  "find  an  ins 
ance  expert  or  actuary  to  run  the  numb 
to  see  if  you're  getting  a  good  deal." 

Linda  Lanam,  the  vice-president  of  i 
nuities  and  market  regulation  for  the  AC 
recommends  that  you  first  approach  the 
surer  that  sold  you  the  annuity.  "There  r 
be  more  flexible  options  in  your  policy  tl 
you  originally  thought,"  she  says. 

Even  with  this  new  market,  not  ev  1 1 
policy  can  be  turned  into  cash.  Th  : 
tucked  away  in  tax-qualified  retirem 
accounts  are  ineligible  because  the  In 
nal  Revenue  Service  won't  allow  owr 
ship  to  be  transfer] 
Also  off-limits  are 
called  life-only  inn 
diate     annuities, 
which  the  payout  is 
guaranteed. 

In  an  annuity  si, 
the  price  you  fetch  11 
be  based  on  the  t  i 
dollar  amount  to  e 
distributed,  the  t  e 
period  over  which  e 
payout  will  be  m;  :, 
and  the  current  lew  I  if 
interest  rates.  Oi  j  r 
considerations  incl  e. 
the  insurance  conji- 
nys  financial  strerjh 
rating  and  partic  i  ir 
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Annuities 
now  can  be 
bought  and 
resold  as 
asset-backed 
securities 


Tms  and  conditions 
ich  as  whether  the  poli- 
rhas  a  death  benefit. 

Take  John,  a  66-year- 
ld  who  owns  a  single  premium  annuity 
lat  is  guaranteed  to  pay  for  at  least  20 
:ars  (table,  page  110).  If  he  dies  before 
len,  the  remaining  payouts  go  to  his 
eirs,  and  they  would  be  taxed  on  the 
tlilt-up  interest  in  the  annuity  at  their 
irrent  income  tax  rate.  (The  value  of 
lose  payments  is  also  included  in  the 
itate  tax  calculation.)  John  bought  the 
Dlicy  for  $1.58  million  in  December, 
301,  and  began  getting  monthly  pay- 
tents  of  $7,865  immediately.  Four  years 
ter,  John  decided  that  he  didn't  need  all 
fthe  income  and  wanted  to  recapture 
)me  of  the  principal. 

With  the  help  of  his  financial  adviser, 
ihn  sold  $4,000  of  his  monthly  payments 
ir  the  next  194  months,  for  a  total  of 
776,000.  Since  that's  to  be  paid  out  over 
)  years,  the  annuity  buyers  applied  a  dis- 
)unt  rate  of  7.76%  to  the  total,  so  John 
ided  up  with  a  $448,910  lump  sum.  (The 


discount  rate  is  a 
key  number.  Be  sure  to  ask  the 
buyer  what  it  is.) 

Using  the  proceeds,  John  bought  a  life 
insurance  policy  with  a  $1.66  million 
death  benefit,  which  would  pass  to  his 
beneficiaries  tax-free  and  not  be  included 
in  his  estate.  "He  turned  taxable  money 
into  tax-free  money  and 
was  able  to  get  funds  that 
were  otherwise  locked 
up,"  says  Michael  Giffrn, 
a  financial  planner  in  Mc- 
Murray,  Pa.,  who  has  sold 
many  annuities  for 
clients.  For  a  fee  of  $150, 
Giffin  will  analyze  bids 
for  clients  (ensphere- 
group.com). 

In  the  case  of  a  deferred 
annuity,  a  67-year-old 
woman  had  originally  in- 
vested $75,000  in  late 
2000,  and  if  s  now  worth 
$106,433.  But  she  couldn't 


Who  the 
Buyers  Are 

JG.WEWTWORTH 

jgwfunding.com 

PEACHTREE  SETTLEMENT 

settlementfunders.com 

SETTLEMENT  CAPITAL 

setcap.com 

STONE  STREET  CAPITAL 

stonestreet.com 

Data:  BusinessWeek 


get  that  amount  as  a  lump  sum;  she 
could  only  take  it  out  in  payment  over 
a  minimum  of  five  years.  Surrender- 
ing the  policy  to  the  insurer  would 
have  netted  her  just  under  $80,000. 
By  selling  to  Wentworth,  she  was  able  to 
get  $94,346— before  taxes. 

Another  scenario  involves  an  inherited 
annuity.  Earl,  48,  inherited  an  immediate 
annuity  after  his  father  died.  Earl's  father 
had  bought  the  policy,  which  paid  out 
$262  monthly,  to  provide  retirement  in- 
come for  himself  and  his  wife.  When  he 
died,  there  were  still  10  years  of  monthly 
payments  left,  but  Earl 
wanted  to  put  the  money 
toward  his  children's  col- 
lege fund.  So  he  sold  the 
remaining  120  months  for 
a  lump  sum  of  $20,450. 
The  annuity  buyers  ap- 
plied a  discount  rate  of 
9.6%  since  the  total  of 
$31,440  is  to  be  paid  out 
over  10  years. 

Are  you  interested  in 
selling  an  annuity?  Solicit 
several  bids  (table), 
crunch  the  numbers,  and 
get  the  help  of  a  good  fi- 
nancial adviser.  ■ 
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Estate  Planning 


The  Case  for 
Prepaying  Tuition 

It's  one  way  to  give  away  money  tax-free,  as  a  recent 
IRS  ruling  makes  clear,  byannetergesen 


GRANDPARENTS  HAVE 
long  written  checks  to 
cover  college  and  pri- 
vate school  tuition  for 
their  grandchildren.  And 
why  not?  If  s  a  way  to 
transfer  thousands  of 
dollars— private  school  tuition  alone  av- 
erages $17,000  a  year  for  12th  graders  na- 
tionally—to younger  generations  for  a 
worthwhile  purpose,  while  avoiding  gift 
and  estate  taxes.  Now,  a  recent  Internal 
Revenue  Service  ruling  lends  support  to 
individuals  who'd  like  to  transfer  even 
more  tax-free  by  prepaying  years'  worth 
of  tuition.  "We're  seeing  more  individuals 
as  well  as  schools  who  want  to  do  this," 
says  Susan  Frunzi,  a  partner  at  New  York 
law  firm  Schulte  Roth  &  Zabel.  "College 
and  private  school  tuition  is  so  expensive. 
Prepayments  are  a  big  help  even  to  upper 
middle  class  families." 

Strictly  speaking,  the  IRS  "private  let- 
ter" ruling  applies  only  to  the  taxpayer 
who  requested  it— in  this  case,  a  grand- 
parent prepaying  several  years'  tuition  for 
six  grandchildren.  But  advisers  say  that  if 
others  follow  the  ruling's  guidelines, 
which  echo  a  similar  private  letter  ruling 
from  1999,  they're  likely  to  receive  the 
same  favorable  tax  treatment. 

You  don't  have  to  be  a  grandparent  or 
even  a  relative  to  pre- 
pay a  child's  tuition.  Be 
aware,  though,  that  you 
risk  forfeiting  money  if 
a  student  drops  out  or 
transfers  to  another 
school.  This  is  the  rea- 
son prepayments  make 
the  most  sense  for  older 
people  who  have  a 
need  to  transfer  money 
out  of  their  estates 
quickly,     says    Janine 


Racanelli,  managing  director  at  JPMor- 
gan  Private  Bank. 

You  can  give  away  up  to  $1  million 
during  your  lifetime  tax-free.  On  top  of 
that,  you  can  transfer  up  to  $12,000  a 
year  tax-free  to  as  many  people  as  you 
like.  On  every  dollar  you  give  away  after 
that,  though,  the  federal  government  im- 
poses a  gift  tax  of  up  to  46%.  When  it 


You  can 
pay  for  as 
many 
years  of 
schooling 
as  you  like 


112  I  BusinessWeek  I  May  8,  2006 


comes  to  gifts  to  grandchildren,  anythii 
above  $2  million  is  also  subject  to  a  "ge: 
eration-skipping"  tax,  which  is  general! 
up  to  46%. 

But  tuition  payments  don't  coui! 
Based  on  the  IRS  ruling,  a  grandpare 
can  prepay  as  much  tuition  as  he  or  si 
wants  to  and  still  give  each  grandchi, 
$12,000  a  year  tax-free.  Some  caveal 
You  will  have  to  pay  the  school  direct 
and  if  you  foot  the  bill  for  expenses  asii 
from  tuition— such  as  room  and  board 
you  will  have  to  use  up  some  of  yo 
$1  million  lifetime  or  $12,000  annual  g 
tax  exemptions. 

PRIVATE  CONTRACTS 

BY  PREPAYING  MANY  years'  tuitic 
grandparents  can  also  transfer  substa 
tial  sums  from  their  balance  shee 
thereby  reducing  their  taxable  estati 
Currently,  the  federal  government  levie: 
tax  on  estates  worth  more  than  $2  m 
lion.  (Some  states,  including  New  Yc 
and  New  Jersey,  impose  their  own  ta> 
on  smaller  estates.) 

Under  the  IRS  private  letter  ruling,  t 
benefactor  agreed  to  pay  tuition  for  i 
ture  years  at  today's  rate  and  to  cover 
creases  as  they  arise— or  the  parei 
would  become  liable.  In  addition,  t 
ruling  requires  that  the  money 
"nonrefundable"  to  escape  tax 

says  Blanche  Lark  Christerson,  a  rm 
aging  director  at  Deutsche  Bank  Priv; 
Wealth  Management. 

In  practice,  many  private  schools  ha 
forwarded  unused  tuition  prepayments 
another  school  when  a  student  has  traj 
ferred,  says  Sarah  Daignault,  executive 
rector  of  the  National  Business  Offic 
Assn.,  an  organization  that  serves  fin; 
rial  officers  at  private  schools.  You  can 
ways  ask  a  school  to  agree  to  such  ter 
in  a  contract  or  letter  of  agreeme 
Brooks  School,  a  private  boarding  and  ( 
school  for  students  in  grades  9  through 
in  North  Andover,  Mass.,  currently  has 
ition  prepayment  agreements  with  t 
families.  Both  provide  for  any  unu: 
money  to  be  transferred,  in  the  event  t 
the  students  switch  to  other  schools,  s 
business  manager  Jim  Pugh. 

But  the  IRS  ruling  doesn't  make  cl 
whether  the  agency  would  look  favora 
on  such  an  arrangement.  "The  risl 
that  if  you  die,  the  IRS  may  say  you  n 
er  gave  up  control  over  the  money  if  ] 
retained  the  right  to  redirect  it  to  anc 
er  school,"  says  Christerson.  "In  t 
case,  the  money  would  return  to  your 
tate."  To  find  out  for  sure,  you  wo 
have  to  request  an  IRS  private  letter  i 
ing  of  your  own.  ■ 


What  we  know  about 

safety 

is  alarming. 


Robert  Vincent,  Vice  President  of  Operatic;:  lineering ' 


Which  makes  everyday  life  that 


much  safer, 


.  From  rapid  fire 


detection  to  efficient  fire  suppression,  from  reliable  emergency  power 
to  all  types  of  security  systems,  when  organizations  need  to  protect 
people,  places  or  things,  they  need  EMCOR. 


We  build,  power,  and  service  mission-critical  facilities,  and  some 
of  the  most  sophisticated  systems  ever  imagined,  for  companies 
that  understand  that  the  real  disaster  is  not  being  prepared. 
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Meet  Robert  and  our  other  experts  at  emcorgroup.com. 
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Savings 


The  Fine  Print 
On  College  Plans 

Fees  on  Vanguard  529s  vary  by  state.  The  more  you 
pay  the  less  the  long-term  return,  byannetergesen 


m 


UTUAL  FUND  Gi- 
ant Vanguard 
Group  supplies  low- 
cost  funds  to  15 
state-sponsored  529 
college  savings 
plans.  But  not  all 
the  plans  are  equally  low  in  cost.  In  529s 
where  Vanguard  teams  up  with  rebate- 
outfit  Upromise  to  provide  administrative 
services— or  where  Upromise  runs  the 
plan  alone— account  holders  may  be  pay- 
ing up  to  twice  as  much  in  fees  as  their 
counterparts  in  other  plans  with  Van- 
guard funds.  "Van- 
guard and  Up- 
romise charge  a 
premium,"  says 
Kerry  O'Boyle,  a 
Morningstar  529 
analyst. 

John  Heywood,  a 
principal  at  Van- 
guard, says  Van- 
guard and  Upromise 
offer  "top-notch  529 
service  capabilities," 
such  as  the  ability  to 

switch  investments  and  withdraw  money  for 
college  online.  If  you  register  for  the  free  rebate 
program  at  Upromise.com,  a  percentage  of  the 
purchase  price  for  thousands  of  products  can 
be  transferred  automatically  to  your  529. 

The  fees  on  all  15  plans  that  feature  Van- 
guard funds  are  still  well  below  average  for 
529  plans  as  a  whole.  But  if  you've  got  a 
choice  between  the  same  Vanguard  invest- 
ments in  plans  with  varying  fees,  you  must 
decide  whether  the  extra  services  you'll  get 
are  worth  a  premium,  since  you  will  earn 
better  returns  over  the  long  run  in  die  low- 
er-cost plan.  The  parent  of  a  newborn  who 
invests  $12,000  a  year  over  the  next  three 
years  in  the  Vanguard  Total  Stock  Market 
Index  Fund  in  Nevada's  Vanguard  529  Col- 


The  fees 

on  all  15 
are  still 
lower 
than  for 
most  529s 


lege  Savings  Plan  will  have  $102,503  after 
18  years,  provided  the  portfolio  returns  7% 
a  year  and  the  fees  remain  at  0.62%.  The 
same  investor  will  amass  5%  more  in  Vir- 
ginia Education  Savings  Trust,  which  an 
out-of-state  resident  can  get  for  0.33%. 

Among  the  529  plans  that  feature  Van- 
guard funds,  four  contract  with  Vanguard 
and  Upromise  for  services  such  as  tracking 
returns  and  maintaining  call  centers.  In  ad- 
dition, Upromise  administers  two  more 
plans,  Nevada's  Upromise  College  Fund 
and  Arkansas'  GIFT  College  Investing 
Plan,  by  itself.  On  average,  the  six  plans 


charge  administrative  fees  of  0.45% 
0.51%.  That's  significantly  more  than  tl 
0.29%  average  for  the  nine  other  plans  th 
use  Vanguard  funds,  but  go  elsewhere  f 
administrative  services.  (You  can  find 
breakdown  of  plan  fees  in  the  "progra 
description"  on  your  529  plan's  Web  sit 

The  higher  adminstrative  fees  push  t 
average  total  cost  of  the  Vanguar 
Upromise  plans  to  about  0.70%,  vs.  0.2,1 
to  0.52%— depending  on  the  investmer 
you  pick— for  the  other  Vanguard  pla 
(table).  As  a  result,  you  can  get  Vangua 
funds  from  529s  in  Utah,  Ohio,  and  W 
consin  for  25%  to  70%  less  than 
Arkansas,  Colorado,  and  Nevada  plans. 

That's  not  to  say  that  you  should  avc 
529s  run  by  Vanguard  and  Upromi 
which  are  slated  to  take  over  Missoui 
plan  in  May.  Indeed,  if  you've  got  a  sm 
amount  to  invest,  be  wary  of  lower-cc 
plans  that  tack  on  extra  fees  for  out-of-st 
residents.  Utah  charges  nonresidents  a  $ 
annual  account  maintenance  fee.  Wr. 
that's  no  big  deal  if  you're  investi 
$50,000,  it  adds  0.50%  a  year  to  the  cost 
a  $5,000  account— inflating  total  fees  a 
siderably 

You  may  also  qualify  for  a  state  inco 
tax  deduction  that  offsets  the  higher  f 
you'll  pay  in  these  plans.  But  otherw 
why  pay  higher  fees  if  you  can  find 
same  investments  for  less  elsewhere?  I 


Differences  in 
Vanguard  Plans 


STATE 

PLAN  NAME 

TOTAL  FEES 

Arkansas 

GIFT  College  Investing  Plan* 

0.85% 

Colorado 

Collegelnvest  Direct  Portfolio* 

0.75 

Nebraska 

College  Savings  Plan  of  Nebraska 

0.65-0.91 

Nevada 

Upromise  College  Fund* 

0.65 

Iowa 

College  Savings  Iowa  529  Plan* 

0.62 

Nevada 

The  Vanguard  529  Coll.  Svgs.  Plan*0.60  -  0.7 

New  York 

New  York's  529  Coll.  Svgs.  Prog.* 

0.56 

Kansas 

Learning  Quest  529  Ed.  Svgs.  Prog.  0.51  -  0.5 

Rhode  Island 

CollegeBoundfund** 

0.40 

Ohio 

CollegeAdvantage 

0.35-0.4 

Wisconsin 

EdVest  College  Savings  Plan 

0.35-0.4 

Oregon 

Oregon  College  Savings  Plan 

0.33-0.6: 

Virginia 

Virgina  Education  Savings  Trust 

0.33-0.51 

Louisiana 

START  Savings  Program** 

up  to  0.2 

Utah 

Utah  Educational  Savings  Plan 

0.25-0.3 

*  Plans  administered  by  Vanguard  and  Upromise  or  Upromise  alone 
**  In-state  residents  only 

Data:  Bus/ne: 
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THE  FEDERAL  TAX  INCENTIVE 
PACKAGE  IN  LOUISIANA: 


F  OPPORTUNITY 


RENEWAL  COMMUNITY 

TAX  CREDIT 


NEW  MARKETS  TAX  CREDIT 
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Louisiana's  clean  sheet  is  designed  for  advantage.  Capitalize  on  a  business  environment 
created  by  circumstance,  opportunity,  billions  in  investment  and  the  most  aggressive 
tax  incentive  package  in  U.S.  History.  And  timing,  as  always,  is  everything.  Planning 
a  project?  Contact  Don  Pierson  at  Louisiana  Economic  Development,  225-342-0215 
or  visit  LouisianaForward.com. 
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HealthCare 


Fighting  for 
The  Right  Drugs 

If  your  Medicare  insurer  won't  cover  your  meds,  here's 
how  to  buck  the  system.  BY  HOWARD  GLECKMAN 


YOU  SHOPPED  CARE- 
fully  for  the  right 
Medicare  Part  D  drug  in- 
surance plan,  figuring  it 
would  help  with  the  cost 
of  the  Lipitor  your  doctor 
prescribed  for  your  high 
cholesterol.  But  your  pharmacist  tells  you 
that  your  insurance  plan  will  only  cover 
the  cholesterol  drug  Lovastatin,  or  you'll 
have  to  pay  a  lot  more  than  you  thought 
for  the  Lipitor.  What  do  you  do? 

First,  ask  your  pharmacist  to  tell  you 
exacdy  why  the  plan  won't  pay.  Then,  try 
to  get  in  touch  with  your  doctor.  She  may 
say  you  can  switch  meds— perhaps  to  a 
low-cost  generic  that  your  plan  will 
cover.  Or  she  may  be  willing  to  call 
your  insurance  company  to  explain 
why  you  must  take  a  specific  drug. 
But   if  your   insurer   still   won't 
budge,  you'll  have  to  file  a  formal  ap- 
peal. The  Medicare  Part  D  appeals 
process    is    complex,    and    can    take 
months  to  complete.  But  there  are  ways  to 
improve  your  chances  of  winning. 

To  start,  keep  a  record  of  all  your  pre- 
scriptions, meetings,  and  phone  calls. 
Then,  get  the  Medicare  Part  D  Coverage 
Determination  Request  Form  from 
your  pharmacist,  insurer,  or  from 
Medicare.gov.  Once  you  fill  out  the  form, 
you  can  fax  it  to  your  plan. 

If  you  need  the  drugs  right  away,  you 
can  request  an  expedited  appeal,  which 
your  insurance  company  is  supposed  to 
resolve  within  24  hours.  But  your  doctor 
will  have  to  certify  that  it  is  an  emer- 
gency. If  it's  not  urgent,  a  standard  re- 
view should  get  you  an  answer  within 
72  hours. 

If  you  can  afford  it,  go  ahead  and  buy 
the  drugs  even  if  you  think  the  price  is 
too  high.  That  is  safer  than  skipping 
pills  until  things  get  sorted  out.  Even  if 


you  pay  up  front,  you  won't  lose  your 
right  to  appeal,  although  you  won't  get  a 
24-hour  review.  If  you  win,  you  will  be 
reimbursed  for  the  extra  cost.  "Be  sure 
to  keep  every  receipt  and 
every  bit  of  proof  of  what 
your  costs  were,"  says 
Patricia  Nemore,  sen- 
ior policy  attorney 
for  the  Center  for 
Medicare  Advo- 
cacy, a  non- 
profit that 


To  get  the 
drug  your 
doctor 

ordered,  you'll 
need  that 
doctor's  help 


sists  seniors  with  legal  disputes. 

Now  it's  time  to  get  your  prescribing 
physician  involved  in  a  big  way.  Unlike 
other  Medicare  appeals,  where  a  doctor's 
opinion  is  helpful  but  not  necessary,  suc- 
cessful Part  D  reviews  require  the  aggres- 
sive support  of  your  physician.  "The  doc- 
tor's office  is  the  linchpin,"  says  Robert 
Hayes,  president  of  the  Medicare  Rights 

HHHHM 


Center,   a   New  York  based   advoca< 
group.  "At  a  minimum,  the  doctor  has 
justify  why  this  patient  needs  this  dn 
and  only  this  drug,  and  why  no  substitu 
will  work." 

Don't  be  surprised  if  your  doctor  is  r 
luctant  to  do  much.  Every  insurance  pi; 
has  different  requirements,  and  ti 
forms  can  be  time-consuming  to  fill  01 
For  very  expensive  drugs,  some  pla 
even  require  doctors  to  submit  medic 
journal  articles  to  prove  their  patient 
taking  the  right  medication.  There  is  o 
bit  of  good  news:  Many  plans  have  j 
cently  agreed  to  use  the  standard  cov( 
age  determination  request  form  for  yo 
initial  filing. 

If  your  appeal  is  denied,  you  can  a 
your  plan  to  reconsider.  If  it  is  reject 
again— and  don't  be  surprised  if  it  is- 
may  be  time  to  seek  legal  help.  One  pi 
for  advice  is  your  State  Health  Insurar 
Assistance  Program  (SHIP).  You  can  fi 
yours   at  medicare.gov/contacts/stat 
allStateContacts.asp.       Your       Ai 
Agency  on  Aging  may  also  kn 
where  you  can  get  assistance.  C 
Medicare's  Eldercare  Locator 
800  677-1116  for  the  nearest  off! 
Another  stop  may  be  your  local  s< 
ior  center.  "Ask  for  an  advocate  w 
has  got  experience  with  this,"  s. 
Hilary  Dalin,  the  director  of  educat 
and  counseling  for  the  Health  As^ 
tance  Partnership,  a  group  that  tra 
Medicare  counselors. 

A  lawyer  or  other  advocate  i 

®help  you  through  the  rest  of  = 
appeals  process.  The  next  ste 
an  independent  review 
an  outside  contrac 
hired  by  Medic 
To  win  at  that  left 
you'll  need  lots 
detailed    proof, 
writing,     that 
must  take  a  spei 
drug.  If  the  plan  fe 
nies  your  app  1 
you  have  60  c 
to  ask  for  out 
review. 
If  you  still  d 
get  help,  your  i 
stop     is     a     sp« 
Medicare  judge.  After  that,  your  onh 
course  will  be  federal  court. 

You  can  read  more  at  the  Web  sit 
the  Center  for  Medicare  Advoc 
medicareadvocacy.org.  Just  click 
"Healthcare  Rights  Review."  Don' 
discouraged.  The  process  can  be  da 
ing.  But  if  you  are  taking  costly  druj 
may  be  well  worth  the  trouble.  ■ 
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2006  WINNERS 

MBA  Category 

1st  Prize:  Publitalia  '80,  Italy 
2nd  Prize:  Instituto  Tecnologico 

Autonomo  de  Mexico, 

Mexico 

3rd  Prize:  Chinese  University 

of  Hong  Kong,  Hong  Kong 


Undergraduate  Category 

1st  Prize:  Marmara  University,  Turkey 
?nd  Prize:  Universite  Mc  Gill,  Canada 
lrd  Prize:  Tambov  State  Technical 
University,  Russia 

3rd  Prize:  Universitas  Indonesia, 
Indonesia 


iroNews    MlCtVSOft    IftSff* 


Nearly  40,000  students  from  over  1,000  schools  in  125  countries 
registered  to  compete  in  this  year's  edition  of  the  L'Oreal  e-Strat 
Challenge  to  experience  the  dynamic  role  of  a  business  manager. 
On  April  12th,  48  students  Of  15  nationalities  from  15  different  countries 
competed  face-to-face  at  the  International  Finals  in  Paris,  France. 


WORLD  LEADER  IN  BEAUTY  PRODUCTS 


www.  er  st  rat.  lorea  I .  co  m 


Personal  Finance 


Inside  Wall  Street 


BY  GENE  G.  MARCIAL 

THE  NEWS  IS  GRIM  AT  TRIBUNE,  AND  A  TAKEOVER  MAY  LIE  AHEAD- 
WILL  SINA,  CHINA'S  PREMIER  PORTAL,  FILL  THE  BILL  FOR  GOOGLE? 
RUMOR  SAYS  AN  INDIAN  OR  U.S.  BUYER  IS  EYEING  INFOCROSSING 


OCT.  18,  '05         APR.  26,  '06 
Data:  Bloomberg  Financial  Markets 


Tribune's  Tribulations 

WILL  TRIBUNE  (TRB)  go  on  the  block  next?  Some  pros 
are  betting  on  it.  Like  most  other  newspaper  stocks, 
Tribune  has  been  beaten  to  a  pulp  on  poor  earnings 
caused  by  a  slump  in  ads  and  readership.  Its  stock  is  down  25% 
in  the  past  year,  hitting  27  on  Apr.  5.  It 
now  languishes  at  2787.  Of  19  analysts 
who  follow  the  stock,  16  are  down  on  it. 
But  Lawrence  Haverty  of  Gabelli  Global 
Multimedia  Trust,  which  owns  shares, 
sees  Tribune  as  takeover  bait.  It  is 
"extremely  cheap"  based  on  its  assets, 
including  the  Los  Angeles  Times,  New 
York  Newsday,  Chicago  Tribune,  26  TV 
stations,  a  radio  station,  and  the 
Chicago  Cubs.  "With  its  assets  valued 
at  wastebasket  prices,  Tribune  will 
attract  a  buyer,"  says  Haverty.  Analyst 
Barry  Lucas  of  Gabelli  puts  Tribune's  intrinsic  worth  at  $13.2 
billion,  or  $40  a  share.  Haverty  expects  its  "unhappy 
shareholders  to  band  together  and  seek  changes— as  they  did 
at  Knight  Ridder,"  which  has  agreed  to  be  taken  over  by 
McClatchy  Newspapers.  The  Robert  R.  McCormick  Tribune 
Foundation  owns  14%  of  the  company  and  Chandler  Trust 
12%.  Tribune  has  little  debt,  notes  Haverty,  and  trades  below 
peers,  based  on  price-earnings  and  price-to-cash  flow  ratios. 
He  says  Tribune  will  earn  $2  a  share  in  2006  and  $2.20  in 
2007,  vs.  2005's  $2.08.  James  Peters  of  Standard  &  Poor's  sees 
Tribune  continuing  to  reduce  costs  and  move  resources  to 
growth  areas,  such  as  the  Net.  It's  encouraging,  he  says,  that 
Tribune  plans  to  derive  12%  of  its  ad  publishing  revenues 
online  in  three  years,  up  from  6%  now.  Peters  rates  Tribune  a 
"buy."  A  Tribune  spokesman  declined  comment  on  buyout  talk. 

Why  Google  Could 
Gobble  Up  Sina 

AS  GOOGLE  SPREADS  ITS  WINGS  in  China,  many  think 
it  may  try  to  buy  Sina  (SINA),  the  country's  top  Net 
portal.  With  its  online  ad  business  projected  to  grow 
30%  to  35%  annually  for  the  next  three  years,  Sina  is  a  "very 
attractive  target"  for  Google,  says  Jane  Hsieh  of  investment 
firm  Clay  Finlay,  whose  $7  billion  portfolio  is  heavily  invested 
in  China,  Japan,  and  Korea.  Google  wants  to  gain  a  larger 
foothold  in  China,  she  says,  and  is  "considering  Sina  as  a 
buyout."  It  offers  an  array  of  news,  entertainment,  and  other 
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TAKES  A  LEAP 


STOCK  PRICE  (DOLLARS 
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Data:  Bloomberg  Financial  Market 


content  targeting  people  of  Chinese 
descent  worldwide.  Now  trading  at 
26.12,  Sina's  stock  "is  cheap  relative  to 
its  peers,  at  33  times  estimated  2006 
earnings  of  80$  a  share,"  figures 
Hsieh.  At  35,  the  stock  would  equal  its 
peers'  valuation,  she  says.  Ming  Shao 
of  Susquehanna  Financial  Group,  who 
rates  Sina  a  "buy,"  sees  several 
Chinese  outfits  as  suitable  suitors,  too. 
Among  them:  Alibaba.com,  Tom 
Online,  and  Focus  Media. 

The  Outsourcing  Tide 
Lifts  Infocrossing 

INFOCROSSING  (IFOX),  a  Leonia  (N.J.)  provider  of  info 
tech  outsourcing  services  to  midsize  U.S.  companies, 
competes  directly  with  big  outsourcers  in  India.  Even  sc 
its  stock  has  been  climbing,  from  6.60  in  November  to  12.4* 
on  Apr.  26.  One  reason:  Its  pipeline  of  prospective  business 
at  its  strongest  since  the  tech  boom,  says  Ephraim  Fields  of' 
Claurus  Capital.  Perhaps  a  more  exciting  reason:  There's  ta  i 
it  could  be  a  takeover  target  for  a  major  outsourcer  in  India  j 
that  wants  to  establish  a  presence  in 
the  U.S.  Also  rumored  as  a  possible 
buyer  is  Accenture,  which  is  already 
doing  business  with  Infocrossing,  says 
Fields.  David  Gold  of  investment  firm 
Sidoti,  who  rates  Infocrossing  a  "buy," 
with  a  12-month  target  of  16,  says  that 
with  90%  of  its  revenues  on  a 
recurring  basis  and  a  50%  profit 
margin,  Infocrossing  "is  on  the  cusp  of 
becoming  an  industry  force."  He,  too, 
believes  Infocrossing  may  be  thinking 
of  selling,  either  to  Accenture  or  to  an 
Indian  outsourcer.  He  forecasts  the  company  will  earn  29<t 
share  in  2006  and  56<t  in  2007,  vs.  I8(f  in  2005.  Infocrossin 
CEO  Zach  Lonstein  declined  comment  on  the  buyout  talk.  ! 
it  would  make  sense,  he  said,  for  Indian  outsourcers  to  set 
shop  in  the  U.S.  "for  strategic  and  political  reasons." 


BusinessWeek  online 


Gene  Marcial's  Inside  Wall  Street  is  posted 
businessweek.com/investor  at  5  p.m.  EST  on  the  magazine's 
publication  day,  usually  Thursdays. 

Note:  Unless  otherwise  noted,  neither  the  sources  cited  in  Inside  Wall  Street  nor  th( 
firms  hold  positions  in  the  stocks  under  discussion.  Similarly,  they  have  no  investm 
banking  or  other  financial  relationships  with  them. 
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The  Granddaddy  of  all  ETFs. 

Since  their  launch  in  1993,  exchange  traded  funds  (ETFs)  have  become  one  of  the  world's  fastest  growing 
investments.  It  all  started  with  Spiders  (SPY),  the  first  of  the  species.  As  powerful  as  ever,  Spiders  still  have  the 
highest  market  value  among  the  more  than  200  ETFs  that  exist  today.  Each  Spider  puts  the  strength  of  the  entire 
S&P  500®  to  work  in  your  portfolio.  That's  500  of  America's  leading  companies  in  every  share.  Spiders  are 
tax-efficient  and  have  low  management  fees.  Like  stocks,  they  can  be  traded  all  day  long,  are  subject  to  similar 
risks,  and,  of  course,  your  usual  brokerage  commission  applies.  This  granddaddy's  been  around,  but  can  still  add 
some  muscle  to  any  portfolio.  www.SPDR.com.  Ticker  symbol  Amex:SPY.  The  entire  S&P  500  in  every  share. 


State  Street 
Global  Advisors 


Jj^A 


5RIDIK 


AMERICAN 

sT.-xk  i  v  lira. 


An  investor  should  consider  investment  objectives,  risks,  charges  and  expenses  of  the  investment 
company  carefully  before  investing.  To  obtain  a  prospectus,  which  contains  this  and  other  information, 
go  to  www.SPDR.com  or  call  1-800-843-2639.  Please  read  the  prospectus  carefully  before  investing. 

Since  inception  in  1993,  the  SPDR  Trust  has  distributed  only  $0. 16  in  short  and  long-term  capital  gains.  S&P  500®  and  SPDR®  are  trademarks 
of  The  McGraw-Hill  Companies,  Inc.,  licensed  for  use  by  State  Street  Global  Markets,  LLC.  SPDRs  are  not  sponsored,  endorsed,  sold  or  promoted 
by  Standard  &  Poor's  and  S&.P  makes  no  representation  regarding  the  advisability  of  investing  in  SPDRs.  ©2006  State  Street  Corporation 
ALPS  Distributors,  Inc.,  a  registered  broker-dealer,  is  distributor  for  the  SPDR  Trust,  a  unit  investment  trust. 
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5  Figures  of  the  Week 


S&P  500 

APR.     OCT.     APR.  APR.  20-26 


1305.4 


COMMENTARY 

Surging  oil  prices  and  strong 
consumer  confidence  numbers 
took  some  wind  out  of  the  stock 
market  this  week,  as  investors 
worried  that  the  Fed  will  continue 
hiking  rates.  Stocks  rose  on  Apr. 
26,  however,  on  the  report  of  a 
jump  in  durable  goods  orders  and 
good  earnings  from  PepsiCo  and 
Boeing.  The  Dow  eked  out  a  gain 
to  end  at  a  52-week  high,  while 
the  S&P  500  and  NASDAQ  fell. 

Data:  8loomberg  Financial  Markets,  Reuters 
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U.S.  MARKETS 

APR.  26 

WEEK 

%  CHANGE 

YEAR  TO    LAST  12 

DATE       MONTHS 

S&P  500 

1305.4 

-0.3 

4.6 

13.3 

Dow  Jones  Industrials 

11,354.5 

0.7 

53 

11.9 

NASDAQ  Composite 

2333.6 

-1.6 

5.8 

21.1 

S&PMidCap400 

799.3 

-1.2 

8.3 

25.7 

S&P  SmallCap  600 

395.2 

-1.6 

12.7 

28.5 

DJ  Wilshire  5000 
SECTORS 

13.205.9 

-0.5 

5.7 

16.4 

BusinessWeek  50* 

7763 

-1.7 

4.7 

13.9 

BW  Info  Tech  100" 

405.7 

0.1 

6.6 

20.5 

S&P/Citigroup  Growth 

609.8 

-0.5 

2.2 

9.4 

S&P/Citigroup  Value 

693.1 

-0.2 

7.0 

17.5 

S&P  Energy 

425.0 

-2.7 

14.0 

28.2 

S&P  Financials 

444.7 

0.1 

4.3 

18.5 

S&P  REIT 

166.1 

-1.6 

8.5 

21.4 

S&P  Transportation 

281.7 

-1.9 

12.8 

35.3 

S&P  Utilities 

156.1 

-0.3 

-2.2 

4.0 

GLOBAL  MARKETS 

APR.  26 

WEEK 

%  CHANGE 

YEAR  TO      LAST 

DATE        MONT 

S&P  Euro  Plus  (U.S.  Dollar) 

1747.6 

2.1 

15.6 

28. 

London  (FT-SE 100) 

6104.3 

0.2 

8.6 

26. 

Paris  (CAC  40) 

5252.3 

1.8 

114 

31. 

Frankfurt  (DAX) 

6107.1 

1.9 

12.9 

44. 

Tokyo  (NIKKEI  225) 

17.055.9 

-1.7 

S3 

54. 

Hong  Kong  (Hang  Seng) 

16,672.7 

-0.9 

12.1 

20. 

Toronto  (S&P/TSX  Composite)  12,321.7 

-1.3 

9.3 

30 

Mexico  City  (IPC) 
FUNDAMENTALS 

20.5663 

3.2         15.5 

VPR.25        WEEK  AGO 

63. 

YEAR  A 

2.08' 
19.3 
15.1 
5.79' 


GSTI  Internet 
PSE  Technology 


192.6         -3.8         -6.1       24.0 
872.2        -0.6  4.3       24.5 

•Mar.  19. 1999=1000     "Feb.  7,  2000=1000 


S&P  500  Dividend  Yield                     1.78%  1.77% 

S&P  500  P/E  Ratio  (Trailing  12  mos.)     17.8  18.1 

S&P  500  P/E  Ratio  (Next  12  mos.)*       14.8  14.9 

First  Call  Earnings  Surprise*               6.49%  7.13% 

•First  Call  Co 

TECHNICAL  INDICATORS          apr.25  week  ago     ream 

S&P  500  200-day  average                1251.3  1248.6       Posith 

Stocks  above  200-day  average              67.0%  68.0%     Neutr 

Options:  Put/call  ratio                         0.73  0.82       Posith 

Insiders:  Vickers  NYSE  Sell/buy  ratio    5.33  5.47      Negati< 


BEST-PERFORMING 
GROUPS 

Gold  Mining 

Aluminum 

Divsfd.  Metals  &  Mining 

Oil  &  Gas  Equip. 

Steel 


LAST 
MONTH  % 

17.5 

17.2 

17.1 

13.4 
12.6 


Steel 

Divsfd.  Metals  &  Mining 
Employment  Services 
Oil  &  Gas  Equip. 
Constr.  &  Engineering 


LAST  12 
MONTHS  % 

107.8 
96.5 
94.3 
82.7 
80.2 


WORST-PERFORMING  WST 

GROUPS                                  MONTH  % 

LAST 
MONTI; 

Health  Care  Supplies 

-12.5 

Automobiles 

-1911 

Managed  Health  Care 

-10.6 

Health-Care  Facilities 

-14 1 

IT  Consulting 

-9.7 

Food  Wholesalers 

-a 

Biotechnology 

-8.6 

Publishing  &  Printing 

-it 

Airlines 

-8.2 

Internet  Software 

_:| 

EQUITY  FUND  CATEGORIES 

4-WEEK  TOTAL  RETURN  %       52-WEEK  TOTAL  RETURN 


LEADERS 

Precious  Metals  14.4 

Latin  America  9.9 

Natural  Resources  8.3 
Diversified  Emerg.  Mkts.      8.2 

LAGGARDS 

Health  -3.7 

Real  Estate  -2.5 

Utilities  0.8 

Communications  0.8 


LEADERS 

Precious  Metals  91.2 

Latin  America  85.2 
Diversified  Emerg.  Mkts.      58.6 

Natural  Resources  53.2 

LAGGARDS 

Domestic  Hybrid  11.4 

Health  12.8 

Utilities  15.0 

Large-cap  Blend  16.1 


EQUITY  FUNDS 

4-WEEK  TOTAL  RETURN 


%       52-WEEK  TOTAL  RETURN 


LEADERS 

ProFunds  Precs.  Mtls.  Inv.  25.0 

American  Heritage  Grth.  25.0 

Amer.  Cent.  Gl.  Gold  Inv.  19.8 

GAMCOGoldA  18.9 

LAGGARDS 

Ameritor  Investment  -20.0 
ProFds.  Sh.  Pre.  Mtls.  Inv.  -15.2 
Potomac  Emerg.  Mkts.  Short  -14  4 
Potomac  Dvtpd.  Mkts.  Short  -10.3 


LEADERS 

ProFunds  Ultra  Japan  Inv.  133.7 

U.S.  Global  Invrs.  Gold  129.3 

Midas  122.8 

U.S.  Glbl.  Invs.  Pre.  Mnls.  118.9 

LAGGARDS 

Ameritor  Investment  -71.4 
Potomac  Sm.  Cap/Sh.  Inv.  -42.3 
ProFds.  USh.Sm.  Cap  Inv.  -41.2 
ProFds.  USh.  Mid  Cap  Inv.  -35.7 


INTEREST  RATES 


KEY  RATES 

Money  Market  Funds 
90-Day  Treasury  Bills 
2-Year  Treasury  Notes 
10-Year  Treasury  Notes 
30-Year  Treasury  Bonds 
30-Year  Fixed  Mortgagef 


BLOOMBERG  MUNI  YIELD  EQUIVALENTS 

Taxable  equivalent  yields  on  AAA-rated, 
tax-exempt  municipal  bonds,  assuming 
a  30%  federal  tax  rate. 


APR.  26 

WEEK  AGO 

YEAR  A 

4.30% 

4.29% 

2.37 

4.78 

4.71 

231 

459 

4.85 

3.65 

5.11 

5.02 

4.27; 

5.18 

5.12 

4.57 

6.48 

6.42        5.76 
tBanxQuote.  Ir ' 

10-YR.  BOND 

30-YR.  80N 

General  Obligations 

4.15% 

4.5C 

Taxable  Equivalent 

5.93 

6.4; 

Insured  Revenue  Bonds 

4.22 

4.« 

Taxable  Equivalent 

6.03 

6.6f 

THE  WEEK  AHEAD 


PERSONAL  INCOME  Monday, 
May  1,  8:30  a.m.  EDT  » 
Personal  income  is  forecast  to 
have  risen  by  0.4%  in  March,  after 
a  0.3%  gain  in  February.  That's  the 
median  forecast  of  economists 
surveyed  by  Action  Economics. 
Consumer  spending  probably 
improved  0.4%,  after  edging  up  by 
0.1%  in  February. 
PURCHASING  MANAGERS'  INDEX 
Monday,  May  1, 10  a.m.  EDT  » 
The  Institute  for  Supply 


Management's  April  factory 
activity  index  most  likely  nudged 
down  to  55%,  after  easing  to 
55.2%  in  March. 
CONSTRUCTION  SPENDING 
Monday,  May  1, 10  a.m.  EDT  » 
Building  outlays  very  likely  rose  by 
0.4%  for  March.  Spending  grew 
0.8%  in  February.  Residential 
outlays  will  draw  a  lot  of  attention. 
PRODUCTIVITY  &  COSTS 
Thursday,  May  4,  8:30  a.m. 
EDT  »  Output  per  hour  worked 


probably  grew  at  a  3%  annualized 
rate  in  the  first  quarter,  after  a  0.5% 
drop  in  the  prior  period.  Unit  labor 
costs  likely  grew  by  2%,  from  3.3% 
in  the  fourth  quarter. 
EMPLOYMENT  Friday,  May  5, 
8:30  a.m.  EDT  »Nonfarm 
payrolls  in  April  probably  rose  by 
200,000  workers,  after  211,000 
jobs  were  added  in  March.  The 
unemployment  rate  is  forecast  to 
remain  at  4.7%,  and  average 
hourly  wages  probably  rose  0.3%. 


The  BusinessWeek  production  inc 
grew  to  272.4  for  the  week  end 
Apr.  15,  a  13.6%  increase  from  a  yi 
ago.  Before  calculation  of  the  fo 
week  moving  average,  the  inc 
climbed  to  273.3. 


BusinessWeek  onl ii 


For  the  BW50,  more  investmen 
data,  and  the  components 
of  the  production  index  visit 

www.businessweek.com/magazine/extra 
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Company  Index 

lis  index  gives  the  starting  page  for  a  story  or  feature  with  a 
gnificant  reference  to  a  company.  Most  subsidiaries  are  indexed  under 
eir  own  names.  Companies  listed  only  in  tables  are  not  included. 
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Deutsche  Bank  Private 
Wealth  Management  112 
Deutsche  Telekom  (DT)  28 
Dominion  Resources  (D) 
78 

Dunn  Warren  Investment 
18 


E,F 

easyJet  44 
Edmunds.com  74 
Eli  Lilly  30 
eMarketer74 
Ernst  &  Young  11 
ESPN(DIS)98 
ethel's  chocolate  106 
Exxon  Mobil  (XOM)  18 
Fifth  Floor  108 
Focus  Media  (FMCN)  118 
Ford  (F)  28, 33, 124 


Gabelli  Global  Multimedia 

Trust  (GGT)  118 
Gap  (GPS)  96 
Gazprom  28 
GE(GE)18,124 
General  Motors  (GM)  33, 

70,124 

GlaxoSmithKline(GSK)30 
Global  Insight  33 
GMAC(GM)38 
Gmail(G00G)74 
Goldman  Sachs  (GS)  78, 

96 
Google  (GOOG)  22, 36, 74, 

118 


H 

Hachette  Filipacchi  Media 
22 

Harris  Interactive  (HPOL) 
34 

Hela44 

Hewlett-Packard  (HPQ)  50 
Honda  (HMC)  70, 124 
Hotmail  74 

Hungarian  Dental  Travel 
44 


IBM  (IBM)  20, 36 
IDE070 

lnfocrossing(IF0X)118 
lntel(INTC)20,28 
International  Theme  Park 
Services  98 


Janssen  30 

J.D.  Power  &  Associates 

(MHP)33 
JetBlue  (JBLU)  69 
J.G.WentworthllO 
JMPSecurities28 
JPMorgan  Private  Bank 

(JPM)112 


K,L 

KFC(YUM)74 

Kia33 

Knight  Ridder(KRI)  118 

La  Maison  du  Chocolat 

106 
Lehman  Brothers  (LEH) 

25 

Leonidasl06 
Lufthansa  (DLAKY)  44 


M 

Mars  106 
MasterCard  40 
Maytag  50 

McCarter&  English  34 
McClatchy(MNI)118 
McDonald's  (MCD)  122 
Merrill  Lynch  (MER)  22, 
28,96 

Microsoft  (MSF)  20, 36, 
78,98 

Moonstruck  Chocolate 
106 

Morgan  Stanley  (MS)  25, 
40,69 

Morningstar  (MORN)  114 
Morpheus  Media  74 
Motorola  (MOT)  14, 36 
Movie  Gallery  58 
MySpace.com  (NWS)  46 


N 

Netflix(NFLX)58 
Neutrogena(JNJ)74 
Nielsen//NetRatings 
(NTRT)46 
Nike(NKE)48 
Nokia  (NOK)  50 
NuvoMedia  70 


0,P 

Overture  Services  74 
PayPal  (EBAY)  70 
Peachtree  Lending  110 
Pfizer  (PFE)  30 
Procter  &  Gamble  (PG) 
50,78 


Roth  Capital  Partners  74 
Ryanair(RYAAY)44,69 


Saks  Fifth  Avenue  (SKS) 

106 

Settlement  Capital  110 
ShockU.com  22 
Sidoti  U8 
Sina(SINA)118 
Six  Flags  (PKS)  98 
SkyEurope44 
Slovenian  Properties  44 
Sony(SNE)20 
Southwest  Airlines  (LUV) 

44,54,69 
Sprint  Nextel(S)  14 
Standard  &  Poor's  (MHP) 

118 
Starbucks  (SBUX)  106, 

124 

Stone  Street  Capital  110 
Strategos  50 
Sun  Microsystems 

(SUNW)28,36 
Susquehanna  Financial 

Group  118 


T 

Teal  Group  69 
Tesla  Motors  70 
Thomson  Financial  (TOC) 
25 

Time  22 

Tom  Online  (TOMO)  118 
Toyota  (TM)  33,70, 124 
Tribune  (TRB)  118 


U,V 

UBS  (UBS)  12, 44 
United  Airlines  (UAUA)  69 
Universal  Studios  98 
Upromise  114 
Vanguard  Group  114 
Verizon  (V)  14 
VosgesHaut-Chocolatl06 


W 

Wachovia  (WB)  54 
Wal-Mart  (WMT)  124 
Walt  Disney  (DIS)  14, 98 
Wenner  Media  22 
WetFeet96 
Whirlpool  (WHR)  50 
Wrightspeed  70 


Jacques  Torres  Chocolate 
106 


Raytheon  (RTN)  28, 78 
Refcol08 


Y,Z 

Yahoo!  (YHOO)  74 
Zhi  Qiao  Garments  48 


Its  about  money. 

Earning  it. 

Investing  it. 

Spending  it. 


Check  out  this  weekend's 
show  April  29  and  30: 

Best  Undergrad  B-Schools: 

Who  made  the  cut  in  the 
first-ever  BusinessWeek  rankings. 

MBA  Admissions  Counseling: 

Schools'  alarm  over  rise  in 
services  to  help  applicants  get  in. 

Destination  CEO:  Southwest 
Airlines'  Gary  Kelly  navigates 
through  the  challenges  of 
staying  the  most  profitable 
US  carrier. 

Toxic  Co-Workers:  Tips  to 
deal  with  difficult  co-workers 
from  the  authors  of  "Working 
with  you  is  killing  me." 


BusinessWeek  weekend 


Airs  Saturday/Sunday  nationwide. 

Check  your  local  listings 

or  view  segments  at 

www.businessweekweekend.com 
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IdeasBooks 


We  Are  What  We  (Blindly)  Eai 


THE  OMNIVORE'S  DILEMMA  A  Natural  History  of  Four  Meals 

By  Michael  Pollan;  The  Penguin  Press;  450pp;  $26.95 


The  deep,  rich  soil  of  the  American 
breadbasket  grows  a  staggering  amount 
of  corn.  The  grain  then  funnels  into  an 
agricultural  and  industrial  juggernaut 
that  produces  everything  from  beef  and 
eggs  to  Twinkies  and  ethanol.  A  triumph 
of  efficiency  and  modern  technology? 
No,  argues  Michael  Pollan  in  his  far- 
reaching  and  disturbing  The  Omnivore's 
Dilemma:  A  Natural  History  of  Four  Meals.  This 
"industrial  revolution  of  the  food  chain,"  as  he 
calls  it,  is  putting  our  health,  and  the  health  of 
the  land,  in  unprecedented  danger.  "If  we  could 
see  what  lies  on  the  far  side  of  the  increasingly 
high  walls  of  our  industrial  agriculture,  we 
would  surely  change  the  way  we  eat." 

Pollan,  author  of  the  best-selling  Botany  of 
Desire  (2001),  tirelessly  scales  those  walls  and 
searches  for  alternatives  amid  four  different 
strands  of  U.S.  cuisine.  In  the  process,  he  guides 
a  spidery  eight-row  planter  through  an  Iowa 
cornfield,  buys  a  steer  and  follows  its  journey 
through  the  mind-numbing  conditions  of  the 
modern  feedlot,  and  rises  before  dawn  to  herd 
chickens  on  a  Virginia  farm.  He  shoots  wild 
pigs  and  forages  in  California  wine  country.  He 
describes  how  companies  transform  corn  into 
fructose,  citric  acid,  MSG,  and  "natural"  raspberry  flavor.  He 
deconstructs  a  McDonald's  meal,  showing  that  it  contains 
scary  ingredients  such  as  a  toxic  chemical  similar  to  butane 
and  sits  atop  a  food  chain  largely  based  on  corn. 

These  explorations  leave  Pollan  deeply  worried.  "America's 
corn-fed  food  chain  looks  like  an  unalloyed  disaster,"  he  says. 
The  trouble  starts  with  government  subsidies,  which  keep  corn 
prices  below  the  true  cost  of  growing  it,  yet  often  don't  make  up 
the  difference.  Farmers  thus  must  grow  more  and  more  to  turn 
a  profit,  reducing  the  price  even  further.  Plus,  they  need  to  use 
lots  of  fertilizer  and  fuel.  "The  plague  of  cheap  corn  goes  on, 
impoverishing  farmers . . .  degrading  the  land,  polluting  the 
water,  and  bleeding  the  federal  treasury,"  Pollan  writes. 

Consider  the  industrial  feedlot,  where  "animals  exquisitely 
adapted  by  natural  selection  to  live  on  grass  must  be  adapted 
by  us ...  to  live  on  corn,  for  no  other  reason  than  it  offers  the 
cheapest  calories  around."  Most  feedlot  cattle  are  sickened  by 
their  diet  and  require  antibiotics  and  other  treatments.  And 
meat,  milk,  and  eggs  from  corn-fed  animals  have  more  bad 
saturated  fat  and  less  healthy  omega-3  fat  than  those  from 
grass-fed  animals,  plus  more  fat  overall.  "Changes  in  the 
composition  of  fats  in  our  diet  may  account  for  many  of  the 
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diseases  of  civilization,"  including  diabetes  and  obesity, 
Pollan  argues. 

Nor  is  organic  agriculture  necessarily  the  answer:  Pollan 
visits  big  industrial  organic  operations  that  hardly  differ  fro 
their  nonorganic  counterparts.  Many  chickens  advertised  a; 
"free-range"  never  touch  a  patch  of  grass  in  their  short  live; 
There  is  a  better  way,  Pollan  says.  His  guru  is  Joel  Salatin 
farmer  near  Staunton,  Va.  From  100  acres  of  pasture  set  am 
450  acres  of  forest,  he  grows  "an  astounding  cornucopia": 
70,000  pounds  of  beef  and  pork,  10,000  broiler  chickens, 
1,200  turkeys,  and  35,000  dozen  eggs  a  year.  "Yet . . .  this 
pasture  will  be . . .  the  better  for  it,  lusher,  more  fertile,  even 
springier  underfoot,"  Pollan  writes.  Plus,  th 
meat  and  eggs  are  tastier  and  healthier. 

The  secret  is  intensive  management  of  the 
grassland.  Salatin  moves  his  cattle  every  day 
that  the  pasture  will  quickly  grow  back.  He 
brings  in  a  portable  henhouse  so  chickens  ca 
eat  the  grubs  and  fly  larvae  out  of  the  cowpatt 
That  spreads  the  manure,  eliminates  parasite 
adds  nitrogen-rich  droppings  to  the  soil,  and 
makes  for  better  eggs.  Salatin  also  spreads  a 
few  bucketfuls  of  corn  on  the  growing  pile  of 
wood  chips  and  manure  in  the  barn.  After  it  , 
ments,  he  lets  in  pigs  that  "systematically. . .  tt 
and  aerate  the  compost  in  their  quest  for  ker 
nels  of  alcoholic  corn."  Compare  those  happ 
hogs  with  the  tens  of  thousands  on  a  typical 
industrial  farm,  who  "spend  their  entire  live 
ignorant  of  earth  or  straw  or  sunshine."  Sala 
needs  no  added  fertilizers  or 
chemicals  and  produces  no 
pollution,  a  far  cry  from  the 
ecological  havoc  Pollan  de- 
scribes as  being  wrought  by  i 
cornfields  and  crowded  feed! 
Pollan  blames  America's  t 
food  habits  and  susceptibilit 
*  fad  diets  on  the  lack  of  a  stro 
food  culture,  something  otht 
nations  enjoy.  The  French,  ft  j 
^^^^^^^^^  instance,  "eat  all  sorts  of 

supposedly  unhealthy  foods. 

but  they  do  it  according  to  a 

strict  and  stable  set  of  rules:  They  eat  small  portions  and  d( 

go  back  for  seconds;  they  don't  snack;  [and]  they  seldom  e; 

alone."  Americans,  of  course,  have  no  self-restraining  rules 

The  book  isn't  as  grim  as  all  this  sounds.  Pollan  is  an 
engaging  companion,  whether  he's  diving  for  abalone, 
collecting  wild  yeast,  or  musing  about  American  gullibility 
And  his  message  is  compelling.  After  reading  the  book,  yo 
will  want  to  change  how  you  eat.  ■ 

-By  John  G 
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IdeasOutside  Shot 


BY  TODD  S.THOMSON 


Green  Is  Good  for  Business 

Historically,  corporations  thought  keeping  an  eye  on  the  environment  also 
meant  taking  an  eye  off  shareholders.  That  has  changed  dramatically  in  th 
past  few  years.  Now  there  are  reminders  everywhere  that  a  growing 
number  of  companies  see  the  interests  of  investors  and  those  of  the 
environment  as  closely  aligned.  Cases  in  point:  the  celebrity- toasted  hybri 


car  offerings  from  Toyota  and  Honda,  the  ubiquitous  ads 
from  energy  companies  extolling  alternative-fuel  research, 
even  a  simple  trip  to  Starbucks. 

So  what  explains  this  about-face?  Simply  put:  profits.  Most 
of  today's  environmental  initiatives  are  not  just  well- 
choreographed  PR  campaigns  intended  to  fool  consumers. 
Instead,  many  corporations  are  going  green  because  they've 
recognized  the  gigantic  profit  opportunities  in  doing  so— and 
the  competitive  danger  of  lagging  behind. 

Good  old-fashioned  cost-cutting  may  be  the  easiest  way  for 
companies  to  reap  bottom-line  benefits  from  initiatives  that 
also  happen  to  have  environmental  payoffs.  Wal-Mart  Stores, 
long  known  for  pressuring  suppliers  on  prices, 
asked  a  supplier  to  slim  down  the  packaging  on 
a  private-label  brand  of  toys  called  Kid 
Connection.  That  single  effort  will  not  only 
enable  Wal-Mart  to  ship  497  fewer  containers  a 
year  at  a  savings  of  $2.4  million  but  also  will 
spare  some  3,800  trees  and  save, more  than 
1,000  barrels  of  oil.  And  Chief  Executive  Lee 
Scott  said  recently  that  Wal-Mart  could  save  $52 
million  a  year  with  just  a  one-mile-a-gallon 
improvement  in  gas  mileage  for  its  huge  fleet. 

Then  there's  the  revenue  side  of  the  equation. 
As  the  urgency  of  global  climate  change  is  more 
widely  recognized,  products  that  effectively 
decrease  emissions  are  going  to  generate  massive 
profits.  Some  of  the  beneficiaries  of  this  trend  may 
surprise  you.  Who  would  have  thought,  for  example,  that 
companies  such  as  General  Electric  and  Boeing  (page  69) 
would  see  new  opportunities  in  a  world  of  $70-a-barrel  crude? 
But  GE  has  begun  selling  a  superefficient  gas  turbine  that, 
while  providing  enough  electricity  to  power  300,000  U.S. 
homes,  produces  73,000  fewer  tons  of  carbon  dioxide  emissions 
a  year  relative  to  a  typical  unit.  And  orders  for  Boeing's  $150 
million,  250-passenger  787  Dreamliner  jet,  which  uses  20%  less 
fuel  than  comparable  models,  jumped  from  56  in  2004  to  235 
in  2005  as  oil  prices  soared  to  record  level  3. 

Hybrid  cars  are  probably  the  best-known  success  story.  Few 
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people,  however,  know  when  the  saga  began:  Auto  makers 
such  as  Toyota  and  Honda  started  investing  a  decade  ago  to 
enable  their  product  lines  to  compete  in  a  "carbon- 
constrained"  economy.  Now  they  are  capitalizing  on 
environmental  regulation  in  Europe,  China,  and  elsewhere  a, 
well  as  skyrocketing  pump  prices.  Ford  and  General  Motors, 
meanwhile,  spent  the  past  decade  introducing  new  lines  of  g,i 
guzzling  light  trucks  and  sport-utility  vehicles  (and  years 
lobbying  against  tougher  emission  standards)  instead  of 
innovating.  The  moral:  Forward-thinking  businesses  that 
realize  environmental  standards  must  tighten  will  thrive. 
Aligning  revenue  streams  with  environmental  imperative 
has  yet  another  important  corporate  benefit:  / 
political  pressure  mounts  to  make  reduction  o 
greenhouse  gases  mandatory,  companies  with! 
head  start  on  eco-friendly  technology  will  hav 
the  credibility  to  participate  in,  or  even  shape,' 
the  debate  over  how  to  further  reduce  emissio 
The  amount  of  innovation  necessary  to  stoj 
global  warming  will  be  staggering,  but  it  also 
could  be  staggeringly  profitable  for  global 
companies.  Just  think:  China,  likely  the  great 
economic  engine  of  the  21st  century,  cannot 
continue  on  its  growth  path  unless  it  addresse 
its  pollution  crisis.  In  an  early  step  in  that 
direction,  a  group  of  state-owned  companies 
recently  announced  a  $715  million  venture  to 
develop  cleaner  coal-gasification  technology.  ] 
imagine  what  China  will  ultimately  pay  for  the  green 
technology  that  will  let  it  continue  prospering  economicall 
(and,  in  turn,  maintain  its  social  and  political  stability). 

At  January's  World  Economic  Forum  in  Davos,  I  sat  amoi 
fellow  CEOs,  opinion  leaders,  and  heads  of  state  who  kept 
pointing  to  environmental  issues  as  key  obstacles  to  everyth 
from  defusing  regional  tensions  to  enhancing  global  growti 
That  broad  consensus  suggests  the  enormous  opportunities 
businesses  that  manage  to  ride  that  environmental  wave— a 
the  bleak  future  for  those  that  get  caught  in  its  wake.  ■ 

Todd  S.  Thomson  is  CEO  of  Citigroup  Global  Wealth 
Management  and  a  director  of  the  World  Resources  Institute. 
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BY  JACK  AND  SUZY  WELCH 


HowHealthy  Is^Vbur  Company4 


If  you  had  to  pick,  which  three  measurements  give  the  best 
sense  of  a  company's  health? 

-Anonymous,  Orlando 

Every  type  of  business,  not  to  mention  every  type  of  manager, 
has  a  different  set  of  vital  statistics  that  really  matter.  For 
manufacturing  people,  it  could  be  inventory  turns,  on-time 
delivery,  and  unit  cost.  For  marketing  people,  it  could  be  new 
account  closings,  market  share,  and  sales  growth.  For  call 
center  managers,  it  could  be  the  time  it  takes  to  answer, 
number  of  dropped  calls,  and  employee  retention. 

If  you're  running  a  business,  though,  whether  it's  a  corner 
store  or  a  multi-product  multinational,  we  would  say  there 
are  three  key  indicators  that  really  work:  employee 
engagement,  customer  satisfaction,  and  cash  flow. 

These  measurements  won't  tell  you  everything  you  need  to 
know,  but  close  to  it.  They  get  right  to  the  guts  of  a  company's 
overall  performance,  now  and  in  the  future. 

Employee  engagement  first.  It  goes  without  saying  that  no 
company,  small  or  large,  can  win  over  the  long  run  without 
energized  employees  who 
believe  in  the  mission  and 
understand  how  to  achieve  it. 
That's  why  you  need  to  take  the 
measure  of  employee  engage- 
ment at  least  once  a  year 
through  anonymous  surveys  in 
which  people  feel  completely 
safe  to  speak  their  minds. 

But  watch  out.  Don't  fall  into 
the  common  trap  of  letting 
these  surveys  devolve  into 
questionnaires  about  the  little 
stuff,  such  as  the  tastiness  of 
the  food  in  the  company 
cafeteria  or  the  availability  of 

spaces  in  the  parking  lot.  The  most  meaningful  surveys  probe 
how  employees  feel  about  the  strategic  direction  of  the 
company  and  the  quality  of  their  career  opportunities.  They 
ask  questions  such  as  these:  Do  you  believe  the  company  has 
goals  that  people  fully  grasp,  accept,  and  support?  Do  you  feel 
the  company  cares  about  you  and  that  you  have  been  given 
the  opportunity  to  grow?  Do  you  think  that  your  everyday 
work  is  connected  to  what  company  leaders  say  in  speeches 
and  in  the  annual  report?  The  best  employee  surveys  are 
getting  at  one  question:  Are  we  all  on  the  same  team  here? 

Growth  is  the  key  to  long-term  viability,  which  is  why 
customer  satisfaction  is  the  second  vital  sign  for  general 
managers.  Again,  this  measurement  can  be  obtained  by 


To  take  the 
pulse  of 
any  business, 
there  are 
three  vital 
signs  that 
really  matter 


surveys,  but  those  are  rarely  enough  to  give  you  the  gritty 
data  you  need  for  a  real  read  of  the  situation.  No,  you  need  t 
make  visits.  And  don't  just  chat  with  your  "good"  customer 
See  the  ones  whose  orders  are  inconsistent  or  dropping— th 
ones  your  salespeople  don't  like  to  see  themselves. 

Make  these  visits  about  learning.  Find  a  dozen  ways  to  as 
"What  can  we  do  better?"  And  don't  leave  without  finding  c 
if  each  customer  would  recommend  your  products  or  servic 
That' s  the  acid  test  of  customer  satisfaction. 

Finally,  there's  cash  flow,  which  is  valuable  because  it  jus 
does  not  lie.  All  your  other  profit-and-loss  numbers,  like  net 
income,  have  some  art  to  them.  They've  been  massaged 
through  the  accounting  process,  which  is  filled  with 
assumptions.  But  free  cash  flow  tells  you  the  true  condition 
of  the  business.  It  gives  you  a  sense  of  your  maneuverabilitj 
—whether  you  can  return  cash  to  shareholders,  pay  down 
debt,  borrow  more  to  grow  faster,  or  any  combination  of 
these  options.  Cash  flow  helps  you  understand  and  control 
your  destiny. 

Without  doubt,  there  are  lots  of  ways  to  measure  the  puk 
of  a  business.  But  if  you  have  employee  engagement, 
customer  satisfaction,  and  cash  flow  right,  you  can  be  sure 
your  company  is  healthy  and  on  the  way  to  winning. 

There  seems  to  be  an  explosion  in  executive  coaching  recentl 
Does  it  really  work? 

-Steve  Mostyn,  Edinburgh,  Scotk 

Generally,  yes.  The  value,  of  course,  depends  on  the  quality 
the  coach.  This  is  a  field  where  there  is  no  specific  training 
and  certainly  no  form  of  accreditation.  And  there  are  some 
charlatans  out  there  who  simply  tell  you  what  you  want  to 
hear  or  don't  have  much  feel  for  leadership,  having  never 
done  it  themselves.  They're  useless. 

Good  executive  coaches  can  provide  a  truly  important 
service,  however.  They  can  look  you  in  the  eye  and  tell  you 
what  no  one  else  will,  especially  if  you're  the  boss.  You  don 
listen  carefully  enough.  You're  too  much  of  a  loner.  You  kis, 
up  to  the  board  but  too  often  bully  your  people.  You  rely  toi 
much  on  the  advice  of  one  employee  who  really  isn't  very 
smart.  Or  any  number  of  other  unpleasant  messages  like  tr 

The  challenge  is  for  you  to  listen.  Because  at  the  end  oft 
day,  the  ultimate  value  of  executive  coaching,  done  right,  is 
only  as  big  or  small  as  your  ability  to  hear  it.  ■ 

Jack  and  Suzy  Welch  are  co-authors  of  the  best-sellerWmnmg 
(HarperCollins  2005).  They  bok  forward  to  answering  your 
questions  about  business,  company,  or  career  challenges. 
Please  e-mail  them  at  thewelchway@businessweek.com. 
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NTRODUCING  THE  ALL-NEW  2007  GMC  YUKON,  inspired  by  the  world's  greatest  engineering  innovations,  its  fully  redesigned 
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Introducing  Intel*  vPro™  technology. 

It's  the  most  exciting  leap  in  business  desktop 
computing  since  the  introduction  of  the 
Intel  Pentium  processor  over  a  decade  ago 

The  new  Intel  vPro  technology  is  much 
more  than  just  a  new  processor. 

It's  a  remarkable  combination  of  new 
technology  that  is  optimized  for  business. 
Just  about  every  repetitive  task  (installing 
software,  upgrading  licenses,  running 
diagnostics)  is  made  more  simple  and 
more  efficient. 

Pro  Security. 

Intel  vPro  technology  is  optimized  to 
provide  additional  security  at  the  hardware 
level  of  your  desktop  PC.  Now  users 
can't  unknowingly  (or  even  knowingly) 
disable  security  features.  In  fact  Intel 
vPro  technology  can  even  isolate  infected 
PCs  from  the  rest  of  the  network  so  your 
company  can  stay  online  and  productive. 

Pro  Savings. 

Seventy-five  percent  of  all  IT  budgets  is 
spent  on  maintenance  and  integration  costs, 
Intel  vPro  technology  enables  third-party 


software  solutions  to  manage,  secure  and 
inventory  your  PCs  regardless  of  power  state 
or  the  health  of  the  OS.  Saving  you  time 
and  money. 

Pro  Performance. 

How  is  this  possible?  These  benefits  all 
run  on  dual-core  technology  that  enables 
a  responsive  end-user  experience.  Even 
with  your  security  and  management  tasks 
running  in  the  background. 

Now  your  network  of  PCs  can  actually  report 
where  they  are,  what  they're  doing  and  how 
they're  feeling. 

Intel  vPro  technology  is  a  desktop 
architecture  that  is  designed  to  add 
functionality,  security  and  manageability  to 
the  solutions  and  eguipment  you  already 
have  installed. 

Be  Pro  Active.  Go  Pro. 

You'll  be  reading  and  hearing 
more  about  Intel  vPro 
technology  in  the  next  few 
weeks  and  months.  You  can  find 
detailed  information  on  how  new 

Intel  vPro  technology  will  help  your  company 

or  organization  at  intel.com. 
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att.com/yourworld 


the  German  word  for. safe  is  sicher.  the  Portuguese  word  for  firewall  is 
muro  dejogo.  The  Chinese  word  for  password  is  mee-mah.  My  company  is  in 
forty-ftve  cities  in  seventeencountries  now.  And  I  can  say  secure  in  every  one. 

Dynamic  Networking  from' AT&T  predicts  security  threats  before  they  become  security 
breaches:- So -Jane's  confidence  qrows  right  alongside  her  business. 
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here  are  infinite  dynamics  in  business.  Master  them  all.  With  Microsoft  Dynamics. 

esenting  Microsoft  Dynamics:  a  line  of  people-ready  business  management  solutions  for  customer  relationship 
anagement,  financial  management,  and  supply  chain  management.  It's  easy  to  learn  and  easy  to  use.  because  it 
oks  and  feels  like  the  Microsoft'  software  your  people  use  every  day.  And  that  makes  it  easy  for  them  to  put  the 
rst  dynamics  to  work  in  your  business.  To  learn  more,  visit  microsoft.com/microsoftdynamics 
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THE  BENEFITS  OF  CARING™   brought  to  you  by  CIGNA® 

THE  COSTS  OF 
PREMATURE  BIRTH 
LAST  A  LIFETIME 

THE  HEALTH  IMPACT  STRETCHES  FROM  INFANCY  TO  OLD  ACE 


Special  Advertising  Feature 


College  freshman  Matt  Hughes  is 
one  of  the  lucky  ones.  Born  five  weeks 
premature  in  1985,  he  arrived  in  the 
world  before  his  lungs  were  fully  devel- 
oped. He's  lived  with  the  consequences 
ever  since.  Severe  asthma  restricts  his 
activities,  and  he  will  probably  be  on 
medication  for  the  rest  of  his  life. 
Yet  Matt,  now  19,  was  spared  the  more 
serious  problems  frequently  associated 
with  prematurity,  including  blindness, 
deafness,  cerebral  palsy,  and  mental 
retardation. 

While  commonly  viewed  as  a  health 
issue  for  babies,  problems  caused  by 
prematurity  don't  simply  go  away  when 
babies  grow  up.  "Unlike  diseases  of  the 
adult  that  last  for  one  or  two  decades,  this 
is  a  price  that  individuals  pay  for  their 
entire  lives,"  says  Roberto  Romero,  chief 
of  the  Perinatology  Research  Branch  of 
National  Institute  of  Child  Health  and 
Human  Development  at  the  National 
Institutes  of  Health. 

The  costs — both  personal  and  finan- 
cial— can  be  overwhelming.  Consider 
just  the  initial  monetary  costs.  The  March 
of  Dimes  estimates  that  in  2002  the  total 
national  hospital  bill  for  premature  infants 
added  up  to  $15.5  billion.  "That's  almost 
half  of  all  charges  for  all  infant  hospital- 
izations," says  Joann  Petrini,  director  of 
the  March  of  Dimes  Perinatal  Data 
Center. 

Who  pays  that  bill?  Employers  carry 
much  of  the  burden.  In  2002,  almost  half 
of  that  $15.5  billion  was  billed  to 
employers  or  other  private  insurers, 
according  to  the  March  ofDimes.  A  sepa- 
rate study,  which  includes  the  cost  of 
doctor  visits  and  pharmaceuticals,  shows 
that  in  the  first  year  of  life  employers  pay 
nearly  15  times  more  for  a  premature  baby 
than  a  full-term  baby,  with  an  average 
cost  of  $41 ,610  for  a  preemie  compared  to 
just  $2,830  for  a  full-term  baby. 


Yet  all  these  numbers  are  just  a  drop 
in  the  bucket  once  you  consider  the  con- 
tinuing medical  issues  offormer  preemies 
like  Matt  Hughes.  Medical  studies  have 
tracked  the  long-term  health  of  pre-term 
infants — the  longest  now  extends  20 
years — and  various  researchers  see  poten- 
tial links  between  prematurity  and  the 
eventual  development  of  diabetes  and 
heart  disease.  Yet  today  there  are  no 
studies  to  tell  us  what  health  problems 
will  show  up  as  those  born  prematurely 
turn  40  or  60  or  even  80. 

That's  important  because  the  number 
of  premature  births  in  this  country  keeps 
rising.  In  1981,  pre-term  births  accounted 
for  9.4%  of  all  live  births.  Since  then,  that 
number  has  risen  nearly  30%  to  12.1%, 
with  roughly  one  in  every  eight  babies 
now  born  three  or  more  weeks  early. 
Some  of  the  increase  can  be  attributed  to 
the  rise  in  multiple  births  associated  with 
infertility  treatment.  Then,  too,  a  portion 


of  having  a  pre-term  birth  is,  in  part, 
retained  in  the  individual  regardless  of 
her  pregnancy  status,"  she  says. 

Infection  is  seen  to  be  a  key  factor,  she 
says,  as  is  the  body's  immune  response  to 
infection  and  other  kinds  of  inflamma- 
tion. She's  just  launched  a  study  of  women 
who  have  given  birth  prematurely, 
treating  half  of  them  for  six  factors — low- 
level  urogenital  tract  infection,  periodontal 
disease,  stress,  depression,  smoking  and  i 
obesity — prior  to  the  birth  of  their 
next  child.  "The  unfortunate  reality  is 
that  those  groups  most  at  risk  for  these 
problems  are  also  the  least  likely  to  have 
access  to  preventive  healthy  services,"  says 
Dr.  Culhane. 

This  multi-factor  approach  is  remi- 
niscent of  that  being  taken  with  cardio- 
vascular disease.  "It's  usually  not  one 
characteristic  that  precipitates  a  heart 
attack,"  says  Robert  L.  Goldenberg, 
professor  of  obstetrics  and  gynecology  at 


4  4  While  commonly  viewed  as  a  health  issue 
for  babies,  problems  caused  by  prematurity 
don't  simply  go  away  when  babies  grow  up. 
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of  the  increase  is  due  to  early  intervention 
when  a  doctor  decides  that  a  baby  is  more 
likely  to  survive  outside  the  womb. 

A  large  number  of  premature  births, 
however,  have  no  diagnosable  cause. 
Until  recently,  the  medical  world  looked 
for  the  answer  to  these  births  by  focusing 
on  medical  conditions  arising  during 
pregnancy.  These  days,  however,  some 
researchers  are  turning  their  attention  to 
factors  that  actually  predate  conception. 
Indeed,  the  best  indicator  of  pre-term 
birth  is  having  already  delivered  a  baby 
pre-term,  saysjennifer  Culhane,  associate 
professor  of  obstetrics  and  gynecology  at 
Drexel  University  College  of  Medicine, 
Philadelphia.  "This  tells  us  that  the  risk 


University  of  Alabama  Birmingham. 
"And  the  same  model  looks  like  it  applies 
to  prematurity." 

That  means  women  hoping  to  deliver 
a  full-term  baby — and  the  employers 
who  pick  up  so  much  of  their  health  care 
bill — may  want  to  pay  careful  attention  tc 
the  six  factors  in  Dr.  Culhane's  study. 
"There  is  great  value  to  women  of  child- 
bearing  age  taking  care  of  themselves,' 
says  pediatrician  Lorna  Friedman. 
CIGNA's  senior  medical  executive.  Unti. 
research  provides  a  more  definitive 
answer,  she  says,  the  best  preventative 
medicine  may  include  a  trip  to  the  dentist 
regular  visits  to  the  gym,  and  a  thorough 
pre -pregnancy  checkup. 
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Your  life  changes  the  day  your  baby  is  born. 
But  for  the  parents  of  more  than  500,000  infants  born 
prematurely  in  the  U.S.  every  year,  that  day  comes 
much  too  soon.  At  CIGNA®  we're  proud  to  be  a 
national  sponsor  of  the  March  of  Dimesf  a  group 
dedicated  to  reducing  premature  births  and  saving 
these  babies'  lives.  In  addition,  we  offer  the  CIGNA 
HealthCare  Healthy  Babies®  program,  where  we  provide 
up-to-date  information  and  support  to  help  you  and 
your  baby  from  prenatal  to  post-delivery.  Because  the 
most  precious  gift  you  can  give  your  child  is  a  healthy 
start  in  life.  For  more  information  on  CIGNA  employee 
benefits,  ask  your  employee  benefits  manager  or  visit 
js  at  www.cigna.com/healthybabies. 
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When  it  came  to  our  tasting  of  "white 
goods,"  the  superpremiums  ruled  the 
day.  Here,  our  top  three  in  each 
category,  plus  our  tasters'  comments: 


LIQUOR  BRAND/PRICE* 

OUR  AWARD 

TOP  3  GINS          fe 

Hendrick's 

/ 

Most^V 

\ 

J>30/750ml 

Flavorful) 

Tanqueray  No. 

Smoothest 

Ten  $26/750ml 

Juniper  Green 

Best 

m 

Organic 

Presentation 

o 

$26.50/750ml 

i 

4. 

1 

5 
o 

— I 

MUi 


OTS 


-5G  I  N 


^hendrick's; 

A  Most  Unusual  Gin 


What's  Hot  This  Week  At 

BusinessWeekcorr 
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The  Innovation  Edge 

The  most  exciting  developments  tend  to  emerge  at  the  nexus  of 
two  or  more  disciplines.  Our  Special  Report,  Cutting-Edge  Designe 
focuses  on  innovation  where  a  classic  design  discipline- 
branding,  architecture,  or  product  design— intersects  with 
another  discipline  or  a  nascent  technology,  creating  something 
entirely  new.  Watch  a  slide  show  that 
highlights  the  efforts  of  10  maverick  designers 
working  in  these  fertile  areas.  Catch  our 
weekly  podcast  series  every  Monday,  10 
Cutting-Edge  Designers,  which  profiles 
pioneers  pushing  the  limits  of  their  field. 
Read  an  essay  by  metacool  blogger  Diego  , 
Rodriguez,  who  gets  inside  one  of  the  most 
important  trends  shaping  design  today:  the  increasing  focus  or 
delivering  good  customer  experiences,  which  is  blurring  the 
traditional  distinctions  between  design  and  business.  And 
test  your  knowledge  with  MoMA  curator  Paola  Antonelli's  quiz  on 
breakthrough  designs  of  the  past.  You'll  find  this  and  more  at 
www.businessweek.com/go/06designers. 


BusinessWeek  weekend 


Grab  Your  TV  Clicker  This  Weekend  for: 

I  The  Best  GPS  I  Motorola  CEO  Ed  Zander 
Check  your  local  TV  listings  for  program  dates  and  times.  For  video  clips  go  to  www.businessweekweekend.com 


The  award-winning  Lily  lamp 
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^e  are  changing  the  skies,  y 


,es  are  changing...  With  a  new  shape,  formed  by  the  energy  of  thousands 

of  "a  job  well-done".  From  design  through  to  service  comes  an  approach 

:assuringly  fresh  from  beginning  to  end.  A  change  set  to  leave  its  hallmark 

world.   From  Europe's  fastest  growing  airline. ..Turkish  Airlines 

iy.com  |  +90  212  444  0  849 


TURKISH   AIRLINES 

Your  Magical  Gateway  To  The  World 


On  thousands  of  narrow  streets  in  cities  and  villages  all  over 
Central  America,  you'll  find  tiendas...  tiny  stores  selling  groceries 
and  essentials.  Food  companies  face  a  unique  challenge  delivering 
refrigerated  foods  to  these  out-of-the-way  places.  So  Cargill's  supply 
chain  specialists  fit  a  solution  to  the  need.  Sales  representatives 
travel  on  maneuverable  motorcycles  equipped  with  iceboxes  and 
handheld  computers...  delivering  the  products  tiendas  need,  when 
they  need  them.  Proving  that  a  delivery  system  doesn't  have  to  be 
big  to  be  efficient.  This  is  how  Cargill  works  with  customers. 

collaborate      >      create     >      succeed 
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SUPPLY  CHAIN 
THAT  GOES 
WHERE  TRUCKS 
ONLY  DREAM  OF. 
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Front 


"I  need  the  Mexicans. 
They  don't  just  pick  the 
mango,  they  eat  the 
mango." 

-Peter  Arreola,  a  Umina  Bros,  produce 

salesman,  on  the  slowdown  on  May  1  as  local 

retailers  closed  in  solidarity  with  immigrant 

workers,  to  The  Los  Angeles  Times 


ITED  BY  DEBORAH  STEAD 
SVERSALS 

ft  PA  BEAR 
HANGES 
IS  TUNE 

l  YEARS,  he  has  been  the 
bal  economy's  most 
iminent  bear  on  Wall 
eet.  Now,  Stephen  Roach, 
ef  economist  at 
organ  Stanley,  is 
ling  bullish.  It's 
:  that  Roach  thinks 
U.S.  is  free  and 
ar  of  the  trade 
Dalance,  budget 
kit,  and  housing 
Dble  that  kept  him 
omy  for  seven 
is.  But  concerns  raised  at 
Apr.  21  meeting  of  Group 
iight  nations  and  the  IMF 
wed  him  that  the  problems 
he  day  are  at  least  being 
nowledged.  "There's  a  lot 
leavy  lifting  that  needs  to 
done,  but  this  is  an 
portant  first  step,"  he  says. 


NottalwiBristeisnsi^ 


o 


"This  was  a  big  deal  for  me." 

Roach  says  he's  cheered  by 
steps  being  taken  by  the 
"stewards  of  globalization" 
to  deal  with  record  debt.  He 
feels  that  central  banks  won't 
"slam  the  economy  through 
the  windshield,  as  they 
normally  do." 

Some  former  bear 
brethren  are  grumbling 
about  the 
conversion.  "He's 
the  only  person  on 
Wall  Street  with 
whom  I  felt  some 
kinship,"  says  Peter 
Schiff,  president  of 
Euro  Pacific  Capital,  a 
Darien  (Conn.) 
brokerage.  Schiff 
wonders  where  the  solace  is 
in  policymakers'  admitting 
"the  obvious."  Never  has 
Roach's  old  doomsday 
scenario  been  closer  to 
unfolding,  Schiff  says:  "I  take 
it  as  a  very  bearish  indicator 
for  him  to  be  a  bull." 

-Mara  Der  Hovanesian 


IE  BIG  PICTURE 

SEAM  JOBS  Some  27%  of  undergrads  say 
Dntributing  to  society"  is  a  top  career  goal.  With  a 
%  rise  in  entry-level  jobs  available  this  year, 
counting  ana  other  blue  chips  may  have  lost  some 
ure.  Here  are  students'  top '  desirable  employers": 


2     0     0     5  2     0     0 

1.BMW  1.  Walt  Disney 

2.  PricewaterhouseCoopers  2.  Google 

3.  Ernst  &  Young  3.  U.S.  State  Dept. 

4.  Boeing  4.  FBI 

5.  Johnson  &  Johnson  5.  CIA 

iUniversum  Communications'  survey  of  more  than  37,000  U.S.  undergraduates 


IMAGE  UPDATE 


Giving  Yuppies 
The  Heave-Ho 


WHEN  THE  BMW  7  Series  sedan  debuted  in  2001,  reviewers 
howled  that  it  had  the  ugliest  rump  in  all  of  auto  design.  But 
in  an  upcoming  print  ad  for  the  car,  that  rump— lately 
emulated  by  rivals  Toyota  and  Mercedes-Benz— is  proudly 
displayed  beside  the  headline,  "Not  taking  risks  is  risky." 
The  ad  is  part  of  BMW's  new  U.S.  advertising  campaign,  to 
debut  on  May  8— a  campaign  created  to  sell  the  Bavarian 
carmaker  as  a  nimble,  innovative  company  and  to  ditch  any 
lingering  yuppie  associations  with  the  brand. 

BMW  wants  to  appeal  to  the  type  of  people  identified  by 
author  Richard  Florida,  a  consultant  on  the  ad  campaign,  in  his 
book  The  Rise  of  the  Creative  Class.  So  along  with  the  7  Series'  so- 
called  Bangle  Butt  (named  after  BMW's  chief  designer,  Chris 
Bangle),  the  ads  will  spotlight  the  carmaker's  Leipzig  auto  plant, 
designed  by  renowned  architect  Zaha  Hadid,  and  its  Art  Cars- 
racing  vehicles  painted  by  artists  like  Andy  Warhol  and  David 
Hockney  and  exhibited  in  museums.  In  one  TV  ad  about  the 
dangers  of  "idea  killers,"  an  Ansel  Adams  photograph  is  trashed 
and  Frank  Lloyd  Wrighf  s  Fallingwater  house  gets  the  wrecking 
ball.  The  campaign's  theme:  "At  BMW,  ideas  are  everything." 

BMW's  U.S.  sales  hit  a  record  266,000  last  year.  But 
marketing  chief  Jack  Pitney  has  been  spooked  by  research 
showing  that  75%  of  luxury  car  buyers  won't  consider  a  BMW. 
"Even  some  buyers  too  young  to  know  what  a  yuppie  is, 
except  from  a  pop  culture  museum,  associate  us  with  the  Y- 
word  and  can't  see  themselves  in  a  BMW,"  he  says. 
The  campaign  is  the  first  from  Austin  (Tex.)  ad  shop 
GDS&M,  known  for  Southwest  Airlines  and  Krispy  Kreme 
ads  and  for  helping  Bill  Clinton  get  elected.  Maybe  it'll 
get  BMW  the  votes  it's  looking  for.  -David  Kiley 
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FUTURE  SHOCK 

THE  GUY  WHO 
MAKES THE 
SIGHS  KHOWS 


WILL  GAS  PRICES  soon  reach 
$4  a  gallon  around  the 
country?  Ask  Guy  Barnes, 
president  of  Fast-Ad,  one  of 
just  a  few  businesses  that 
produce  gas  station  pricing 
signs  for  oil  companies.  In 
the  past  two  weeks,  Fast-Ad, 
based  in  Santa  Ana,  Calif., 
has  been  receiving  a  small 
but  growing  number  of 
orders  for  sign  panels 


stamped  with  a  giant  "4" 
and  a  decimal  point.  Both 
independents  and  gas 
stations  owned  by  Big  Oil  are 
requesting  the  4s,  he  says. 
"I'm  sending  some  to  the 
Midwest  right  now,"  Barnes 
told  Platts  Oilgram  News 
on  May  1. 

Fast-Ad  is  also  getting 
calls  for  4s  from  station 
managers  in  the  South  and 
from  those  on  the  East  Coast 
"all  the  way  from  Florida  to 
New  Jersey,"  he  says.  Barnes 
says  that  at  full-service 
stations  in  California  prices 
for  premium  have  already 
surpassed  the  $4  mark  in 
San  Francisco,  Palm  Springs, 
Beverly  Hills,  and  Coronado. 

Barnes  has  been  making 
his  signs  since  1964,  when 
gas  prices  averaged  30<f  a 
gallon.  Asked  if  there  are 
pockets  of  low-priced  gas 
today,  he  replies  drily  that 
"no  one  is  buying  the  Is  with 
a  decimal."  At  least  they 
aren't  buying  5s.  Yet. 

-Jessi  Hempel 


ATTENTION-GETTERS 

TO  THE  LIST  of  iconic  images  created  by  the 
nonprofit  Ad  Council  (Smokey  Bear,  the  Crying 
Indian),  add  the  latest  candidate:  a  little  girl  in 
the  path  of  an  oncoming  train.  The  Ad  Council 
says  its  series  of  new  public  service 
announcements  aims  to  shock  viewers  into 
realizing  that  global  warming  from  greenhouse 
gas  emissions,  if  not  halted,  will  hurt  today's 
kids,  not  just  far-off  generations. 

Created  by  Ogilvy  &  Mather  Worldwide  in 
collaboration  with  Environmental  Defense,  a 
nonprofit  group,  the  $100  million  campaign  is; 
slated  to  run  for  three  years  on  TV,  radio,  in  prii 
and  at  FightGlobalWarming.com.  -Adam  Ast 


BLOGSPOTTING 

CHINA,  COURTSIDE 

www.chinalawblog.com 

»  WHY  READ  IT  For  dispatches 
on  China's  business  laws 
written  by  international 
lawyers  Dan  Harris  and  Steve 
Dickinson  of  Harris  &  Moure. 

» NOTABLE  POST  "Even  though 
China's  courts  are  controlled 
from  Beijing,  the  chances  of 
getting  a  fair  trial  are  much 
greater  in  prosperous 
commercial  cities  like 
Shanghai,  Tianjin,  or  Qingdao 
than  they  are  in  a  small  city. . . . 
[A]  foreign  company 
prevailing  against  a  powerful 
local  company  in  a  Chinese 
court  is  always  going  to  be 
less  likely  than  if  all  parties 
are  of  the  same  strata.  So 
China's  courts  are  not  always 
fair.  But,  they  are  fair  way 
more  often  than  credited." 


REWIND 


THE  FEDS  REEL  IN 
A  GREAT  WHITE 

AFTER  LIVING  ON  THE  LAM  for  almost  two  years, 

Rebecca  Hauck,  34,  was  arrested  a  few  weeks  ago  by 

U.S.  Secret  Service  agents  in  Houston  on  federal 

charges  of  bank  fraud,  identity 

theft,  and  money  laundering, 

among  others.  Along  with  her 

ex-boyfriend,  Matthew  Cox,  36, 

Hauck  is  charged  with 

swindling  at  least  10  lenders, 

including  Bank  of  America  and 

SunTrust  Banks,  by 

engineering  an  elaborate 

mortgage  fraud  scheme  that 

spanned  Alabama,  the 

Carolinas,  Florida,  and  Georgia  (BW-Sept.  5). 

Authorities  say  Hauck  and  Cox  rented  properties 

and,  assuming  the  identities  of  the  true  owners,  then 

forged  "deeds  of  satisfaction"  to  erase  mortgage 

liens  and  obtain  multiple  loans  on  the  same  property. 


SHARKS 

IN  THE 
HOUSING  POOL 


REBECCA' 


From  2002  to  2004,  Hauck  and  Cox  allegedly 
amassed  millions  in  fraudulent  loans  and  then 
disappeared.  "Ms.  Hauck  was  the  subject  of  a 
nationwide  fugitive  search  after  her  alleged 
widespread  criminal  fraud  scheme  left  a  trail  of 
victims  and  a  lot  of  missing  money,"  said  David 
Nahmias,  the  U.S.  Attorney  for  the  Northern  Disti 
of  Georgia.  Hauck  was 
arraigned  before  U.S. 
Magistrate  Judge  Christop 
Hagy  on  Apr.  24  and  is  beii 
held  without  bond.  Hauck' 
attorney,  Paula  Hutchinsoi 
says  she  expects  her  clien 
enter  a  guilty  plea  on  May 
According  to  Hutchinson, 
Hauck  is  cooperating  with 
investigators  who  are  still 
hunting  for  Cox.  He  is  rumored  to  be  hiding  in 
Florida,  where  the  pair  first  met  through  an  onlin 
dating  service.  Hutchinson  says  she  hopes  Hauc 
will  receive  considerably  less  prison  time  if  she 
helps  lead  investigators  to  him.     -Coleman  Co 
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STOCKS 


FOR  SMART 
PICKS,  ASK 
A  PLAYMATE 

Looking,  perhaps,  for 
investors  comfortable  with  a 
certain  amount  of  exposure, 
Tradingmarkets.com,  a  site  for 
short-term  traders,  asked 
Playboy  to  assemble  10 
former  centerfold  Playmates 
for  a  2006  investing  contest. 
In  January  each  woman  built 
a  virtual  five-stock  portfolio. 
As  of  May  1,  four  Playmates 
have  matched  or  beaten  the 
4.56%  return  of  the  S&P  500. 
Collectively  the  group  has  a 
7.87%  return,  topping  the 
results  of  about  75%  of  all 
mutual  funds  so  far  this  year. 
Admittedly,  overall  results 
have  been  skewed  by  the 
standout  performance  of 
Amy  Sue  Cooper  (above), 
now  a  nursing  student,  whose 
picks  are  up  47.9%.  (Only  two 
of  the  20,187  mutual  funds 
tracked  by  Morningstar  have 
done  better.)  Her  portfolio 
benefits  from  two  energy 
plays:  Pacific  Ethanol  (up 
214%)  ana  Dril  Quip,  a  maker 
of  offshore  drilling  ge 
57%).  Cooper  says  she  chose 
her  stocks  by  looking 
"what's  going  on  in  the  news." 
Tradingmarkets.com 
donate  $50,000  to  the 
winner's  chosen  charity. 

-Dean  Foust 


THE  ROAD  OM 

SOOTHING 
THE SAVAGE 
DRIVER 

CAN  FENG  SHUI,  the  ancient 
Chinese  art  of  design  and 
object  placement,  improve 
driver  safety?  A  report  issued 
by  insurer  Aon  Private  Clients 
in  Britain  advises  its 
customers  to  sprinkle  sea  salt 
crystals  on  car  floor  mats  to 
help  "alleviate  the  negative 
feelings  which  can  lead  to 
road  rage."  (Helpfully,  the 
report's  commissioned 
author,  feng  shui  expert 
Raymond  Catchpole,  adds: 
"Don't  do  this  while 
driving.") 

What  else,  according  to  the 
report,  can  increase  the 
harmony  and  balance  of  your 
vehicle?  Clean  windows  ("the 
eyes  of  the  car")  and  a 
clutter-free  interior  allow  chi, 


or  spiritual  energy,  to  flow 
more  freely.  And  drivers 
using  cell  phones  and  Wi-Fi 
devices  should  drink  plenty 
of  water  to  flush  out  the 
"draining"  effects  of  such 
wireless  devices.  Tying  a  blue 
ribbon  around  the  rearview 
mirror  is  also  recommended 
to  evoke  the  beneficial 
flowing  forces  of  water,  one  of 
the  five  feng  shui  elements. 

Aon  Private  Clients,  which 
specializes  in  coverage  of  the 
assets  of  wealthy  customers, 
is  aware  that  the  report  may 
be  greeted  skeptically.  "If  s  a 


GREEN  WATCH 

CORNSTARCH  BY  VERSACE 


ETHANOL  IS  MUCH  in  the  news 
for  its  use  as  an  alternative 
fuel  (page  52).  But  another 
corn-based  substance,  made 
largely  by  NatureWorks, 
owned  by  Cargill,  is  sprouting 
up  in  dozens  of  products.  If  s 
in  water  bottles  and  baby 
wipes.  Versace  Sport  makes 
jackets  and  sweatshirts  out  of 
it.  Sony  uses  it  in  packaging. 
And  last  fall,  Wal-Mart  started 
selling  some  produce  in 
containers  made  of  it. 

The  material,  made  from 
corn  starch,  is  known  as  PLA. 
If  s  created  when  corn  starch 
is  melted  into  syrup, 
fermented  into 
lactic  acid,  and 
shaped  into  a 
resin.  The  end 
product — pellets 
that  resemble  rice 


grains— can  be  melted  and 
spun  into  fiber  or  molded  into 
packaging.  Since  2002, 
NatureWorks  has  been 
marketing  the  material  as 
either  Ingeo  (for  textiles)  or 


AMAIZING 

Hoodies 
and  bio- 
packaging 
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lighthearted  way  of  raising 
the  issue  of  driver  safety," 
says  Ian  Cullen,  the  group' 
director.  But,  he  adds: 
"There's  a  serious  underlyi 
message  that  drivers,  unde 
pressure  from  work  or  heci 
social  lives,  need  to 
understand  the  link  betwer 
their  car's  environment  an 
accidents." 

Alas,  no  hints  in  the  rep 
about  neutralizing  the  bad 
energy  flowing  from  kids' 
fights  in  the  back  seat.  Or 
soaring  prices  at  the  pump 
-Adrienne  Ca 


NatureWorks  PLA  (for 
packaging).  PLA's  eco- 
credentials— if  s  compostali 
and  made  from  100% 
annually  renewable  source 
have  helped  the  company 
grab  market  share  from 
synthetic  products.  Some 
35,000  retail  outlets  carry 
or  Ingeo  products,  includii 
Costco  and  Target. 
NatureWorks  says  its  sales 
rose  230%  from  2004  to  2t 
PLA  is  pricier  than  som 
petroleum-based  material 
such  as  nylon.  Ingeo,  thot 
machine  washable  and  fla 
resistant,  can  melt  when 
ironed.  In  packaging,  PL£ 
has  a  porous  quality  that 
limits  its  shelf  life.  But  hij 
oil  prices  make  it  cost- 
competitive  with  the  wid« 
used  plastic  PET.  And  for 
conscious  consumers  wh< 
want  to  eat  their  corn  anc 
wear  it,  too,  if  s  the  perfec 
-Elizabeth  M 


only  go  to  stores  that  play  instrumental  versions  of  my  favorite  rock  songs  at  a  low  volume. 


If  you're  still  not  using  FedEx,  you're  running  out  of  excuses. 


FedEx  Kinko's  can  help  your  business  solve  all  kinds  of  creative  challenges. 
We  can  produce  anything  from  business  cards  and  brochures  to  more  complex 
jobs  like  training  manuals  and  professional  sales  proposals  —  completed 
accurately  and  on  time.  And  you  can  always  trust  us  for  high-quality 
printing  and  copying.  Stop  by  one  of  our  more  than  1,100  locations,  or  go  to 
fedexkinkos.com  to  learn  more.  It's  easier  than  thinking  of  reasons  not  to. 


FecO^  Kinko's, 

Office  and  Print  Center 
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"Corporations  need  to 
find  more  engaging  ways 
to  get  people  to  think 
outside  their  comfort 
zones  on  a  daily  basis." 

-Michael  DiGiovanni 
Bloomfield,  Conn. 
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WHERE  THE  INNOVATION  IS 
-AND  ISN'T 

I  FOUND  IT  INTERESTING  that  the  No.  1 
obstacle  to  innovation  cited  by  respon- 
dents to  your  survey  in  "The  world's  most 
innovative  companies"  is  slow  develop- 
ment times  (Cover  Story,  Apr.  24).  It 
seems  to  me  that  the  No.  1  obstacle  is  get- 
ting people  to  generate  truly  innovative 
ideas  in  the  first  place.  Maybe  not  all  in- 
novation is  created  equal.  Directional  in- 
novation—the linear  thinking  that  moves 
you  to  improve  a  product  or  a  service  in- 
crementally—may  well  be  time-sensitive, 
and  these  ideas  may  come  more  readily. 
But  "intersectional  innovation"  is  some- 
thing different.  This  is  the  type  of  think- 
ing that  is  nothing  short  of  revolutionary. 
This  type  of  innovation— the  Holy 
Grail  that  can  put  a  company  on  the  map 
or  revitalize  a  sleepy  organization— is  in 
short  supply.  The  reason  is  not  lack  of  in- 
centives; it  is  lack  of  understanding  and 
opportunity.  I  was  encouraged  to  read 
that  some  of  the  companies  on  your  list 
do  embrace  the  practices  that  foster  inno- 
vation by  providing  opportunities  for 
cross-functional  and  cross-cultural  dia- 
logue. But  as  a  business  consultant,  it  is 
my  sense  that  most  companies  still  don't 


get  it.  Corporations  need  to  find  more  e 
gaging  ways  to  get  people  to  think  01 
side  their  comfort  zones  on  a  daily  ba; 
so  they  don't  miss  opportunities  f 
groundbreaking  innovation. 

-Michael  DiGiovan 
Bloomfield,  Cor 

I  APPLAUD  YOUR  broad  definition  of  i 
novative  companies  that  goes  beyo:' 
product  innovation  to  include  proa 
and  business  model  innovation.  It  wai 
step  in  the  right  direction,  but  you  did: 
go  far  enough.  The  most  innovative  co* 
panies  on  the  business  side  of  the  ledgj 
are  often  the  most  innovative  on  the 
nancial  side  as  well.  Google  Inc.'s  creati 
initial  public  offering  and  Dell  Inc.'s 
tensive  use  of  free  trade  credit  are  just  t 
of  many  examples.  In  short,  don't  for? 
the  right  hand  of  the  balance  sheet  whi 
you  define  innovative  companies. 

-Jonathan  B.  We 

Northeastern  Univer; 

Bos, 

I  AM  DISAPPOINTED  to  see  compan 
such  as  Apple  Computer  Inc.  featured 
the  top  of  your  list  of  most  innovat 
companies.  Let  me  tell  you  what  con 
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tutes  an  innovative  company:  the  ability 
to  produce  a  product  that  makes  a  differ- 
ence in  the  lives  of  mankind  at  a  price  that 
is  affordable.  Agreed,  iPods  are  cute, 
though  expensive,  but  do  you  think  we 
would  be  missing  something  if  the  iPod 
didn't  exist? 

I  am  glad  to  note  your  comments  on 
the  efforts  of  Nokia  Corp.  to  make  cell 
phones  that  suit  the  environmental  condi- 
tions in  India  and  elsewhere.  Innovation 
should  never  be  about  producing  the  best 
value  for  shareholders  or  having  high 
margins  but  should  always  be  about  the 
usefulness  of  the  product. 

-Srinivas  Balla 
Arlington,  Va. 

BY  INCLUDING  MICROSOFT  Corp.  in 
BusinessWeek's  list  of  most  innovative 
companies,  your  survey  respondents  se- 
lected a  company  that  copied  the  idea 
that  became  the  Windows  environment. 
This  "innovative"  company  did  not  in- 
vent the  spreadsheet  or  the  word- 
processing  program.  It  also  didn't  see  the 
Internet  coming  and  even  more  more  re- 
cently did  not  recognize  the  importance 
of  the  search  engine. 

I  have  no  doubt  that  Microsoft  de- 
serves the  title  of  "Most  Opportunistic 
Company"— that  would  at  least  reflect 
how  many  of  us  resent  the  lack  of  pro- 
ductivity we  suffer  because  of  Microsoft's 
non-innovative  products. 

-Carlos  A.  Sanchez 
Miami 

CALIFORNIA'S  CHAMBER  OF 
COMMERCE  BEGS  TO  DIFFER 

RE  "WHY  BIZ  BACKS  this  tax  hike  on  the 
rich"  (Up  Front,  Mar.  27)  on  California's 
Proposition  82:  For  our  members,  in- 
cluding the  dozens  of  local  Chambers  of 
Commerce  that  have  joined  in  opposition, 
the  question  is  not  whether  preschool  is 
good  or  bad  or  even  if  expanding  pre- 
school opportunities  is  a  worthwhile 
goal.  Instead,  the  question  is  this:  At  a 
time  when  California  has  many  other 
pressing  needs,  such  as  fixing  K-12 
schools,  should  we  institute  yet  another 
new  government  program,  at  a  cost  of 
$2.4  billion  annually,  to  increase  pre- 
school enrollment  by  a  mere  4%  or  5%? 

That's  why  even  the  former  and  cur- 
rent state  Senate  presidents— Democrats 
both— have  joined  with  California's  busi- 
ness community  and  many  other  groups 
in  opposition  to  Proposition  82. 

-Allan  Zaremberg 

President 

California  Chamber  of  Commerce 

Sacramento 
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FROM  A  LOYALIST,  A  FEW  WORDS 
FOR  GOP  DEFECTORS 

RE  "FLIGHT  OF  the  investor  class" 
(News:  Analysis  &  Commentary,  Apr.  24): 
Perhaps  the  defections  of  voters  from 
President  George  W.  Bush  and  the  GOP 
reflect  the  thinking  of  those  who  are  not 
true  investors.  The  poll  numbers  are  of 
consequence,  but  I  wonder  about  those 
who  were  surveyed.  They  do  not  seem  to 
recognize  the  robust  economy  that  Bush 
has  helped  to  create,  including  the  fairly 
tame  inflation  rate  and  extraordinary  un- 
employment rate.  The  rising  national 
debt  is  of  concern  but  not  unusual  in  our 
history  and  represents  a  fraction  of  gross 
domestic  product.  Bush  was  even  blamed 
for  high  gas  prices.  Have  the  investors 
you  quoted  forgotten  that  Bush  has 
worked  to  expand  oil  production  but  that 
environmentalists  have  blocked  new  ex- 
ploration for  decades? 

-  Chuck  Lindell 
Colorado  Springs,  Colo. 

IMMIGRATION:  FOUR  THINGS 
THE  HOME  COUNTRIES  COULD  DO 

"THE  BEST  IMMIGRATION  reform" 
(Outside  Shot,  Apr.  24)  repeats  a  frequent 
refrain  that  the  countries  of  immigrants 


should  institute  policies  that  reduce 
need  for  citizens  to  go  elsewhere  to  f 
jobs.  If  it  were  easy,  they  probably  wot 
But  how  long  do  you  think  it  would  ac 
ally  take  for  Central  and  South  Amelia 
match  the  job  availability  in  the  I 
economy— 10  years,  50  years,  100  yes 
or  maybe  never? 

One  thing  that  could  be  done  toe 
that  would  show  results  within  5  to 
years  would  be  to  have  the  native  coi 
tries  of  immigrants  reduce  their  rates 
population  growth.  This  third  rail  oft 
itics  is  even  more  difficult  to  deal  w 
and  survive  than  controlling  illegal  im 
gration,  especially  where  large  fami 
are  traditional.  So  when  a  country's  p 
ulation  growth  outpaces  its  job  grov 
perhaps  the  only  easy  solution  is  to 
port  the  resulting  unemployment. 

Population  growth  is  something  t 
individual  countries  can  manage.  ' 
U.S.  should  not  bear  the  consequer ' 
because  thev  refiise. 

-Don  V 
Round  Rock, 


because  they  refuse. 


THE  HERITAGE  Foundation's  Stepjj 
Johnson  may  have  forgotten  to  mentfl 
three  key  areas  that  would  help  the  1 1 


1  Europe  manage  their  immigration 
iblems.  One:  Establish  transparency  in 
rernment  entities  and  companies  in 
ith  America.  (This  would  ensure  con- 
:ency  in  applying  any  free  market  re- 
ms.)  Two:  Eradicate  corruption  at  all 
ds  of  government  that  allows  for  a 
ious  cycle  of  wasted  money.  Three: 
ivide  strong  support  for  education  ini- 
ives  since  countries  with  strong  edu- 
ional  programs  tend  to  succeed  in  the 
bal  marketplace  (Chile  and  Mexico  be- 
two  examples). 

legardless  of  what  measures  the  U.S. 
1  Europe  take  to  make  their  borders 
re  secure,  such  as  guest  worker  plans 
1  the  like,  they  will  not  fully  succeed  if 
elements  above  are  not  tackled. 

-TomasA.  Romero 
Chelmsford,  Britain 

DITORS  ARE  MORE  HONEST 
IAN  THEY  GET  CREDIT  FOR 

•ON'T  TYPICALLY  respond  to  Business- 
zk  columns,  but  I  felt  compelled  to 
igh  in  on  Don  Moore's  "SarbOx 
:sn't  go  far  enough"  (Outside  Shot, 
r.  17).  Moore  argues  that  auditors  lack 
ependence  because  of  "moral  seduc- 
i"  and  because  the  corporate  execu- 


"Let  me  tell  you  what 
constitutes  an  innovative 
company:  the  ability  to 
produce  aproduct  that 
makes  a  difference." 


-Srinivas  Balla 
Arlington,  Va. 


rives  who  are  their  clients  exert  too  much 
control  over  them.  That  may  be  what 
Moore's  academic  research  tells  him,  but 
the  reality  is  that  in  most  cases  auditors 
are  fiercely  independent.  The  Big  Four 
have  to  maintain  their  independence  be- 
cause they  are  closely  monitored  by  the 
Public  Companies  Accounting  Oversight 
Board  (PCAOB).  They  are  also  scared  to 
death  because  they  know  their  potential 
liability  in  lawsuits  would  skyrocket  un- 
der the  current  system,  and  Sarbanes  Ox- 
ley  gives  them  even  fewer  excuses  for 
missing  material  issues. 

Moore  also  discusses  the  fact  that  the 
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law  still  allows  auditors  to  perform  non- 
audit  services.  True,  but  in  reality  most 
audit  committees  do  not  allow  the  audi- 
tors to  perform  significant  non-audit 
services  anymore. 

Overall,  though,  I  think  Moore  has 
missed  the  point  because  you  cannot  leg- 
islate or,  based  on  his  suggestion,  insure 
morality.  If  a  manager  lacks  morals  and 
is  smart  enough,  he  or  she  will  find  a  way 
to  commit  fraud. 

The  truth  is  that  the  vast  majority  of 
companies  are  managed  by  honest  peo- 
ple who  want  to  get  it  right. 

-Aaron  Lawrence 
Allen,  Tex. 

CORRECTIONS  &  CLARIFICATIONS 

In  "Airbus  may  hit  an  air  pocket  over  China" 
(Global  Business,  Apr.  24),  because  of  a 
photo  agency  error,  we  mistakenly  ran  a 
picture  of  a  Boeing  737  instead  of  an 
Airbus  A320,  as  intended. 

In  "Blue-chip  blues"  (Cover  Story,  Apr.  17), 
a  chart  showing  global  stock  market 
returns  in  2005  used  an  incorrect  flag  to 
represent  South  Africa.  We  regret  the  error. 
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Why  We  V  Milton 


NEW  YORK  CITY  was  an  urban  basket 
case  in  the  1970s.  Crime  soared, 
businesses  were  shuttered, 
neighborhoods  deteriorated,  and  10%  of 
the  city's  population  fled.  New  York 
government  was  essentially  bankrupt, 
and  Washington  shunned  a  bailout,  a 
decision  memorably  captured  by  the 

Daily  News  headline  "Ford 
to  City:  Drop  Dead." 
Desperate  to  bring  in 
tourist  dollars,  the  New 
York  State  Commerce 
Dept.  approached  graphic 
designer  Milton  Glaser  to 
design,  pro  bono,  a  logo  to 
sell  the  city. 

The  result, "  I VNY,"  is 
one  of  the  most  widely  rec- 
ognized logos  in  history. 
And  its  creator  gets  much 
of  the  credit  for  fusing  fine 
arts  and  pop  culture  into  a 
uniquely  American  brand 
of  graphic  design.  A  prolif- 
ic illustrator  of  books  and 
albums,  his  poster  of  Bob 
Dylan  in  silhouette  with 
multicolored  hair  decorat- 
ed many  a  college  dorm 
room  in  the  1960s  and 
1970s.  The  revolutionary 
look  he  created  for  New 
York  Magazine  in  1968  de- 
fined the  state  of  the  art. 
He  also  helped  shape  The 
Washington  Post,  U.S.  News 
&  World  Report,  The  Village 
Voice,  and  The  Nation— as 
well  as  crafting  the  graphic 
look  of  the  Franklin  Mills 
Mali  in  Philadelphia  and  supermarkets  for  James  Goldsmith. 

Bom  in  New  York  City  in  1929,  Glaser  attended  the  Cooper 
Union's  art  school  in  Manhattan  and  studied  art  in  Italy  on  a 
Fulbright  grant.  American  design  at  the  time  was  under  the 
sway  of  modernist  European  ideas  and  sensibilities.  Glaser 
broke  with  all  that  but  kept  the  insights  from  his  studies.  Fas- 
cinated by  the  Baroque  Romanesque,  and  other  periods,  he 
rummaged  through  an  history,  absorbing  the  narratives  that 
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Milton  Glaser 
pushed  the 
design  esthetic 
in  a  new 
direction— one 
we  still  travel 


could  convey  emotion.  History  and  literature  informed  his  il- 
lustrations, even  as  he  trampled  traditional  barriers  between 
high  art  and  commercial  design.  "I  am  thinking  of  changing 
my  self-definition  from  a  designer  who  occasionally  practicec 
art  to  an  artist  who  practices  design,"  he  told  an  audience  of 
graphic  artists  last  year. 

In  1954,  Glaser,  Seymour  Chwast,  and  Edward  Sorel 
formed  the  influential  Pushpin  Studios  in  New  York,  which 
became  a  magnet  for  talented  clients  in  music  and  publishir 
circles.  In  1968,  Glaser  and  editor  Clay  Felker  created  New 
York  Magazine.  Glaser  felt  that  a  magazine  wasn't  a  lot  diffei 
ent  from  a  supermarket.  The  design  has  to  be  compelling.  T 

„  _    customers  can't  get  bore 
They  must  be  drawn  froj 
the  beginning  of  an  aisle 
to  the  end,  from  the  fron 
to  the  back.  In  the  early 
years  of  the  magazine,  7 
editors  and  writers  were, 
crowded  onto  one  floor 
with  one  bathroom,  wea; 
ing  coats  in  the  winter  b 
cause  there  was  no  heat 
and  fighting  constantly 
because  there  was  no 
precedent  to  follow.  "Ov 
of  the  intensity,  the  ten- 
sion, we  created  a  maga 
zine  that  reflected  that  e 
ergy,"  says  Glaser.  "It  w 
the  best  time  of  our  live: 
Glaser  is  among  a  har 
ful  of  designers  who  have  pushed  for  the  marriage  of  design 
and  commerce,  now  common  in  stores  such  as  Starbucks  and 
Target.  He  is  working  on  a  youth  center  in  Chicago  that  will  b 
an  artistic  and  educational  haven  for  children  at  the  margins  ■ 
society.  And  he's  part  of  an  effort  to  turn  a  state  college  in 
Southampton,  N.Y,  into  a  model  for  "sustainable  education," 
from  the  design  of  dorms  to  the  use  of  electricity.  Many  of  his 
cent  posters  are  protests  against  war,  AIDS,  and  other  tragedii 
Last  year  he  and  co-author  Mirko  Ilic  came  out  with  a  book,  j 
Design  of  Dissent,  documenting  visual  challenges  mounted 
against  everything  from  Soviet  hegemony  to  the  war  in  Iraq. 
At  a  recent  book  signing,  says  Elizabeth  Lupton,  a  curate 
at  the  Cooper-Hewitt  National  Design  Museum,  young  peo 
crowded  around  Glaser,  wanting  "to  touch  genius."  Yet 
Glaser  can't  claim  to  truly  speak  their  language.  He  loves 
computers  but  worries  that  they  narrow  creativity,  which 
thrives  on  ambiguity,  fuzziness,  and  the  borders  between 
ideas.  Computers,  he  explains,  are  all  about  clarity  and  de- 
fined boundaries.  Even  now,  boundaries  beckon  to  Glaser  t 
come  and  break  them  down.  ■ 

-By  Christopher  Fa) 
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Technology&You 


BY  STEPHEN  H.  WILDSTROM 


An  Itsy  Bitsy  Problem 

The  Samsung  Ql  is  a  very  small,  very  clever  PC  saddled  with  two  very 
big  drawbacks.  It's  the  first  incarnation  of  a  design  called  the  ultra- 
mobile  PC  (UMPC),  and  it  is  well-suited  to  playing  videos  and  games. 
But  its  $1,099  price,  four  times  that  of  a  Sony  PlayStation  Portable,  is 
way  too  high.  And  Windows  XP  just  doesn't  work  on  a  device  this  size. 


Time  will  likely  take  care  of  the  first 
problem  as  cheaper  products  arrive 
from  the  likes  of  Taiwan's  ASUS  and 
China's  Founder  Group,  all  based  on 
the  same  Microsoft-Intel  UMPC  design. 
But  making  XP  and  other  software  run 
smoothly  may  be  much  more  difficult. 

Ultramobile  means  ultrasmall.  The 
Ql  weighs  just  27  oz.,  is  barely  an  inch 
thick,  and  makes  do  with  a  7-in.  screen. 
Microsoft  claims  such  computers  can 
run  "full-size  software,"  but  in  my  tests 
neither  Windows  nor  standard  applica- 
tions fit.  For  example,  the  Ql  comes  with  a  link  to  Mi- 
crosoft's Hotmail,  but  it  is  almost  unusable  because  you 
can't  see  enough  of  the  page  at  one  time. 

MICROSOFT  HAS  DONE  SEVERAL  THINGS  to  ameliorate  the 
problems  caused  by  the  lack  of  a  keyboard  and  the  tiny 
display.  The  UMPC  uses  Tablet  PC  software  that  lets  you 
enter  text  by  tapping  a  familiar  onscreen  keyboard  with  a 
stylus  or  by  using  handwriting  recognition.  In  addition, 
with  the  push  of  a  button  you  can  call  up  a  new  type  of 
virtual  keyboard:  Two  quarter-circle  arcs  appear  in  the 
lower  corners  of  the  krreen,  with  keys  big  enough  to  hit 
with  your  thumbs.  It  looks  weird,  but  it  works  reasonably 
well— as  long  as  the  keyboard  doesn't  hide  the  part  of  the 
screen  you  need. 

To  help  with  the  small  display,  a  special  menu  uses  extra- 
large  buttons  and  icons  to  launch  common  applications 
such  as  the  Internet  Explorer  Web  browser  or  the  wireless 
network  selection  program.  The  problem  is  that  more  often 
than  not  the  programs  these  buttons  link  to  have  not  been 
redesigned  for  the  small  screen.  IE  is  a  particularly 
unfortunate  example.  The  browser  devotes  a  lot  of  space  to 
toolbars  and  icons,  and  on  the  Ql,  these  fill  much  of  the 
screen.  A  Google  search  page  showed  just  one  result, 
compared  with  five  on  the  12.1-in.  widescreen  display  of  a 
Gateway  E-100M  ultralight  notebook.  Watching  films  from 
Movielink  is  a  natural  use  of  the  Ql,  but  selecting  films  for 
download  from  the  Web  is  painful  because  the  site  was 
designed  for  a  display  at  least  three  times  as  large. 


The  UMPC's  usefulness  soars 
when  it  runs  software  that  has  been 
tailored  to  its  diminutive  screen.  This 
point  was  drummed  in  by  a  couple  of 
well-customized  programs.  Microsof 
has  designed  a  special  version  of 
Windows  Media  Player  that  has 
buttons  big  enough  to  hit  with  a 
finger  but  still  leaves  most  of  the 
screen  available  to  show  video  or 
album  art  and  song  descriptions. 
Then  there's  the  specially  designed 
version  of  Sling  Media's  mobile 
TV  player.  If  you  have  Slingbox* 
hardware  connected  to  your 
home  TV  system,  you  can  use 
the  Ql's  full  screen  to  watch 
live  shows  or  programs  you 
have  stored  on  a  TiVo  or  on 
another  video  recorder. 

The  Ql  makes  a  nice,  if 
seriously  overpriced,  video 
viewer,  and  hardware 
improvements  in  coming 
^^^^^^^  months  are  likely  to  make  it 

even  better.  New  Intel  processors  will  boost  its  somewhat 
sluggish  performance  while  extending  the  mediocre  three 
hours  or  so  of  battery  life.  Using  flash  memory  could  allow 
the  sort  of  instant-on  response  we  expect  from  handheld 
devices  while  also  reducing  the  need  to  run  the  battery- 
draining  hard  drive. 

Still,  unless  something  is  done  to  make  the  software  fit 
the  device,  hardware  improvements  will  be  in  vain.  With 
the  Windows  UMPC  in  its  present  form,  buyers  would  do 
better  to  step  up  to  an  ultralight  laptop  or  down  to  a 
PlayStation  Portable  or  a  handheld  media  player.  ■ 

E-mail:  techandyou@businessweek.cor 
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Hvance,  a  leader  in  lighting  electronics,  watched  its  i  forage  costs  grow  along 

ith  its  business.  Advance  turned  to  HP  to  reverse  the  trend.  With  HP  StorageWorks, 
dvance  is  now  able  to  consolidate  its  data,  keeping  critical  information  online  for 
stant  access  while  constantly  moving  older  data  to  more  cost-effective  storage^-" 
I  this  has  reduced  the  time  needed  to  manage  the  storage  network  from  days 
mutes  and  clearly  illuminated  the  path  to  change,  hp.com/go/storageconsofictatrc 

)ols  of  change:  HP  StorageWorks  SAN, -Disk  Array,  Tape  Library 
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Media,  Marketing,  and  Advertising  in  the  21st  Century 


BY  JON  FINE 


Local  TVs  Clear  Shot  at  the  Nei 

Owners  of  TV  stations  once  had  to  try  to  mess  up  the  business.  Even  by 
media  standards,  they  posted  truly  ridiculous  profit  margins.  (Try  40%  an< 
up.)  Oh,  sure,  there  was  competition  from  cable,  endless  wrangling  with 
the  networks  you  did  business  with,  and  costly  local  news  wars,  fought 
with  expensive  gimmicks  like  news  choppers.  But  still:  While  other  media 


writhed  from  the  changes  wreaked  by  new 
entrants,  local  TV  was  a  relatively  undisturbed 
patch  of  the  sandbox. 

Then  Apple  unveiled  the  video  iPod.  And 
ABC  started  selling  programs  as  $1.99 
downloads  before  subsequendy  announcing 
that  it  would  stream  shows  over  the  Web,  sell 
ads  around  them,  and— oh,  yeah— not  share 
those  revenues  with  local  station  affiliates. 
Other  big  networks  have  signaled  a 
willingness  to  cut  the  local  stations  in  on  such 
revenues,  as  evidenced  by  NBC's  late-April 
deal  to  jointly  sell  its  213  affiliate  stations' 
video  programming.  Which  is  nice,  but  it 
doesn't  stop  local  station  guys'  nightmares 
from  now  coming  true.  Take,  for  instance,  the  media  executive 
who  told  me  he  got  hooked  on  Lost  via  iTunes,  tried  to  watch  it 
on  television  one  Wednesday  night,  realized  he  didn't  know 
what  network  it  was  on,  started  fumfering  around  with  TV 
listings,  and  then  decided  it  was  just  easier  stick  to  downloads. 

But  sometimes  the  Web  can  give  back  some  of  what  it  takes 
away,  and  there's  untapped  upside  for  local  TV  guys  online. 
Ad  agency  folks  will  tell  you  that  there's  more  demand  for 
Web  video  ads— for  a  local  station's  site,  the  ad  snippet 
preceding,  say,  sports  highlights— than  there  is  inventory. 
Although  cost  estimates  vary  wildly,  analysts  reckon  that  Web 
sites  notch  significantly  more  revenue  for  video  ads  than  for 
other  online  ads.  It's  also  an  online  ad  form  that's 
immediately  recognizable  to  the  most  tradition-wedded 
advertiser,  since  it's  basically  a  TV  ad;  for  the  same  reason,  it 
makes  intuitive  sense  even  to  the  dimmest  TV  ad  sales  reps. 
The  big  three  in  local  media  are  radio,  TV,  and  newspapers. 
Which  has  the  most  video  programming  to  sell  ads  around? 
(Think  hard  now.) 

NO  ONE  IS  GOING  TO  CONFUSE  the  market  for  broadband  video 
ads  with  broadcast  TV's  ad  market.  But  at  an  April  industry 
gathering,  executives  of  broadband  video  companies  estimated 
that  up  to  $1  billion  would  be  spent  on  the  nascent  form  in  the 
next  12  months;  halve  this  for  hyperbole,  and  it's  still  real 
money.  In  2003,  the  size  of  this  m  arket  was  $30  million.  Within 
this  growth  lurks  opportunity  for  local  TV,  but  it's  only  poised 
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for  so  much  growth  because  it  has  done  su 
a  poor  job  online  thus  far. 

Think  back  to  the  formative  days  of  the 
Web:  the  snail's-pace  connections  that 
limited  the  medium  to  transmitting  text  at 
still  pictures.  In  that  environment,  it  was 
clear  that  newspapers  had  the  most  to  feat 
and  also  the  most  to  gain.  That  local  TV 
didn't  have  to  play  aggressively  on  the  Wei- 
back  in  1996  meant . .  .well,  that  it  didn't  p 
aggressively  on  the  Web.  To  this  day  man> 
local  TV  sites  have  hardly  any  "there"  ther 

So  newspapers  took  a  massive  lead  in 
editorial  and  commerce  in  the  local  Web 
space,  which  they  have  yet  to 
relinquish,  even  as  broadband 
and  Web  video  have  become 
commonplace.  Newspapers 
netted  41%  of  local  online  revei 
last  year,  vs.  6%  for  local  TV  site 
figures  Borrell  Associates,  a 
research  firm  that  tracks  local 
online  efforts.  This,  it  turns  out 
major  progress  for  local  TV:  In 
^^^^^^  2004  it  had  3%.  "Whatever  we 

have  picked  up  to  date  [online] 
not  enough,"  concedes  Paul  Karpowicz,  who  oversees  12  loc 
stations  as  president  of  Meredith  Corp.'s  Broadcast  Group. 
The  dollars  flowing  to  online  video  advertising  have  not 
gone  unnoticed,  and  print  media  entities  such  as  The  New  ]  i 
Times  (and  BusinessWeek)  now  scramble  to  broaden  efforts  f 
this  space.  The  growth  of  these  ads  may  not  make  up  all  th<  ] 
money  local  TV  players  would  lose  should  many  viewers 
forsake  their  local  station  for  streamed  or  downloaded  sho^ 
But  given  the  high  prices  online  video  ads  command,  they  ! 
might  get  close,  or  at  least  closer  than  newspapers  would  g  II 
their  consumers  and  advertisers  defected  to  online.  All  loca 
TV  needs  is  to  pick  up,  fast,  on  some  of  the  online  lessons 
newspapers  learned  a  decade  ago.  ■ 
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For  over  100  years, 

GrafTech  International  Ltd.  has  been 
the  innovation  leader  in  a  wide  range 
of  graphite  and  carbon-based  prod- 
ucts. In  fact,  the  company  has  won 
the  prestigious  R&D  100  Award  the  last  three  years  for 
successfully  commercializing  technologically  significant  new 
products.  Its  latest  effort  is  having  a  dramatic 
impact  on  advanced  fuel  cell  technology. 
GRAFCELL®  expanded  natural  graphite  is 
now  utilized  in  85  percent  of  all  fuel  cell  vehi- 
cles on  the  road.  The  product's  rapid  success 
has  been  aided  by  $2.4  million  in  Ohio  Third 
Frontier  Action  Fund  Grants,  part  of  a  com- 
prehensive state  funding  plan  that  shares  the 
risk  in  launching  new  products. 

Ohio  is  an  ideal  location  for  innovative  technology 
companies  like  GrafTech,  offering  an  impressive  balance 
of  profitable  business  advantages  combined  with 
an  uncompromising  personal  lifestyle.  While  the 
state  is  a  center  for  leading-edge  technology, 


"Our  partnership  with  Ohio 
gives  us  a  competitive 
edge  in  developing  and 
commercializing  new  products. 
We  are  excited  about  bringing 
our  company's  technology, 
global  business  and  financial 
leadership  together  in  Ohio. " 

—  Craig  S.  Shular,  Chief  Executive  Officer  &  President 
GrafTech  International  Ltd. 


GrafTech's  latest  innovation  will  fuel 
"W"  W"  "T*  a  brighter  future. 


research  and  development,  with 
excellent  transportation  and  a  skilled 
workforce,  its  diverse  culture,  out- 
standing schools  and  affordable 
housing  make  Ohio  an  attractive  place 
to  live,  too.  In  fact,  GrafTech  is  currently  moving  its 
corporate  headquarters  to  Ohio. 

What's  more,  Ohio  voters  recently  approved  $2  billion 
Rrinff         *n  fun(nn8  that  will  benefit  new  business  in  the  state. 
Vniir  Combine  that  with  Ohio's  newly  reformed,  business-friendly 

L£  1 1 Q  "I  yj  r±  Q o       tax  laws  and  locating  in  Ohio  is  more  attractive  than 
*^V       .    i  "     ever-  Visit  us  at  OhioMeansBusiness.com.  Or  call 

iJliriCll  us  and  see  how  quickly  innovative  ideas 

become  a  commercial  success  in  Ohio. 


OHIO'S  BUSINESS  PARTNERSHIP  IS  MORE  THAN  LIP  SERVICE.  HERE'S  PROOF 


Reward 
innovation. 

Offering  over 
$1  billion  in  grants 
for  technology, 
research  and 
development. 


Create  job- 
ready  sites; 

Investing      ; 
$150  million 
for  pre-run 
utilities  on 
building  sites. 


Maintain 

world-class 

infrastructure. 

Coijprnitting  \ 
Sia&billion  to 
transportation  .'.'and" 
utility  improvements. 


Reduce  tax 
rates.  No 

business  tax 
on  product 
sold  to 
custorn&s 
outside  Ohio. 


Start  new 
enterprises. 

First  $1  million 
in  gross 
receipts  are 
tax-free. 


Enhance  ROI. 

No  property  tax 
on  investments 
in  machinery, 
equipment  and 
inventory. 


Attract  talent. 
Shrink  labor 
costs.  21% 

lower  personal 
income  tax. 


MEANS  BUSINES: 


1-877-466-455 


www.OhioMeansBusiness.co 


And  cover  employees  well.  Now  there's  a  great  way  to  handle  their  healthcare  and  manage  your  cash  flow." 

Say  hello  to  Enhanced  Choice  from  Health  Net.  A  program  so  well  thought  out  that  even  small  businesses  can  offer  a 
wide  range  of  high-quality  health  plans  to  recruit  and  retain  top  talent  while  fixing  premium  costs  at  a  manageable  level. 

With  Enhanced  Choice  employees  can  choose  from  25  plans  while  you  choose  a  pre-set  contribution  level  More  good 
news.  Your  monthly  contribution  remains  the  same  regardless  of  the  plan  they  pick.  Starting  at  $1 00  per  month  per 
employee.  To  qualify  for  Enhanced  Choice,  you  need  at  least  6  employees,  no  more  than  50,  and  75%  participation. 

There's  nothing  garden  variety  about  Enhanced  Choice,  either.  It  lets  employees  choose  from  a  variety  of  flexible, 
afforable  options  (including  our  HMO,  EOA,  PPO,  POS  and  HSA-Compatible)  and  buy  up  to  a  richer  plan  So  if  you've  been 
looking  for  the  right  mix  at  the  right  price  you've  come  to  the  right  place. 

Call  your  Broker  today,  or  contact  us  at  1-800-447-8812.  option  1  to  speak  to  a  representative.  Or  visit  www.healthnet.com 
to  find  out  more. 


25  YEARS  IN  BUSINESS 


Health  Net 

A  Better  Decision 

6  MILLION  MEMBERS 


$12  BILLION  IN  ANNUAL  REVENUE 


Health  Net®  HMO.  EOA  and  POS  plans  are  offered  by  Health  Net  of  California.  Inc. .  a  subsidiary  of  Health  Net,  Inc.  Health  Net  PPO  and  HSA-Compatible  Plans  are  offered  by 

Health  Net  Life  Insurance  Company,  a  subsidiary  of  Health  Net  of  California,  Inc.  Monthly  rates  are  subject  to  change.  Health  Net,  Inc.  s  HMO,  POS,  insured  PPO  and  government  contracts  subsidiaries 

provide  health  benefits  to  6  million  members  nationwide  through  group,  individual,  Medicare,  Medicaid  and  TRICARE  programs.  Health  Net,  Inc.  has  $12  billion  in  annual  revenues. 

©2006  Health  Net  of  California.  Inc.  Health  Net®  is  a  registered  trademark  of  Health  Net,  Inc.  All  rights  reserved. 


The  most  powerful  stolen  veb  :le         very  system  anywhere. 
Available  for  cars,  trucks,  motorcycles,  construction  equipment 
and  laptops.  Visit  us  at  lojack.com 


LO/JACK 


Get  it.  And  get  it  back. 


LoJack  is  not  available  in  all  areas. 


IY  JAMES  C.  COOPER 


Why  Profits  Will  Stay 
Pleasingly  Plump 

Companies  have  a  bit  more  pricing  power,  and  labor  costs  are  still  in  check 


U.S.  ECONOMY  [f 


ne  thing  American  business  has  been  particularly 
jood  at  in  recent  years  is  making  money.  At  the  end  of  last  year, 
;arnings  for  the  companies  in  the  Standard  &  Poor's  500-stock  index 
ose  14.4%  above  year-earlier  levels.  At  yearend  2004,  they  were  up 
.9.7%,  after  a  28.3%  surge  at  the  end  of  2003.  That  run  of  impressive 


umbers  has  been  remarkable  for  its  power  and  breadth, 
hat  raises  a  crucial  question  for  investors:  How  much 
mger  will  the  party  last? 

Based  on  the  solid  performance  so  far  in  the  first 
uarter,  it  might  go  on  longer  than  you  expect.  At  the  end 
f  April,  with  334  of  the  S&P  500  companies  having 
eported,  69%  have  announced  earnings  greater  than 
nalyst  expectations  at  the  beginning  of  the  quarter,  well 
bove  the  59%  typical  for  any  given  quarter,  according  to 
homson  Financial.  After  adding  the  results  so  far  with 
le  current  expectations  for  companies  that  have  not  yet 
;ported,  Thomson  says  earnings  would  be  up  13.4% 
:om  a  year  ago,  beating  the  12.1%  gain  analysts  expected 
t  the  start  of  the  quarter.  And  it's  not  just  an  energy 
rindfall.  Excluding  the  energy  sector,  earnings  are  on  a 
ath  to  grow  10.4%. 

Moreover,  Thomson  says  the  earnings  forecast  from 
ompanies  on  their  second-quarter  projections,  so  far,  is 
ot  bad  at  all.  The  ratio  of  negative  to  positive  pre- 
nnouncements— the  number  of  companies  saying 
arnings  this  quarter  will  fall  short  of  forecasts  divided  by 
hose  saying  profits  will  beat  expectations— is  running 
/ell  below  the  ratio  at  this  same  time  last  quarter  and 
iss  than  the  long-term  average. 

Of  course,  one  fact  of  life  in  the  profits  cycle  is  that 
arnings  growth  tends  to  slow  as  a  business  upswing 
ges.  Demand  cools,  costs  rise,  and  margins  get 
queezed.  Those  trends  will  eventually  take  hold.  For 
iow,  though,  this  profits  cycle  is  proving  to  be  especially 
lardy,  and  any  slowdown  is  more  likely  to  be  gradual 
ban  abrupt  (chart).  That  result  would  bode  well  for  the 
verall  economy,  since  profits  are  an  important  driver  of 
apital  spending,  which  correlates  tightly  with  new  jobs. 

iARNINGS  ARE  HOLDING  UP  well  for  several  reasons. 
?irst  of  all,  revenue  growth  remains  strong,  because  the 
conomy  isn't  rolling  over  as  meekly  as  some  had  feared. 
?irst-quarter  economic  growth,  which  clocked  in  at  a 
obust  4.8%  annual  rate,  was  powered  by  broad  gains  in 
lemand,  including  consumer  spending,  up  5.5%; 
msiness  investment  in  new  plants  and  equipment,  up 
4.3%;  and  exports,  up  12.1%.  Moreover,  a  slew  of 
lurprisingly  strong  reports  for  March  and  early  April, 


ranging  from  capital  goods  orders  to  consumer  spending 
to  industrial  activity,  shows  some  momentum  heading 
into  the  second  quarter. 

In  particular,  April  surveys  from  the  nation's 
purchasing  managers  show  vigorous  business  activity  for 
both  manufacturers  and  nonmanufacturers.  The  Institute 
for  Supply  Management's  composite  index  of  industrial 

health  rose  to  57.3%  in 


PROFITS  ARE  SLOWING, 
BUT  NOT  BY  MUCH 


PERCENT  CHANGE  FROM  A  YEAR  AGO 


•0r02        '03 
Data:  Thomson  Financial 


April,  up  from  55.2%  in 
March.  The  reading  is  the 
highest  since  November 
and  well  above  the  first- 
quarter  average.  The 
purchasers  noted  that 
both  output  and 
employment  grew  faster, 
and  that  inventory 
growth  picked  up, 
suggesting  another 
strong  quarter  for 
industrial  production. 
The  ISM's  gauge  for  the  large  nonmanufacturing  sector 
also  rose  strongly  from  March  to  April.  It,  too,  exceeds  its 
first-quarter  level. 

A  SECOND  FACTOR  supporting  the  bottom  line: 
Businesses  are  gaining  pricing  power,  as  suggested  by 
the  March  pickup  in  inflation  outside  of  energy.  That 
could  be  an  important  influence  on  profit  margins  in 
coming  months,  especially  to  the  extent  that  businesses 
can  offset  some  of  the  pain  from  more  expensive  energy. 
Despite  rising  costs,  companies  continued  to  widen  their 
margins  in  the  first  quarter,  based  on  a  further  rise  in  the 
ratio  of  prices  to  unit  labor  costs.  Margins  are  even  wider 
now  than  the  record  readings  reached  at  the  peak  of  the 
earnings  boom  in  1997. 

Expanding  margins  have  been  a  key  reason  why 
earnings  have  been  so  strong.  For  example,  among 
nonfinancial  corporations  last  year,  revenues  rose  8%,  but 
the  profit  margin  on  sales  increased  18%,  resulting  in  a 
26%  surge  in  earnings.  As  a  business  expansion  ages  and 
costs  for  labor,  interest,  and  depreciation  rise  faster, 
margins  grow  more  slowly,  or  even  shrink.  If  margins 
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don't  increase,  then  earnings  can't  grow  any  faster  than 
revenues.  That's  why  profit  gains  eventually  cool  down. 

This  time,  however,  margins  are  not  under  as  much 
pressure  as  in  past  business  cycles.  In  particular,  various 
nonlabor  costs,  such  as  those  for  interest  expense  and 
depreciation,  have  remained  low,  and  they  are  not  likely 
to  speed  up  as  rapidly  as  they  have  in  past  episodes. 

Businesses  have  already  taken  the  opportunity  offered 
by  low  long-term  interest  rates  to  refinance  their  debt  and 
reduce  interest  costs.  So  the  Fed's  hikes  in  short-term 
rates  have  had  little  bite.  Interest  expense  has  picked  up 
over  the  past  year,  but  its  ratio  to  gross  domestic  product 
remains  close  to  a  three-decade  low.  Depreciation 
expense  is  being  restrained  by  the  relatively  low  ratio  of 
capital  spending  to  GDP,  which  fell  sharply  after  the 
investment  bust  in  2000  and  has  not  fully  recovered. 

THE  THIRD— and  perhaps  most  important— lift  for  both 
margins  and  overall  earnings  is  the  tight  rein  businesses 
are  keeping  on  labor  costs.  Productivity  gains  continue  to 
help  in  that  effort.  Through  the  first  quarter,  productivity 
is  growing  more  slowly  than  it  has  in  the  past  couple  of 
years,  but  it  is  still  increasing  fast  enough  to  offset  much 
of  the  growth  in  charges  for  labor. 

The  key  trend  in  labor  costs,  however,  is  not  in  the 
growth  of  wages  and  salaries,  which  are  beginning  to  rise 
at  a  little  faster  clip.  Businesses  are  keeping  costs  down 
by  dramatically  cutting  the  growth  in  what  they  shell  out 
for  their  benefits  programs,  mainly  by  shifting  more  of 
the  burden  of  paying  for  health  care  to  workers. 


Wages,  salaries,  and  benefits,  measured  by  the  Labor 
Dept.'s  employment  cost  index  for  private-sector 
workers,  increased  during  the  first  quarter  by  a  slim 
0.6%  from  the  fourth  quarter.  The  yearly  pace  has  fallen 
from  4%  at  the  end  of  2003  to  a  decade  low  of  only  2.6% 
Over  that  period,  the  yearly  growth  of  wages  and  salariet 

has  fluctuated  between 


SLASHING  BENEFITS  TO 

CONTROL  LABOR  COSTS 


PERCENT  CHANGE  FROM  A  YEAR  AGO 


2.3%  and  3.1%,  but  the 
growth  pace  of  benefits, 
which  are  about  30%  of 
employment  costs,  has 
dropped  from  6.5%  to 
3%  (chart). 

The  interesting  result 
here  is  that  businesses 
have  new  flexibility,  not 
only  to  restrain  their 
overall  labor  costs  but 
also  to  adjust  to  the  faste 
growth  in  wages  that  are 
required  by  a  tighter  labor  market.  That  situation  helps 
both  company  profits  and  consumer  income. 

In  the  coming  year,  as  business  costs  for  labor,  interest 
depreciation,  and  such  continue  to  rise,  profit  growth  is 
certain  to  moderate.  Right  now,  industry  stock  analysts, 
always  a  bullish  lot,  expect  a  12.8%  advance  for  S&P  500 
earnings  per  share  for  the  2006  calendar  year,  based  on  i 
Thomson  Financial  survey.  The  more  cautious  equity 
strategists  see  a  gain  of  only  7.6%.  Nevertheless,  another 
double-digit  year  may  not  be  out  of  the  question.  ■ 
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HOUSING 


Renovations  Could  Get  Hammered 


WHEN  IT  COMES  to  housing,  sales 
and  new  construction  aren't  the  only 
areas  where  activity  is  flagging. 
Higher  interest  rates,  escalating 
prices  for  materials,  and  a  slowdown 
in  house  sales  also  have  consumers 
scaling  back  spending  on 
renovations.  The  easing  in  home 
improvements  should  further  soften 
demand  for  housing-related  goods 
and  services. 

On  May  1,  a  U.S. 
Census  Bureau  report 
on  expenditures  for 
residential  improve- 
ments showed  that 
spending  in  2005 
grew  by  9.2%,  down 
from  the  12.3%  surge 
in  2004.  Meanwhile,  a 
broader  monthly 
report  on  construc- 
tion outlays  shows 
renovations  in  the  first 
quarter  are  off  10% 


A  DROP-OFF 
IN  REMODELING 


PERCENT  CHANGE  FROM  A  YEAR  AGO 
30 

H04lE  IMPROVEMENT 
OUTLAYS 

I 


-10 


02      '03  '04  '05 

Data:  U.S.  Census  Bureau,  Data  Insight  Inc 


from  a  year  ago.  Typically,  home 
improvement  spending  trails  trends 
in  home  sales,  implying  that  further 
weakness  is  on  the  way. 

The  home  improvement  sector, 
which  makes  up  about  2%  of  the  U.S. 
economy,  according  to  the  National 
Association  of  Home  Builders 
(NAHB),  had  been  booming  right 
along  with  the  rest  of  housing.  Low 
interest  rates  and  rapid  price 

appreciation  made  it 
attractive  to  finance 
renovations  by 
tapping  home  equity. 
In  addition,  a  dearth 
of  better  investment 
alternatives  also  made 
renovation  projects 
appealing,  says 
Kermit  Baker,  director 
of  Harvard 
University's  Joint 
Center  for  Housing 
Studies. 


While  March  home  sales  figures 
were  better,  the  trend  is  clearly 
pointing  downward.  Pending  home 
sales  fell  1.2%  in  March,  weekly 
mortgage  applications  continue  to 
soften,  and  the  average  30-year  fixed 
mortgage  rate  is  now  up  to  nearly 
6.7%.  Also,  employment  gains  for 
residential  remodelers  over  the  first 
two  months  of  the  year  were  the 
weakest  since  2002,  despite  a  record 
warm  January  that  should  have 
boosted  activity.  Analysts  will  also  bt 
eyeing  the  NAHB  first-quarter  survej 
of  remodelers,  due  out  in  May,  to  see 
if  it  fell  a  fourth  straight  quarter. 

Housing  analysts  remain  upbeat 
about  home  improvement  spending 
this  year,  but  the  risks  are  clearly 
growing,  especially  if  home  sales  slo 
more  than  expected.  That  would  cut 
sharply  into  retail  sales  of  building 
materials  and  services,  adding  to  the 
drag  on  consumer  spending.  ■ 

-By James  Mehring  in  New  Yo 
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Financial  Solutions 


Acquisitic 
Asset  Management 
Debt  Restructuring 

Equipment  Financi 

Home  Lending 

Strategic 
Advisory  Services 

Student  Lending 

Vendor  Finance 


Want  your  business  to  win?  Team  up  with  someone  who  knows 
course.  Who  can  help  you  avoid  financing  pitfalls  and  obstacles.  Someone 
who  really  understands  your  industry  and  your  company's  unique  needs. 

For  nearly  a  century,  CIT  has  helped  companies  in  over  30 
industries  work  through  challenges  and  take  advantage  of  opportunities 
through  every  business  stage  and  cycle. 

It's  why  over  80%  of  the  Fortune  lOOO  rely 
on  us.  And  why  we're  the  world's  leading  independent 
commercial  financing  provider.  It's  why  we  can  help 
you,  too.  To  learn  more,  visit  cit.com. 

We  see  what  you  see® 
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News  you  need  to  know 
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Immigrants  011  the  March  Washington  kept  a  weath- 
er eye  on  the  "Day  Without  an  Immigrant"  protests  and 
boycotts  on  May  1,  but  it's  unclear  whether  these  demon- 
strations will  further  the  cause  of  legislation  offering  even- 
tual citizenship  to  millions  of  workers.  Senate  leaders  from 
both  parties  said  they  would  restart  talks  on  a  compromise 
this  month,  although  aides  think  the  marches  were  coun- 
terproductive. Images  of  crowds  waving  the  Mexican  flag 
and  talk-radio  rage  over  the  national  anthem  in  Spanish 
may  stoke  the  GOP's  populist  wing,  which  is  fighting 
probusiness  forces  eager  to  accommodate  low-wage  labor. 
The  House  version  of  immigration  reform,  which  focus- 
es on  border  security  and  criminal  sanctions,  won't  pass 
the  Senate.  But  many  states  are  responding  to  the  impasse 
by  proposing  their  own  laws  cracking  down  on  illegals  and 
the  companies  that  employ  them. 

SJEMI^  See  "The  immigration  tightrope," 
www.businessweek.com/go/tbw 


Do  Tell,  Ben!  Next  time,  Ben  Bernanke  may  stick  to  chit- 
chat. The  Fed  Chairman  upset  the  markets  by  talking  mone- 
tary policy  at  the  White  House  Correspondents'  Assn.  din- 
ner with  CNBC  anchor  and  BusinessWeek  columnist  Maria 
Bartiromo.  Stocks  and  bonds  dipped  on  May  1  after  she  re- 
ported that  he  told  her  the  press  had  misread  his  testimony 
before  Congress  as  being  more  dovish  than  he  intended. 
The  party  talk  also  sent  the  dollar  up,  interrupting  a  five- 
month  slide  against  the  euro  and  the  yen  that's  largely  due 
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to  strong  growth  abroad.  Meanwhile,  Washington  said 
that  GDP  grew  at  a  dandy  4.8%  annual  rate  in  the  first 
quarter,  and  the  Institute  for  Supply  Management  noted  an 
uptick  in  manufacturing  in  April. 

See  "Straight  talk  from  the  Fed,"  page  110 


Thunder  from  Bolivia  Following  in  the  large  footsteps 
of  Venezuela's  Hugo  Chavez,  Bolivian  President  Evo  Morales  na- 
tionalized the  oil  and  natural  gas  industry  on  May  1 
Chavez  has  also  been  wresting  assets  away  from  Big  Oil 
Another  Chavez  admirer,  Peru's  Ollanta  Humala,  says  he  will 
assert  more  state  control  over  that  nation's  copper  and 
gold  mines  and  natural  gas  resources  if  he  wins  a  runoff  in 
late  May  for  the  presidency. 

EMB»  See  "Bolivia's  risky  game,'' 
www.businessweek.com/go/tbM, 


KKR  Opens  the  Gates  It's  the  mother  of  all  private- 
equity  IPOs,  at  least  for  now.  Kohlberg  Kravis  Roberts  planned 
to  raise  $1.5  billion  by  selling  shares  in  an  investment  fund 
to  small-fry  investors  as  well  as  the  usual  institutions  and 
fat  cats,  but  demand  proved  so  fervent  that  KKR  hiked  the 
offering  to  $5  billion.  The  shares  began  trading  on  May  3. 
See  "Barbarians  at  your  gate,"  page  3t 


Aramark  On  the  BlOCk  The  baseball  action  these  days 
isn't  all  on  the  diamond.  On  May  1,  Aramark,  the  Philadel 
phia  outfit  that  runs  the  concessions  at  many  major  league 
parks  and  college  cafeterias,  was  put  in  play  like  a  hoi 
ground  ball.  CEO  Joseph  Neubauer  and  a  host  of  private 
equity  power  hitters  offered  nearly  $6  billion  in  cash  to  take 
the  company  private.  Standard  &  Poor's  quickly  put  Ara 
mark's  BBB-  credit  rating  on  negative  watch,  but  the  stocli 
jumped  21%,  to  a  52-week  high  of  $33.90,  on  the  day  of  the 
offer.  Investors  seem  to  figure  higher  bids  will  come  in 


A  Message  from  Redmond  Is  Microsoft  doing  a  wa 
dance?  In  announcing  burly  revenue  and  profit  growth  fo 
the  third  quarter,  it  also  signaled  much  stiffer  costs  ahead 
a  suggestion  that  it  may  be  bracing  for  combat  with  Googli 
and  Yahoo!  The  markets  liked  neither  the  surprise  nor  thi 
lack  of  specifics  and  whacked  the  stock  by  11%  the  next  da> 
Meanwhile,  The  New  York  Times  reports  that  Google  i: 
grumbling  to  the  Justice  Dept.  and  the  European  Commissioi 
that  the  default  settings  on  Microsoft's  latest  browser,  In 
ternet  Explorer  7,  steer  Web  searchers  to— surprise!— MSN. 
See  "Mixed  signals  from  Microsoft,"  page  5< 


The  Gasoline  Price  Circus  An  Apr.  28-30  cbs  New 

poll  reports  that  90%  of  those  surveyed  think  Washingtoi 
should  do  more  to  keep  gasoline  prices  low.  There's  one  lit 
de  problem:  Congress  can't  figure  out  how.  Senate  Republi 
cans  proposed  a  $100  gas  rebate  but  dropped  the  idea  ii 
the  face  of  ridicule.  They  also  scrapped  a  plan  to  increas 
taxes  on  fuel  inventories.  While  D.C.  pols  pondered  thei 
next  move,  nine  states  sued  the  Bush  Administration  o: 
May  3  for  going  easy  on  mileage  standards  for  light  truck; 


BBU 


Options  Angst  The  controversy  over  suspiciously  timed 
stock  option  grants  claimed  its  first  victims  on  May  1  as 
Kobi  Alexander,  CEO  and  founder  of  voice-mail  software 
provider  Comverse  Technology,  and  two  other  managers 
quit.  The  company  is  investigating  whether  Alexander  or 
Dthers  got  options  improperly  backdated  to  ensure  low 
strike  prices.  UnitedHealth  Group  Chairman  William  McGuire, 
ilso  under  fire  for  his  $1.6  billion  in  options  good  fortune, 
issued  a  non-apology  at  the  annual  meeting,  saying  he  was 
sorry  the  company  was  "in  the  spotlight." 


BlackBerry  Back  in  Court  Canada's  Research  In  Motion 

no  doubt  hoped  it  could  stop  paying  patent  lawyers  in  the 
wake  of  last  month's  $612.5  million  settlement  with  NTP. 
rhink  again.  On  May  1  wireless  messaging  outfit  Visto, 
Dased  in  Redwood  City,  Calif.,  filed  a  patent-infringement 
awsuit  against  the  BlackBerry  maker.  Visto  sued  RIM  the 
same  day  it  won  a  patent  judgment  against  Seven  Networks. 
EMU*  See  "RIM's  latest  patent  problem," 
www.businessweek.com/go/tbw 


From  Big  Oil  tO  Big  Ag  She  sure  got  tired  of  the  La-Z- 
Boy  quickly:  Patricia  Woertz,  who  "retired"  in  March,  aged 
ilmost  53,  after  29  years  at  Chevron,  was  named  CEO  of 
agribusiness  giant  Archer  Daniels  Midland  on  Apr.  28.  That 
makes  ADM  the  biggest  (by  revenue)  publicly  traded  com- 
pany to  be  run  by  a  woman. 

See  From  one  male  bastion  to  another," page  38 


Sic  Transit  Louis  Rukeyser,  dean  of  tv  financial  journalists, 
ivhose  show  Wall  Street  Week  ran  for  32  years  on  PBS  and 
educated  millions  about  the  market,  died  on  May  2. 


Lawsuit  of  the  Week 

Toyota  may  be  the  car  company  that  rarely  makes  mis- 
takes, but  a  recent  lawsuit  alleges  it  made  a  big  one.  A 
former  employee,  Sayaka  Kobayashi,  claims  in  a  $190 
million  complaint  against  the  company  and  its  North 
American  President  and  CEO,  Hideaki  Otaka,  that  she  was 
sexually  harassed.  In  the  lawsuit,  Kobayashi  says  Otaka, 
who  was  her  boss  during  2005, 
made  unwanted  sexual  approaches 
toward  her  twice  over  a  three-month 
period  last  year.  Kobayashi  says  she 
spurned  the  advances,  but  Otaka 
persisted  in  his  attentions. 

If  Kobayashi' s  charges  are  true,  the 
case  offers  a  corporate  primer  in 
how  not  to  handle  such  matters.  She 
alleges  that  when  she  reported  the 
harassment  to  Toyota  executives— 
who  were  beneath  Otaka  in  the  chain  of  command— she 
was  told  to  work  it  out  with  him  one-on-one.  On  anoth- 
er occasion,  she  says,  an  official  offered  her  cash  to 
leave  the  company.  Otaka  and  Toyota  declined  com- 
ment except  to  say  that  the  company  has  "zero  toler- 
ance" for  sexual  harassment 
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INVESTING 


BIG  RISK 
ON  CAMPUS 


Hot  portfolios  at  Harvard  and  Yale  have  smaller 
colleges  moving  aggressively  into  hedge  funds.  They 
maybe  putting  their  endowments  in  jeopardy 
BYANNETERGESEN 


WHEN  THE  MULTI- 
billion  dollar  en- 
dowments at  Har- 
vard and  Yale 
reported  steller  re- 
turns during  the 
bear  market,  en- 
dowment managers  at  other  colleges 
took  notice.  Harvard  and  Yale  didn't  get 
there  by  investing  in  boring  stock  index 
funds.  Instead  they  did  it  by  putting  siz- 
able chunks  of  their  portfolios  into  hedge 
funds,  the  pricey,  lighdy  regulated,  and 
highly  secretive  investment  pools  that 
cater  to  big  institutions  and  wealthy  indi- 
vidual investors.  As  of  June  30, 2005,  the 
most  recent  date  for  which  data  are  avail- 
able, Harvard  and  Yale  had  12%  and  25% 
of  their  respective  endowments  ear- 
marked for  these  alternative  investments. 
For  better  or  worse,  that  success  has 
encouraged  many  of  the  nation's  biggest 
schools  to  follow  the  Ivies  into  the 
hedges.  "In  the  endowment  world,  there 
is  a  follow-the-leader  mentality,"  says 
Mike  Scotto,  director  of  alternatives  re- 
search at  Hewitt  Associates  Inc.,  an  advi- 
sory firm.  Schools  with  endowments  of 
$1  billion  or  more  had  an  average  of 
21.7%  in  hedge  funds  in  2005,  according 
to  the  National  Association  of  College  & 
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University  Business  Officers  (NACUBO). 
But  some  of  the  most  aggressive  hedge 
fund  investors,  it  turns  out,  are  the  litder 
guys.  According  to  a  BusinessWeek  analy- 
sis of  data  from  nonprofit  NACUBO,  a 
dozen  endowments  had  more  than  40% 
of  their  portfolios  in  these  higher- risk  in- 
vestments as  of  June  30,  2005  (table). 
They  include  the  College  of  Wooster  in 
Wooster,  Ohio,  at  82.4%  and  Yeshiva  Uni- 
versity in  New  York  City  at  65.3%.  "We 
very  much  all  envy  the  success  of  Harvard 
and  Yale's  endowments,"  says  Bob  Wal- 
ton, vice-president  for  finance  and  busi- 
ness at  the  College  of  Wooster.  "When 
you  look  at  how  they  achieve  their  re- 
turns, a  lot  of  it  has  come  through  alter- 
native investments  like  hedge  funds." 

OVER  THEIR  HEADS 

THE  BIG  ENDOWMENTS  have  been  deal- 
ing with  hedge  funds  for  years.  But  most 
smaller  ones  have  less  experience  in  this 
exotic  corner  of  the  investing  world,  where 
traders  jump  in  and  out  of  investments  at 
dizzying  speeds,  and  where  information  is 
spotty.  "A  lot  of  [small]  endowments 
don't  have  the  necessary  head  count  to 
watch  what  this  or  that  hedge  fund  is  do- 
ing," says  Jud  Koss,  a  managing  director  at 
Commonfund,   which    advises    endow- 


ments and  other  nonprofits  on  inves 
ments.  Whereas  Harvard's  endowmei 
boasts  a  staff  of  about  150,  smaller  om 
generally  employ  two  or  three.  Many  hi 
outside  consultants  to  help  them  select  i 
monitor  investments,  but  that's  no  gua 
antee  of  adequate  oversight,  Koss  says. 

More  than  8,800  hedge  funds  opera  | 
in  the  U.S.,  using  every  trading  strate} 
known  to  man  in  every  imaginable  ass- 
class.  Endowment  managers  with  b 
hedge  fund  stakes  say  they  try  to  ste 
clear  of  funds  that  use  lots  of  leverage, 
borrowed  money,  to  juice  returns— a  tad 
that  can  magnify  losses  when  bets  j 
wrong.  But  even  so-called  market-neutr 
funds,  which  are  designed  to  produ 
steady  returns  every  year,  expose  investc 
to  risks.  Like  all  hedge  funds,  they  impo 
limits  on  when  investors  can  cash  out.  Ai 
many  disclose  to  shareholders  wh 
they're  buying  and  selling  only  in  genei 
terms,  so  assessing  actual  risk  can 
tough.  Over  the  years  there  have  been  se 
eral  high-profile  hedge-fund  failures,  n 
tably  Long  Term  Capital  Management 
1998.  "We  would  never  advise  our  clients 
be  so  heavily  invested  in  hedge  funds,  or 
any  other  particular  asset  class,"  says  Ko 

Some   donors  have  concerns.  Al 
Maites,  a  State  University  of  New  York 


SO  IN  THIS  SECTION: 
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helm  at  ADM 


The  link  between  the 
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EXPOSURE  82.4% 
of  the  endowment 
at  Walton's  College 
of  Wooster  is  in 
hedge  funds 


Stony  Brook  alum,  is  no  stranger  to  fi- 
nance: He  runs  a  mergers-and-acquisi- 
tions  consulting  firm  in  Chicago.  Maites 
doesn't  like  the  fact  that  some  two-thirds 
of  his  alma  mater's  endowment  is  invest- 
ed in  hedge  funds.  "It's  absolutely  a  red 
flag,"  he  says.  "Why  are  they  so  concen- 
trated [in  hedge  funds]  instead  of  having 
a  more  evenly  allocated  base?"  Karol  Kain 
Gray,  associate  vice-president  for  finance 
at  Stony  Brook,  says  the  endowment  has 
constructed  a  diverse  and  conservative 
portfolio  of  hedge  funds  that  has  earned 
8.8%  a  year  since  1999  with 
no  down  years. 

If  s  difficult  to  argue  with 
the  numbers.  For  the  year  that 
ended  June  30,  2005,  the 
dozen  colleges  with  the  most 
exposure  to  hedge  funds 
earned  from  6.7%  to  15.6%, 
according  to  a  BusinessWeek 
analysis  of  NACUBO  data.  All 
but  one  beat  the  Standard  & 
Poor's  500-stock  index,  which 
returned  7.4%. 

Hedge  funds  are  so  named 
because  they're  free  to  hedge 
their  bets  using  futures,  op- 
tions, and  other  derivative  in- 
struments, and  by  short  sell- 
ing, or  betting  that  a  security's 
price  will  fall.  Such  trades 
performed  well  during  the 
bear  market.  Whereas  a  con- 
ventional portfolio  of  60%  in 
U.S.  stocks  and  40%  in  U.S. 
bonds  declined  by  9.9%  from 
2000  to  2002,  the  Hennessee 
Hedge  Fund  Index  rose  9.6%. 

Most  endowments  say 
they're    attracted    to    hedge 


funds  not  because  they  expect  gang- 
buster  performance  but  because  the  funds 
can  deliver  consistent  returns.  With  bond 
yields  low  and  the  stock  market  erratic, 
endowments  have  had  to  look  elsewhere 
for  reliable  returns,  says  Peter  Polinak, 
vice-president  for  finance  at  Hobart  & 
William  Smith  Colleges  of  Geneva,  N.Y. 

But  the  heavy  reliance  on  hedge  funds 
raises  concerns  that  smaller  institutions  are 
moving  into  these  investments  just  as  per- 
formance may  be  peaking.  Hedge  funds 
create  trading  strategies  that  exploit  anom- 


Following  the  Ivies 
Into  the  Hedges 

College  endowments  with  mega-allocations  to  hedge  funds 


SCHOOL  

The  College  of  Wooster 

Marine  Biological  Laboratory 

Yeshiva  University 

SUNY  Stony  Brook 

Hobart  and  William  Smith  Colleges 

Denison  University 

Bowdoin  College 


PERCENTAGE  OF 
ENDOWMENT  IN  i 
HEDGE  FUNDS*    I 


ENDOWMENT 
SIZE  (Millions) 


82.4%     $208.1 


65.5 
65.3 


59.6 
51.6 


50.1 


1,148.7 
63.9 


140.0 


47.1 


47.0 


Reed  College 
Oberlin  College 
Lafayette  College 
Rockefeller  University 
University  of  Virginia  Law  School 


43.7 
42.3 
42.2 
41.2 
41.5 


475.5 


578.2 


350.3 
704.3 
587.4 


1,556.9 


203.1 


•As  ol  June  30,  21  i  )5   '  Returns  for  fiscal  2005.  which  for  most  colleges  covers  the  year  ending  June  30  2005; 

Based  on  a  Busine:    .    t  k  dnalysis  of  NACUBO  data 

Data:  National  Asso.  e  ;e&  University  Business  Officers.  2005  NACUBO  Endowment  Study 


alies  and  inefficien 
cies  in  the  markets 
When  they  see  i 
strategy  that  works 
other  funds  copj 
it— until  the  anom 
aly  is  gone.  The  more  hedge  funds  then 
are,  the  faster  opportunities  can  dry  up. 

Then  there  are  the  expenses.  A  growing 
body  of  research  questions  whether  th< 
typical  hedge  fund  adds  enough  value  t( 
justify  its  fees  of  1%  to  2%  of  assets  unde: 
management,  plus  20%  or  so  of  the  profits 
far  higher  than  most  mutual  fund  fees.  Ac 
cording  to  research  by  Richard  Ennis 
principal  at  Chicago-based  Ennis  Knupp  - 
Associates,  an  adviser  to  institutional  in 
vestors  and  wealthy  families,  60%  to  709- 
of  the  average  hedge  fund's  returns  fron 
1994  to  2002  can  be  explained  by  marke 
movements,  rather  than  by  a  manager5 
investment-picking  skills.  "Why  wouli 
you  want  to  spend  that  much  for  marke 
exposure?"  asks  Barton  Waring,  a  manag. 
ing  director  at  Barclays  Global  Investors  i 
San  Francisco. 

Some  endowments  that  have  plowe 
into  hedge  funds  are  reconsidering.  Oberli 
College  in  Oberlin,  Ohio,  is  one  of  then 
"Hedge  funds  tend  not  to  fully  disclos 
their  holdings,  which  exposes  [investors 
to  some  risk,"  says  Ron  Watts,  the  college 
vice-president  for  finance.  "That  can  mak 
it  challenging  for  us  to  fulfill  our  fiducial 
responsibility."  On  Apr.  1,  Oberlin  hired 
consultant  to  review  its  pol> 
cies.  "We're  looking  at  realk 
eating  money  to  areas  we  b< 
lieve    will    be    the    futui 
outperformers,"  says  chief  ii; 
vestment  officer  Marcia  Milk 
Still,  the  overall  trend  is  ti 
ward  more  exposure,  not  les 
Reed   College   in   Portlan 
Ore.,  now  has  58%  of  its  ei 
dowment  in  hedge  funds,  t 
from  43.7%  in  June.  Hoba 
and  William  Smith  Colleg 
is  at  54.7%,  up  from  51.6% 
June.  According  to  a  rece 
report  by  consultancy  Gree 
wich  Associates,  just  3% 
endowments    and    pensic 
funds  that  invest  in  hed 
funds  say  they  plan  to  redu 
their  exposure  significan 
over  the  next  three  yea 
while  more  than  one-thi 
expect   to    significantly   i 
crease  it.  As  long  as  the  sto 
market  remains  erratic,  ti 
trend  is  likely  to  continue. 
-  With  Roben  Farzad 
New  Yc 
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9.3 


13.6 
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COMMENTARY 


BY  ROBEN  FARZAD 


Barbarians  at  Your  Gate 

KKR  opens  itself  up  to  the  public.  Why  that  may  be  a  red  flag 


INVESTORS  LOOKING  TO  BUY  INTO 
private  equity  giant  Kohlberg  Kravis 
Roberts  &  Co.  used  to  have  to  flash 
$25  million  at  the  door.  Now  it  costs 
about  $25.  On  May  3,  the  storied  buy- 
out shop  listed  KKR  Private  Equity  In- 
vestors LP,  a  $5  billion  fund,  on  the  Euro- 
next  exchange  in  Amsterdam.  It  wasn't 
private  equity's  first  foray  into  a  public  ex- 
change. Last  March,  New  York-based  Rip- 
plewood  listed  its  holding  company  RHJ 

International,  in  Brussels.  And  KKR  itself  offered  KKR  Financial, 
a  real  estate  investment  trust,  last  year,  to  name  a  few.  But  never 
before  has  a  firm  of  KKR's  stature  opened  itself  to  small  investors 
betting  directly  on  its  legendary  buyout  prowess. 

Just  don't  place  grandma's  buy  order  yet.  Whether  this  ini- 
tial public  offering  will  deliver  private  equity  riches  to  the  lit- 
tle folks  remains  to  be  seen.  What's  certain  is  that  if  s  one 
sweet  deal  for  KKR. 

Private  equity  firms  buy  struggling  companies,  fix  them  up, 
and  sell  them  off,  generating  huge  returns  for  their  stakeholders. 
They  do  it  away  from  public  scrutiny.  As  private  entities,  they 
needn't  bother  with  irksome  tasks  such  as  comply- 
ing with  Sarbanes-Oxley  or  kowtowing  to  analysts.     J-j-.  f-V||c 
But  just  as  a  shark  never  stops  swmiming,  buyout     *■*■*  Ullo 
firms  never  tire  of  raising  money  to  finance  more    TlQVPl  deal 
deals.  The  hnnm  in  nrivatp  pnnitv  fiinHincr  in  rpppnt  #  5 

private 


HENRY  KRAVIS  The  firm  does 
not  expect  its  torrid 
performance  to  continue 


deals.  The  boom  in  private  equity  funding  in  recent 
years  has  raised  the  stakes  for  everyone.  Institutions 
and  wealthy  individual  investors  dumped  a  record 
$134  billion  into  private  equity  coffers  last  year— 
more  than  twice  2004's  take. 

Demand  for  shares  of  the  KKR  fund  is  sure  to  be 
high  given  the  firm's  history  of  success.  Its 
$6  billion  Millennium  Fund,  for  example,  has  re- 
turned an  astounding  55%  a  year,  compounded 
and  net  of  fees,  since  its  2000  launch. 

And  by  listing  in  Amsterdam,  KKR  stays  insulated  from  Sarb- 
Ox  and  other  U.S.  rules.  In  this  novel  deal,  it'll  use  what  one  ob- 
server calls  "dumber  money"— from  public  investors— to  finance 
deals  from  which  private  partners  could  reap  windfalls,  without 
divulging  too  many  things  they  want  kept  private.  "Tapping  the 
public  markets  gets  you  the  money  up  front,"  says  Joel  L.  Ru- 
binstein, an  attorney  with  Manhattan-based  McDermott  Will  & 
Emery  who  focuses  on  public-private  equity  convergence. 

The  windfall  makes  KKR  less  reliant  on  other  partners  to  take 


partners 
could  reap 
windfalls 


down  big  kill— such  as  when 
it  linked  with  six  other  shops 
in  the  $11.3  billion  buyout  of 
SunGard  Data  Systems  Inc. 
last  year.  KKR  has  a  history  of 
big  deals:  Its  1989  LBO  of  RJR 
Nabisco  for  $31  billion,  docu- 
mented in  the  book  Barbar- 
ians at  the  Gate,  stands  as  the 
largest  ever. 

Now  the  barbarians  are 
strolling  down  Main  Street.  Says  a  private  equity  manager: 
"They're  thinking,  There's  so  much  demand  for  what  we  do  that 
we  should  get  the  money  at  the  most  advantageous  terms.' "  But 
what  about  those  who  invest  in  the  KKR  fund?  The  source  says 
it's  a  one-sided  deal  and  investors  shouldn't  expect  to  get  the 
golden  treatment  KKR  lavishes  on  its  traditional  investors.  The 
biggest  difference:  The  fund  won't  track  the  larger  firm  com- 
pletely. At  least  75%  of  the  proceeds  will  be  earmarked  to  private 
equity  investments,  the  prospectus  says. 

But  the  firm  is  devoting  the  remaining  25%  or  so  to  "op- 
portunistic" investments,  such  as  public  debt  and  equity.  In- 
vestors, in  other  words,  won't  be  getting  $1  of  pri- 
vate equity  buying  power  for  every  $1  invested.  If 
the  shares  perform  well,  that  won't  matter.  But  the 
firm  concedes  in  its  prospectus  that  it  doesn't  ex- 
pect its  torrid  performance  of  recent  years  to  con- 
tinue. A  KKR  spokesman  declined  to  comment. 

Fees,  which  KKR  has  never  been  shy  about  levy- 
ing, are  a  whole  other  matter.  Retail  investors  in  the 
new  fund  will  likely  pay  more  than  big  institutions 
working  directly  with  KKR,  says  the  private  equity 
manager.  It  hasn't  disclosed  its  full  fee  schedule,  an- 
other advantage  of  listing  in  Amsterdam. 

The  track  record  of  other  public-private  "busi- 
ness development  companies"  is  not  inspiring. 
RHJ  International  has  gained  only  2%  since  its  debut;  KKR  Fi- 
nancial has  lost  8%  since  its  IPO.  Already,  investors  haven't 
fared  well  in  KKR  Private  Equity  Investors,  which  shed  about 
2%  on  its  first  day  of  trading— not  that  that  prevented  KKR 
from  collecting  $5  billion.  With  traditional  funding  sources 
getting  tapped  out,  more  firms  will  be  looking  to  the  public 
markets  for  money.  It's  a  familiar  story:  When  individual  in- 
vestors get  in  on  a  trend,  its  days  are  numbered.  Don't  blame 
KKR,  though.  It  gets  paid  to  be  opportunistic.  ■ 
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EXECUTIVE  SUITE 


FROM  ONE  MALE 
BASTION  TO  ANOTHER 

Archer  Daniels  turns  to  a  hard-nosed 
oil  veteran  to  take  it  into  a  new  era 


BY  SUSAN  BERFIELD 

ATRICIA  A.  WOERTZ  PRE- 
l  fers  not  to  talk  about  being 
one  of  the  few  women 
who  wielded  real  power  in 
the  testosterone-rich  oil 
industry.  She  says  the  is- 
sue never  came  up  during 
her  29  years  at  Chevron  Corp.,  where  she 
rose  to  executive  vice-president  in  charge 
of  refining  and  marketing,  a  $100  billion 
business  with  30,000  em- 
ployees and  operations  in 
180  countries.  Now,  Woertz, 
S3,  is  the  new  president  and 
CEO  of  Archer  Daniels  Mid- 
land Co.,  the  alpha  male  of 
agribusiness.  No  woman 
runs  a  bigger  public  compa- 
ny. But  please  don't  ask  her 
about  that,  either. 

If  s  common  these  days 
to  hear  businesswomen 
question  whether  the  sacri- 
fices required  of  the  most 
ambitious  executives  are  re- 
ally worth  it.  That  was  never 
Pat  Woertz.  She  has  long 
wanted  to  be  a  CEO  and 
didn't  let  herself  or  anyone 
else  think  otherwise.  She 
followed  the  rules:  She 
sought  jobs  that  gave  her  a 
range  of  experience,  she 
traveled  frequently  even  as 
she  raised  three  kids,  she 
worked  80-hour  weeks,  and 
she  would  never  call  any  of 
that  a  sacrifice.  When  asked 
to  give  career  advice  to 
women,  Woertz  dodges. 
Success,  she  says,  "turns  on 
performance." 

Woertz,  who  graduated 
from    Pennsylvania    State 


University  in  1974,  started  out  as  an  ac- 
countant. Three  years  later  Big  Oil  beck- 
oned. At  Chevron  she  switched  jobs  every 
two  or  three  years,  trying  to  get  beyond 
her  comfort  zone.  She  worked  so  intense- 
ly that  "some  people  expressed  surprise  I 
had  kids."  After  the  birth  of  her  eldest 
daughter,  she  returned  to  the  office  al- 
most immediately.  During  her  second 
pregnancy,  Woertz  went  into  labor  during 
a  meeting  and  drove  herself  to  the  hospi- 


CEO  Patricia  A. Woertz 


NEW  CLAIM  TO  FAME  No  woman 
runs  a  larger  public  company 
in  the  U.S. 

BONA  FIDES  An  accountant  by 
training,  she  survived  three  decades 
in  the  oil  industry,  mostly  at 
Chevron,  where  she  rose  in  2001  to 
become  executive  vice-president  in 
charge  of  refining  and  marketing, 
a  $100  billion  business. 


WORST  ADVICE  SHE  EVER  GOT 

Early  on  a  boss  told  her  that 
having  kids  would  ruin  her  career. 
"Get  fixed,"  he  said,  "and  put  it  on 
your  expense  report." 

HOW  SHE  SPENT  HER  FIRST  DAY 

AS  CEO  At  a  town  hall  meeting, 
Woertz  told  ADM  employees: 
"I'm  not  interested  in  making 
changes  quickly." 


tal.  There,  the  doctor  realized  she  was  car- 
rying twins  and  would  require  a  Caesare- 
an.  After  that  she  took  a  little  time  off. 

Woertz  adapted  to  the  macho  culture 
of  her  chosen  company.  As  she  says: 
"Chevron  is  tattooed  all  over  me."  So 
leaving  wasn't  easy  (she  retired  in 
March).  But  her  children  are  grown,  her 
marriage  is  over,  and  she  wanted  to  take 
another  chance.  Depending  on  who  you 
talk  to,  Woertz  was  either  never  a  con- 
tender to  be  CEO  at  Chevron.  Or  she 
dropped  off  the  list  after  a  troubled  2005, 
which  included  refining  problems  follow- 
ing Hurricane  Katrina.  Or  she  simply 
didn't  want  to  wait  any  longer. 

FOCUS  ON  "BYPRODUCTS" 

NOW,  WOERTZ  WILL  BE  running  a  thriv- 
ing $36  billion  company— earnings 
jumped  29%  in  the  most  recent  quarter- 
that  considers  itself  the  leader  of  the  new 
petroleum  industry.  The  board  searched 
for  a  CEO  who  would  bring  a  fresh  per- 
spective to  the  company  because  ADM's 
focus  is  on  turning  crops  into  more  prof- 
itable "bioproducts,"  many  of  which,  in- 
cluding ethanol,  would  be  alternatives  to 
those  now  made  from  petroleum. 

Woertz  is  only  the  eighth  chief  execu- 
tive in  the  company's  104- 
year  history  and  the  first  out- 
side the  Andreas  family  to  run 
ADM  since  1970.  What's 
more,  her  predecessor,  G. 
Allen  Andreas,  62,  will  re- 
main chairman.  Says  An- 
dreas: "I'll  be  setting  the  di- 
rection and  scope  of  our 
activities."  That  has  gover- 
nance types  worrying  that  he 
may  undermine  Woertz.  She 
says:  "I'm  directing  Allen 
where  I'd  like  his  help." 

Woertz  has  been  described 
as  testy  but  prefers  "impa- 
tient" and  adds  that  she  prac- 
tices "a  consensus  style  of 
management."  Her  first  day 
at  ADM,  May  1,  Woertz  held  a 
town  hall  meeting.  "I  told 
them  I'm  not  interested  in 
making  changes  quickly,"  she 
says.  "I'll  be  asking  what  peo- 
ple are  afraid  I'll  do  and  whal 
people  are  hoping  I'll  do." 

One  of  Woertz's  first  bosses 
told  her  that  having  kids 
would  ruin  her  career.  "Gei 
yourself  fixed,"  he  said,  "anc 
put  it  on  your  expense  re 
port."  At  her  retirement  part] 
one  of  her  kids  said:  "I'm  glac 
you  didn't  listen  to  him."  II 
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THE  OIL  CRUNCH 


WHEN  GAS  RISES, 
APPROVAL  TANKS 

The  link  between  pumps  and  polls 
maybe  even  stronger  than  you  think 


GASOLINE  PRICE  IN  DOLLAR! 

■ 

IGASOLINE  PRICES 
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JOB  APPROVAL 
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Data:  Gallup  Poll,  Energy  Information  Administration 

(Energy  Dept),  BusinessWeek  research 


JULY  74 


GEORGE  W.  BUSH  IS  THE 
latest  President  to  learn 
a  painful  political  lesson: 
Americans  get  very  un- 
happy when  gasoline 
prices  spike,  and  they 
take  it  out  on  the  guy  in 
the  White  House. 

Throughout  the  Bush  Presidency,  the 
pattern  has  been  striking.  Whatever  else 
is  happening,  from  temporary  triumphs 
in  Iraq  to  Administration  scandals,  when 
prices  at  the  pump  jump  for  more  than  a 
month,  the  President's  popularity  almost 
always  falls.  Indeed,  throughout  the  Bush 
Presidency,  changes  in  the  Energy  Dept's 
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monthly  pump  price  survey  closely  paral- 
lel the  President's  disapproval  rating,  as 
measured  by  the  Gallup  Poll. 

As  it  turns  out,  a  BusinessWeek  analysis 
of  historical  data  finds  that  this  problem 
has  bedeviled  Presidents  at  least  since 
1973,  when  the  Arab  oil  embargo  created 
gas  lines,  a  price  spiral  toward  55<t  per 
gallon,  and  an  additional  headache  for 
President  Richard  Nixon.  Of  course,  price 
spikes  aren't  the  sole  cause  of  falling  Pres- 
idential popularity.  The  relationship  is  a 
correlation,  and  other  factors  contribute 
to  public  perceptions  of  a  President. 

in  had  to  deal  with  not  just  gas 
prices  but  Watergate.  Jimmy  Carter  faced 


the  Iran  hostage  crisis  and  economic 
stagflation.  George  H.W  Bush  was  hurt 
by  a  sluggish  economy  and  a  backlash 
against  a  tax  increase.  And  Bill  Clinton 
was  slowed  by  scandal  fatigue.  But 
through  it  all,  the  striking  relationship  be- 
tween rising  gas  prices  and  plunging 
Presidential  popularity  stands  out. 

One  other  bit  of  bad  news  for  the  cur- 
rent President:  History  suggests  that 
while  rising  gas  prices  are  very  bad  for  in- 
cumbents, falling  gas  prices  don't  neces- 
sarily help  Presidents  improve  their  job 
approval  ratings. 

-By  Richard  S.  Dunham 
with  Howard  Gleckman 
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FAST  FOOD 


MICKEY  D'S 
McMAKEOVER 

The  heavy  plastic  look  is  history.  A 
clean,  simple  design  is  on  the  way  in 


FLEXIBLE  ZONE 

Booths  with  colorful  fabric 
cushions  make  up  the  area  geared 
to  family  and  larger  groups.  Tables 
and  chairs  are  movable. 


BY  PALLAVI  GOGOI 

COMFORTABLE  ARM- 
chair.  Cool  hanging 
lights.  Funky  graphics 
and  photos  on  the 
walls.  Wi-Fi  access. 
Premium  coffee.  Isn't 
Starbucks  great?  Ex- 
cept . . .  this  is  McDonald's. 

McDonald's?  That's  right.  After  30 
years  without  a  major  design  overhaul, 
the  51-year-old  fast-food  giant  is  adopting 
a  hip  new  look.  The  world's  largest  ham- 
burger chain  is  redesigning  its  30,000 
eateries  around  the  globe  in  a  21st  centu- 
ry makeover  of  unprecedented  scale. 

The  redesign  is  risky  and  has  many 
franchisees  up  in  arms  over  the  high  costs 
of  a  makeover.  But  company  officials  be- 
lieve the  overhaul  is  needed.  McDonald's, 
whose  restaurants  are  visited  by  more  than 
40  million  people  every  day,  has  moved 
aggressively  over  the  past  three  years  to  re- 
vamp its  menu  and  attract  a  new  breed  of 
customer.  It  has  added  healthier  items  like 
premium  salads  targeted  at  women,  and 
apple  slices  and  skim  milk  for  children. 
But  as  more  upscale  items  like  Asian 
chicken  salad  show  up  on  its  menu,  the 
chain's  typical  starkly  lit,  plastic-heavy 
look  is  at  odds  with  the  contemporary,  wel- 
coming image  the  company  wants  to  pres- 
ent. "McDonald's  promises  to  be  a  'forever 
young'  brand,"  says  John  Miologos,  vice- 
president  of  worldwide  architecture,  de- 
sign, and  construction  at  McDonald's 
Corp.  "We  have  to  deliver  on  that  prom- 
ise." The  last  major  change  at  McDonald's 
restaurants  was  the  introduction  of  play 
places  for  children  in  the  early  1980s. 

NEW  COLORS 

WHAT  WILL  THE  NEW  McDonald's  look 
like?  "Think  iPod:  clean  lines,  simplicity," 
says  Miologos.  The  signature  mansard 
roof?  History.  "The  big  red  roof  looks  too 
dated  today,"  says  John  Bricker,  creative  di- 
rector at  design  firm  Gensler's  brand-strat- 
egy arm,  Studio  585.  If  s  being  replaced  by 
a  flat  roof  topped  by  a  newly  designed,  con- 
temporary, golden  sloping  curve.  Ronald 
McDonald  appears  safe:  The  mascot  was 
given  a  leaner,  sportier  look  just  last  year. 
And  the  iconic  twin  golden  arches  will  still 
play  a  big  role  in  the  branding. 

After  conducting  a  global  contest 
among  design  firms,  the  burger  giant 
chose  New  York-based  Lippincott  Mercer 
in  the  summer  of  2004.  Peter  Dixon,  the 
design  firm's  creative  director,  spent  2005 
with  McDonald's  internal  architecture 
and  design  team  testing  and  prototyping 
the  new  look,  which  is  being  officially 
rolled  out  this  year.  Lippincott  Mercer, 
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TWIN 
ARCHES 

They  may  be 
tinkered  with,  but 
the  golden  icons 
aren't  going  away. 


iB&GOZONE 

ection  has  tall  counters 
iar  stools  for  customers 
at  alone.  Plasma  TVs 
:hem  company. 


which  until  it  signed  McDonald's  had  few 
clients  in  the  restaurant  business,  has 
made  a  name  for  itself  working  with  com- 
panies going  through  a  shift  in  brand 
identity  and  image.  In  2002,  for  example, 
it  helped  redesign  Nissan  Motor  Co.  deal- 
erships to  reflect  the  company's  launch  of 
several  new  upscale  cars.  Within  a  year, 
the  redesigned  dealerships  saw  an  aver- 
age of  57%  sales  growth,  vs.  33%  overall. 
The  traditional  McDonald's  yellow  and 
red  colors  will  remain,  but  the  red  will  be 
muted  to  terra  cotta  and  olive  and  sage 
green  will  be  added  to  the  mix.  To  warm 
up  their  look,  the  restaurants  will  have 
less  plastic  and  more  brick  and  wood, 
with  modern  hanging  lights  to  produce  a 
softer  glow.  Contemporary  art  or  framed 
photographs  will  hang  on  the  walls.  Bob 


Dixon,  a  private  school  fund-raiser  in 
Chicago,  says  of  an  Oak  Brook  (111.) 
restaurant  that  sports  the  new  design: 
"It's  bright,  if  s  lively,  it's  clean.  It  stunned 
me  how  beautiful  it  was." 

The  dining  area  will  be  separated  into 
three  sections  with  distinct  personalities. 
The  "linger"  zone  will  offer  comfortable 
armchairs,  sofas,  and  Wi-Fi  connections. 
"The  focus  is  on  young  adults  who  want 
to  socialize,  hang  out,  and  linger,"  says 
Dixon.  Brand  consultant  Robert  Pas- 
sikoflf,  president  of  Brand  Keys,  a  brand 
consulting  firm,  says  that  Starbucks  has 
raised  the  bar:  "A  level  has  been  set  by 
Starbucks,  which  offers  the  experience  of 
relaxed  chairs  and  a  clean  environment 
where  people  feel  comfortable  hanging 
out  even  if  it's  just  over  a  cup  of  coffee." 


The  "grab  and  go"  zone  will  feature 
tall  counters  with  bar  stools  for  cus- 
tomers who  eat  alone;  plasma  TVs  will  of- 
fer them  news  and  weather  reports.  And 
in  the  "flexible"  zone,  families  will  have 
booths  featuring  fabric  cushions  with  col- 
orful patterns  and  flexible  seating.  The 
new  design  allows  different  music  to  be 
targeted  to  each  zone. 

RESISTANCE 

Mcdonald's  won't  confirm  the  cost 
of  a  redesign.  Richard  Adams,  a  former 
franchisee  and  consultant  to  current  own- 
ers, estimates  they  will  have  to  pay 
$300,000  to  $400,000  to  renovate  an  ex- 
isting outlet— an  amount  roughly  equal  to 
a  restaurant's  annual  profit.  Tearing  down 
a  store  and  rebuilding  from  scratch  could 
cost  $1  million,  Adams  says.  The  fran- 
chisees will  have  to  pay  for  the  renovations 
themselves,  which  has  some  of  them 
seething.  "Many  franchisees  are  dead  set 
against  this  change,  especially  because 
they  already  spent  millions  remodeling 
their  restaurants  in  the  past  four  years," 
says  Adams.  In  2002,  when  McDonald's 
introduced  premium  salads,  it  did  ask  a 
number  of  franchisees  to  spruce  up  their 
dining  rooms,  but  it  wasn't  a  major  re- 
design project.  McDonald's  says  it  worked 
collaboratively  with  franchisees  to  jointly 
develop  a  strategy  for  the  current  "re-im- 
aging" of  its  restaurants. 

In  a  recent  letter  to  management  at  the 
company's  headquarters  in  Oak  Brook, 
about  160  franchisees  from  North  Carolina 
spelled  out  why  they  oppose  the  new  plan. 
They  say  the  roof  change  erases  40  years  of 
brand  building  and  that  "there  has  been  no 
business  case  presented  which  justifies  the 
change."  Says  Frederick  Huebner,  who 
owns  11  McDonald's  in  North  Carolina: 
"We  don't  want  to  lose  the  iconic  look  of 
what  we've  got."  If  franchisees  balk,  Mc- 
Donald's can  refuse  to  renew  their  contract 

Right  now,  only  20  recently  opened 
restaurants  in  the  U.S.  sport  the  makeover 
in  its  entirety.  Another  20,  primarily  in  Tul- 
sa and  Columbus,  Ohio,  have  been  com- 
pletely remodeled.  All  brand-new  restau- 
rants will  have  to  hew  to  the  redesign 
blueprints,  and  by  the  end  of  2006,  more 
than  half  of  the  13,720  U.S.  restaurants  will 
feature  some  element  of  the  design.  Says 
Gensler's  Bricker:  "Ifs  something  that 
McDonald's  has  to  do  if  it  wants  to  be  part 
of  the  21st  century."  ■ 

-  With  Michael  Arndt  in  Chicago  and 
Abed  Moiduddin  in  Oak  Brook 


BusincssHcok  online 


To  see  more  of 
McDonald's  new  look,  go  to 
www.businessweek.com/extras 
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WHEN  THE  INFORMATION  NEVER  STOPS,  NOTHING  CAN  STOP  YOUR  BUSINESS 


In  business,  keeping  peopie  and  information  connected  is  critical  to 
keeping  customers  satisfied.  And  yet,  at  any  given  moment,  any 
number  of  even'?  can  easily  derail  that  connection.  That's  why  you 
need  a  company  like  SunGard  on  your  side.  Our  Information  Availability 
solutions  provide  redundant  systems  and  networks  at  over  60  secure 
facilities  worldwide  to  make  sure  your  customers,  employees  and 
suppliers  stay  connected  24/7  And  at  the  same  time  keep  your  IT  staff 


For  years,  companies  have  trusted  SunGard  to  restore  their  IT  system 
when  something  went  wrong.  So  it's  not  surprising  that  toda 
companies  are  turning  to  us  to  mitigate  risk  and  make  sure  the 
never  go  down  in  the  first  place.  To  learn  more  about  Informatio 
Availability  and  how  we  can  save  your  company  on  average  25%*  ca 
1-800-468-7483  or  go  to  www.availability.sungard.com/masteria  an 
get  your  free  copy  of  the  book  "Mastering  Information  Availability." 


in  complete  control  of  your  data  and  applications.  So  while  you're  busy 

running  your  business,  we're  busy  making  sure  your  business  is  up  and      Sfj  NG  jYHIP 

running.  No  matter  what.  Availability  Services 


Keeping  People 
and  Information 
Connected™ 


'Potential  savings  based  on  IDC  White  Paper,  Ensuring  Information  Availability:  Aligning  Customer 
Needs  with  an  Optimal  Investment  Strategy. 
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HowtheAMT 
Wallops  Capital  Gains 

3Y  HOWARD  GLECKMAN 

SAREN  BROSI,  A  FINANCIAL  PLANNER  in  Palo  Alto,  Calif.,  is 
ired  of  delivering  bad  news.  She  had  to  do  it  over  and  over 
luring  this  tax-filing  season.  A  middle-income  client  would 
valk  into  her  office,  having  sold  a  pile  of  stock.  He  thought  he 
vas  going  to  pay  only  the  15%  rate  on  his  investment  profits, 

hanks  to  the  2003  tax  cut. 


But  Brosi  had  to  report  that  because  of 
he  alternative  minimum  tax,  effective 
ates  on  gains  can  actually  top  21%. 
:These  are  people  who  have  never  seen 
he  AMT,"  says  Brosi.  "They  are  walking 
dong  tliinking  they  are  going  to  have  to 
)ay  Uncle  Sam  15%,  then  their  return  gets 
lone.  All  of  a  sudden  if  s  going  to  cost 
hem  a  lot  more." 

This  has  been  a  problem  since  capital- 
jains  rates  were  trimmed  in  '03,  but  it's 
ibout  to  get  worse  as  millions  more  tax- 
jayers  fall  under  the  AMT.  In  2006,  as 
nany  as  4  million  investors  may  find 
hemselves  caught  in  this  AMT  trap,  ac- 
:ording  to  congressional  estimates, 
["hat's  twice  as  many  as  last  year.  And 
vhile  many  may  not  know  it,  they  have 
>een  stuck  in  the  middle  of  a  battle  on 
Capitol  Hill  over  whether  to  extend  the 
ow  rates  on  capital  gains  and  dividends 
>r  overhaul  the  poorly  understood  AMT. 

The  AMT  was  first  passed  in  1969  to 
prevent  the  very  rich  from  avoiding  taxa- 
ion  altogether  by  taking  numerous  de- 
luctions.  It  requires  people  to  do  their  re- 
urns  twice:  once  the  regular  way  and 
)nce  without  many  deductions— and  then 
)ay  whichever  tax  is  higher.  Because  Con- 
press  has  failed  to  adjust  the  AMT  for  in- 
lation,  it  now  hits  many  in  the  upper-mid- 
ile  class.  The  Urban-Brookings 
lax  Policy  Center  estimates  that 
learly  64%   of  those   making 
£100,000  to  $200,000  could  face 
he  AMT  in  2006. 

For  months,  Congress  has 
)een  trying  to  figure  out  which 
ax  issue  to  address  first.  Short  of 
30th  time  and  money,  lawmak- 
ers have  been  arguing  over 
whether  to  limit  the  AMT  or  ex- 
end  the  15%  rate  on  capital 
jains  and  dividends,  which  is 


&&$%&, 


due  to  expire  at  the  end  of  2008.  Presi- 
dent George  W.  Bush  and  many  Hill  Re- 
publicans say  they  are  closing  in  on  a 
deal  that  would  extend  the  low  cap-gains 
rates  until  2010  but  curb  the  AMT's  reach 
for  only  this  year. 

Ask  investors  which  problem  they 
would  rather  see  Congress  address,  and 
most  would  probably  vote  for  capital- 
gains  relief.  But  for  many  under  the  shad- 
ow of  the  AMT,  that  would  be  a  bad 
choice.  Not  only  are  millions  of  investors 

Unhappy  Returns 

Congress  musfchoose  a  top  priority 
in  addressing  tax  policy: 

EXTEND  the  Bush  Administration-backed  reduction  of  levies 
on  capital  gains  and  dividends,  which  are  slated  to  expire  after 
2008,  or 

OVERHAUL  the  alternative  minimum  tax.  Currently,  it  quietly 
raises  levies  on  investment  income  and  for  many  people 
wipes  out  the  benefit  of  the  capital-gains  cut. 


paying  higher  taxes  today  than  they  ex- 
pected, but  many  are  also  paying  more 
than  they  did  in  2002,  when  gains  were 
taxed  at  20%.  "Politicians  gave  you  a  bro- 
ken promise,"  says  Frank  Degan,  a  li- 
censed tax  preparer  in  Setauket,  N.Y. 
"They  told  you  they  were  lowering  your 
taxes,  but  they  did  not." 

Shrinking  Exemptions 

THE  AMT  DOES  NOT  directly  raise  the 
cap-gains  rate.  Instead,  the  more  gains 
people  have,  the  higher  their  overall  taxes 
climb,  because  of  the  AMT. 

Here's  why:  If  you  are  in  the  AMT,  you 
get  to  exempt  some  income  from  the  tax. 
This  year,  married  couples  can  exclude 
their  first  $45,000  in  AMT  income.  But 
once  you  make  $150,000,  the  value  of 
that  $45,000  exemption  starts  to  shrink. 
Because  gains  are  included  in  AMT  in- 
come, those  investment  profits  slash  the 
exemption,  and  you  must  pay  more  tax- 
es. To  make  matters  worse,  if  you  are  in 
the  AMT,  you  no  longer  can  deduct  any 
state  and  local  taxes  you  paid  on  your 
capital  gains.  That  raises  your  effective 
federal  tax  rate  even  more.  Says  Jennifer 
MacMillan,  a  licensed  tax  preparer  in 
Santa  Barbara,  Calif:  "In  a  lot  of  cases, 
if  s  people  who  have  a  one-time  gain  and 
don't  have  a  lot  of  other  income." 

A  married  couple  that  made,  say, 
$170,000  in  ordinary  income  and 
$100,000  in  capital  gains  would  pay  tax- 
es of  21%  or  22%  on  those  profits,  ac- 
cording to  a  study  by  Wake  Forest  Uni- 
versity business  professors  Yvonne  L. 
Hinson  and  Ralph  B.  Tower.  One  more 
nasty  AMT  gift:  Those  people  must  fill 
out  65  extra  lines  on  their  capi- 
tal-gains form,  Schedule  D. 

To  add  insult  to  injury,  the 
rich  don't  have  these  problems. 
The  impact  of  the  AMT  shrinks 
in  the  very  top  brackets,  so  by 
the  time  investors  make  $1  mil- 
lion, they  are  paying  an  effective 
rate  of  about  16%  on  their  gains. 
If  Congress  doesn't  act,  the 
AMT  will  affect  20  million  tax- 
payers in  2006.  Many  will  feel 
blindsided  next  Apr.  15.  ■ 
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CHINA'S  ONLINE  AD  BOOM 

The  growth  of  the  Net,  especially  among  kids,  is 
powering  an  overnight  shift  in  spending 


BY  DEXTER  ROBERTS 

WHEN  MOTOROLA 
Inc.  launched  a 
new  line  of  youth- 
oriented  mobile 
phones  in  China 
last  year,  it  didn't 
bother  advertising 
on  TV  or  in  newspapers  and  magazines. 
Instead,  it  hired  a  pair  of  college  students 
from  the  southern  city  of  Guangzhou  who 
had  become  an  Internet  sensation  with 
their  homemade  videos  of  themselves  lip- 
synching  Western  pop  songs.  Dubbing 
the  duo  the  "Back  Dorm  Boyz,"  the 
phonemaker  built  an  online  marketing 
campaign  in  which  the 
two  lip-synched  As 
Long  as  You  Love  Me  by 
the  Backstreet  Boys. 

The  response  was 
overwhelming:  A  related 
lip-synching  and  song 
re-mixing  competition 
garnered  14  million 
page  views,  with  the 
surge  in  traffic  at  one 
point  crashing  the  site. 
Visitors  cast  more  than 
1.3  million  votes  to  de- 
termine the  winner  of 
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the  contest— and  sales  of  the  new  phones 
soared.  "This  was  a  grassroots,  guerrilla 
way  to  relate  to  the  youth  of  China,"  says 
Ian  Chapman-Banks,  Motorola's  phone 
marketing  chief  for  North  Asia. 

The  migration  of  advertising  from 
print  to  online  is  an  accelerating  trend  in 
the  U.S.  Now,  the  same  thing  seems  to  be 
happening  in  China's  fast-growing  ad 
market.  With  111  million  Internet  users  on 
the  mainland— typically  trend-conscious, 
young,  and  relatively  wealthy— few  mar- 
keters can  resist  the  lure  of  the  Chinese 
Web.  On  Apr.  26,  Tiffany  &  Co.  launched 
a  557-page  site  in  Chinese  to  woo  the 
mainland's  nouveaux  riches.  Procter  & 
Gamble  Co.  set  up  a  site 
pitching  its  beauty 
brands  Olay,  SK-II,  and 
Hugo  Boss  during  last 
fall's  Shanghai  Fashion 
Week.  And  General  Mo- 
tors Corp.  last  winter 
held  an  online  contest 
to  choose  the  Chinese 
name  of  a  new  Chevro- 
let compact,  giving  one 
of  the  cars,  the  Lova,  to 
the  winner.  "Brands 
have  decided  to  take  the 
Internet  a  lot  more  seri- 


ously," says  Chris  Reitermann,  managin 
director  in  China  for  digital  and  dire< 
marketing  shop  OgilvyOne,  which  ha 
about  100  people  in  online  marketing  o 
the  mainland. 

That' s  adding  up  to  some  serious  mor 
ey.  Online  ad  spending  has  been  growin 
by  more  than  75%  annually  for  the  pa: 
three  years.  It's  expected  to  reach  $81 
million  this  year  and  top  $1  billion  i 
2007,  according  to  Shanghai-based  IRt 
search.  While  Net  advertising  today  rej 
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Voices  from 
The  Street 


:: 


Oh  Yeon  Ho  knows  the  power  of 
independent  media.  His  Seoul- 
based  Web  site,  OhmyNews,  lets 
regular  folks  write  about  whatev  | 
they  want.  In  2002  that  included  big  doses 
news  about  presidential  candidate  Roh  Mo 
Hyun-at  a  time  when  Korea's  leading  pap 
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resents  just  2.3%  of  the  total  ad  market  in 
China,  the  balance  is  changing  fast. 
'New  Media's  advertising  revenues  are 
starting  to  catch  up"  and  will  surpass  tra- 
ditional media's  within  10  years,  says  Cui 
Baoguo,  director  of  the  Center  for  Media 
Management  Studies  at  Beijing's  Ts- 
ughua  University.  "There  is  huge  space 
"or  growth." 

SAGGING  PRINT  ADS 

rHAT  GROWTH  IS  already  taking  its  toll 
sn  traditional  media.  After  almost  two 
iecades  of  surging  ad  and  circulation 
lumbers,  newspaper  ad  sales  on  the 
mainland  fell  5.1%  in  2004,  while  at  mag- 
azines they  dropped  16.5%,  a  Tsinghua 
University  report  says.  "Business  maga- 
tine  page  growth  is  pretty  flat,"  says 
Hugo  Shong,  head  of  IDG  Asia  Pacific, 
which  publishes  business  and  technology 
dries  such  as  CEO  &  CIO  and  PC  World 
China.  His  business  and  tech  publications 
still  managed  20%  revenue  growth.  But, 
Shong  says,  "If  we  hadn't  done  a  good  job 
with  online  solutions  and  nonpublishing 
revenue  [such  as  conferences],  we 
wouldn't  have  done  so  well." 


S. 


As  in  other  markets,  the 
slump  has  print  publications 
scrambling  to  find  new  online 
models.  The  Economic  Observ- 
er, a  five-year-old  Beijing- 
based  financial  weekly  printed 
on  pink  paper  (in  a  nod  to 
London's  Financial  Times),  saw  its  ad  rev- 
enue growth  slow  to  5%  last  year,  from 
100%  three  years  ago.  So  the  Observer  has 
launched  a  lifestyle  supplement  to  appeal 
to  younger  readers  and  is  seeking  a  for- 
eign partner  to  help  upgrade  its  Web  site, 
adding  more  graphics,  video  clips,  and 
perhaps  a  search  engine  for  financial 
news.  "We  must  focus  on  changing  our 
platform,"  says  He  Li,  editor-in-chief. 

China's  youth  has  already  changed, 
which  makes  the  Net  a  good  way  to  reach 
them.  P&G  created  a  site  to  launch  a  new 
youth-oriented  Crest  sub-brand  called 
"Whitening  Expression,"  which  comes  in 
unusual  flavors  such  as  "Icy  Mountain 
Spring"  and  "Morning  Lotus  Fra- 
grance." P&G  is  asking  young  people  to 
post  videos  of  themselves  dancing  with  a 
tube  of  Crest  in  hand,  and  visitors  to  the 
site  will  vote  on  the  best  act.  The  win- 
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online  ad  blitz  by 
Motorola  featuring 
this  lip-synching 
duo  hit  it  big 
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ners— 250  of  them— will  get 
free  tickets  to  pop  concerts  in 
July.  "Our  online  objective  is  to 
increase  our  interaction  with 
consumers,"  says  Aran  Ku- 
mar, strategic  planning  direc- 
tor at  Starcom  Worldwide, 
media  planning  and  buying 
agency.  "The  Internet  allows  you  to  do 
things  that  other  media  can't  do." 

The  shift  is  giving  a  boost  to  Chinese 
Internet  players.  Advertising  revenues  at 
the  leading  Net  portals  grew  by  25%  or 
more  last  year,  the  Tsinghua  report  says. 
For  instance,  Sohu.com  Inc.,  China's 
No.  3  portal,  now  gets  about  two-thirds  of 
its  revenues  from  advertising,  double  the 
proportion  just  three  years  ago.  To  lure 
more  ads,  Sohu.com  has  signed  market- 
ing deals  connected  to  this  summer's 
World  Cup  in  Germany  and  the  2008  Bei- 
jing Olympics.  On  Apr.  27,  Sohu  an- 
nounced that  during  the  first  quarter,  ad 
revenues  grew  35%.  "Companies  want  to 
segment  and  target  their  marketing," 
says  Sohu.com  Chairman  Charles  Zhang. 
And  that  will  surely  mean  even  more  on- 
line ads.  ■ 


'ushed  aside  the  dark  horse  as  a  dangerous 
ftist.  On  Election  Day,  as  the  citizen 
urnalists  of  OhmyNews  reported  that  Roh 
Dpeared  to  be  trailing,  young  readers 
ispatched  a  flurry  of  text  messages  urging 
iends  to  go  to  the  polls,  helping  Roh  squeak 
i  victory.  "Citizen  reporters  beat  traditional 
ledia,"  recalls  Oh. 

Little  wonder  that  OhmyNews  has  become 
ie  of  Korea's  most  influential  media 
jtlets— and  has  inspired  dozens  of  imitators 
round  the  globe.  The  site  boasts  95  full-time 
:affers  and  nearly  42,000  citizen 
)ntributors,  who  together  produce  about 
)0  articles  a  day. 

Now  Oh  is  taking  his  citizen  journalism 


effort  overseas.  In  August,  OhmyNews  is  due 
to  start  a  Japanese-language  version,  run  in 
cooperation  with  Softbank  Corp.  And  since 
last  July,  OhmyNews  has  been  churning  out 
news  in  English,  produced  by  850  citizen 
reporters  from  85  countries  plus  eight 
professional  editors. 

Repeating  the  splash  OhmyNews  achieved 
in  Korea  won't  be  easy.  Young  Koreans  have  a 
deep  distrust  of  newspapers— which  tend  to 
represent  the  conservative  establishment— 
whereas  Japanese  media  are  much  more 
diverse.  And  the  explosion  of  blogging 
worldwide  will  probably  make  a  dedicated 
citizen  news  site  less  attractive.  "When 
OhmyNews  got  started,  few  people  had 


blogs,"  notes  Tsuruaki  Yukawa,  member  of 
the  editorial  board  at  Japan's  Jiji  Press. 

Still,  Oh  is  confident  his  service  will  offer 
something  unique.  Blogs,  he  says,  don't  have 
the  credibility  of  OhmyNews,  where 
professionals  edit  and  fact-check  stories 
from  nonstaffers  to  filter  out  inaccuracies 
and  potentially  libelous  claims.  And  it 
presents  perspectives  that  conventional 
news  outlets  ignore,  covering,  for  instance, 
the  discontent  in  Nepal  several  months 
before  Western  newspapers  did.  "Citizen 
reporters  excel  when  they  write  on  subjects 
they  know  well,"  says  Hong  Eun  Taek,  editor- 
in-chief  of  the  English-language  service. 

-By  Moon  Ihlwan,  with  Kenji  Hall 
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A  SMOOTHER  RIDE 
MINUS  THE  BIG  WHEEL? 

The  arrest  of  Hyundai's  chairman  is  a 
blow,  but  it  could  help  improve  operations 


BY  MOON  IHLWAN 

WITH  ITS  CHARIS- 
matic  chairman, 
Chung  Mong  Koo, 
now  prisoner  No. 
4011  at  the  Seoul 
Detention  Center, 
Hyundai  Motor  Co. 
seems  to  be  adrift.  On  Apr.  27,  Hyundai 
postponed  announcement  of  its  quarterly 
results,  and  has  put  on  hold  construction 
of  new  factories  in  the  U.S.  and  the  Czech 
Republic.  "The  chairman's  sudden  re- 
moval has  serious  implications  for  the  fu- 
ture of  the  company,"  says  Hyundai 
spokesman  Oles  Gadacz. 

But  there  may  be  promise  in  the  pall 
hanging  over  Hyundai.  Some  say  that 
Chung's  arrest  will  give  Hyundai  a  chance 
to  tap  younger  managers  and  grow  in 
ways  it  might  not  have  under  the  chair- 
man's tight  control.  And  while  Chung  has 
been  the  driving  force  behind  virtually 
every  key  initiative  in  recent  years— from 
improving  quality  to  building  plants  in  the 
U.S.  and  Europe— Hyundai's  stock  could 
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get  a  boost  if  the  affair  leads  to  greater 
transparency  and  accountability.  "With  the 
main  road  map  and  basic  systems  in  place, 
professional  managers  will  likely  do  a  bet- 
ter job  going  forward  than  one  man  run- 
ning a  fiefdom,"  says  Park  Kyung  Min, 
head  of  fund  manager  Hangaram  Invest- 
ment Management  Co.  "What  happened 
at  Hyundai  is  a  blessing  disguised  as  a 
misfortune." 

On  Apr.  28,  investiga- 
tors arrested  Chung  on 
charges  of  embezzlement 
and  breach  of  trust.  Prose- 
cutors say  Chung  played 
an  important  role  in  rais- 
ing some  $140  million  in 
illegal  funds  that  were 
used  to  bribe  government 
officials.  And  they  say  he 
inflicted  damage  of  more 
than  $400  million  on  the 
group  through  irregular 
deals  aimed  at  enriching 
his  family.  Neither  Chung 
nor  his  lawyer  was  avail- 


THE  STAT 


$24 

BILLION 

Cost  of  two  planned 
factories  that  have 
been  put  on  hold 
while  Chung 
remains  in  prison 


able  for  comment,  though  when  he  was 
brought  in  for  questioning  in  April,  he 
apologized  for  "causing  a  furor." 

STRONG  BENCH 

CHUNG  HAS  EARNED  well-deserved 
praise  for  building  Hyundai  Motor  Group 
from  an  also-ran  into  the  world's  No.  7 
auto  maker.  The  68-year-old  chairman 
owns  only  5.2%  of  Hyundai  Motor,  but  he 
enjoys  near  absolute  control  through  a 
web  of  cross-shareholdings  in  affiliated 
companies.  And  he  is  known  as  a  micro- 
manager  who  obsesses  over  details  as 
small  as  the  color  of  parts  under  the  hood. 
Although  Chung  will  likely  be  released 
on  bail  in  a  couple  of  months,  for  now 
CEO  Kim  Dong  Jin  will  steer  the  compa- 
ny. Hyundai  also 
CHUNG  faces  jias  a  strong  bench 

charges  of  of  managers,  in. 

embezzlement  ,    ,.        °     '      , 

and  breach  of  trust     <*"*?&     resffch 

mim^mm  chief     Lee     Hyun 

Soon,  who  devel- 
oped engines  for  the  Santa  Fe  SUV  and 
Sonata  sedan,  and  Suh  Byung  Kee,  who 
has  overseen  the  rise  in  quality  rankings. 
"Hyundai's  going  to  grow  from  this,: 
says  Chuck  Baccarella,  sales  manager  at 
Maita  Hyundai  in  Sacramento.  "If  you 
have  one  person  making  all  the  decisions  l 
there  are  no  checks  and  balances." 

Hyundai's  board,  which  Chung  kept  or 
a  short  leash,  might  also  benefit.  Although 
the  company  has  filled  four  of  seven  boarc 
seats  with  outside  directors,  and  its  audi 
committee  now  consists  solely  of  out 
siders,  many  say  the  panel  must  be  fa: 
more  independent  to  ensure  that  dissent 
ing  opinions  get  heard.  "It  simply  would 
n't  make  any  sense  for  important  invest 
ment  decisions  [such  as  the  nev 
factories]  to  be  affected  by  the  probe  if  tin 
company  had  a  credible  board,"  says  Nan 
Dae  Woo,  an  independent  director  at  Ko 
rean  oil  refiner  SK  Corp.  The  company  ac 
knowledges  that  Chung  wields  consider 
able  power  but  says  the  board 
independent. 

Chung's  absence  coul' 
usher  in  more  harmc 
nious  labor  relations.  Th 
chairman  has  long  battle 
Hyundai's  unions,  an 
workers  dislike  his  "en 
peror-like"  rule,  saj 
Song  Hi  Sok,  a  labc 
leader.  "We  hope  this  inc 
dent  will  serve  as  a  tun 
ing  point,"  Song  say 
"for  Hyundai  to  make  at 
other  leap  forward."  ■ 
-With  Elizabei 
Woyke  in  New  Yoi 
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Mixed  Signals 
From  Microsoft 

Is  it  a  growth  stock  or  a  value  play?  Why 
investors  are  scratching  their  heads  again 


BY  JAY  GREENE 

IT'S  ONE  OF  THE  TOUGHEST 
battles  Microsoft  Corp.  will  face. 
No,  not  the  withering  competition 
from  Web  search  kingpin  Google 
Inc.  or  the  regulatory  challenges 
posed  by  Europe's  trustbusters. 
This  is  a  war  over  definitions: 
Should  investors  invest  in  Microsoft  for 
growth  or  value? 

Their  inability  to  answer  that  question 
became  painfully  clear  on  Apr.  27.  That's 
when  Microsoft  shocked  Wall  Street  with 
news  that  it  would  boost  spending  in  fiscal 
2007  by  $2  billion  more  than  expected, 
much  of  it  to  fund  product  initiatives.  In- 
vestors had  just  seemed  to  be  coming  to 
terms  with  the  idea  that  Microsoft,  one  of 
the  great  growth  stocks  in  corporate  histo- 
ry, was  settling  into  life  as  a  value  play.  But 
the  new  spending— which  translates  into  a 
10%  drop  in  projected  operating  income- 
is  really  the  purview  of  growth  companies. 
So  shares  spiraled  down  11%,  to  $24^15  the 
next  day,  erasing  $32  billion  in  value. 

Why  does  it  matter  that  investors  can't 
categorize  Microsoft  shares?  Isn't  it 
enough  that  the  Windows  and  Office  mo- 


nopolies, though  slowing  from  their  hey- 
day of  the  1990s,  help  the  company  gen- 
erate $1  billion  in  free  cash  each  month? 
Sure,  Microsoft  has  misfired  in  some  of  its 
attempts  to  seize  new  markets  and  is  in 
the  midst  of  adjusting  to  the  new  world  of 
Web-delivered  software.  But  it  is  posting 
solid  results  with  its  server  software  and 
winning  a  growing  share  in  video  games. 
The  problem  is  that  investors  like  to 
build  their  portfolios  in  buckets.  If  they're 
willing  to  accept  some  risk 
for  the  possibility  of  higher 

growth  companies.  Val-     y  *  % 
ue  investors  forgo  the 
volatility    of  growth 
stocks    for    steadier 
returns. 

In  truth,  investors  have  ~" ""  " 
wrestled  with  Microsoft's  split  personality 
for  four  years.  The  stock  climbed  61,000% 
from  the  1986  initial  public  offering 
through  the  end  of  the  1990s.  But  since 
2002  it  has  traded  sideways  in  a  range 
from  $20  to  $30.  "It's  been  in  growth 
stock  purgatory,"  says 
Todd  S.  Lowenstein, 


returns,  they  load  up  on    ,*w*w^^ 


co-portfolio  manager  of  the  HighMark 
Value  Momentum  Fund  in  Los  Angeles. 
In  recent  months  value  funds  such  as 
Vanguard  Windsor  and  Clipper  added  to 
their  Microsoft  holdings  while  growth 
funds,  including  Fidelity  Magellan  and 
Janus  Mercury,  sold  shares. 

"BIG,  BOLD  BETS" 

NEWS  OF  THE  SPENDING  spree  sent 
many  of  those  value  investors  running  for 
the  hills.  Adding  to  the  confusion  is  that 
Microsoft  execs  use  the  language  of 
growth  as  they  talk  about  opportunities. 
"Throughout  our  history,  Microsoft  has 
won  by  making  big,  bold  bets,"  CEO 
Steven  A  Ballmer  wrote  to  the  company's 
more  than  60,000  employees  after  the 
markets  closed  on  Apr.  28.  "I  believe  now  is 
not  the  time  to  scale  back  the  scope  of  our 
ambition  or  the  scale  of  our  investment." 

Most  analysts  think  a  substantial  share 
of  that  outlay  will  go  to  building  Mi- 
crosoft's online  business  to  compete  more 
effectively  against  Google  and  Yahoo!  Inc. 
But  without  details,  investors  can't  decide 
for  themselves  if  that  will  generate  solid 
returns.  In  hindsight,  Microsoft  concedes 
its  misstep.  "We  could  have  communicat- 
ed this  better,"  says  spokesman  Larry  Co- 
hen. Over  the  next  few  months  the  comi 
pany  will  offer  more  insight  into 

investments.  That's  likely  to 
^^^      start  on  May  4,  wher 
V»tj|  ^^^^      Ballmer    addresse: 
online  advertiser: 
at  headquarters. 
But     until     th 
spending  details  an 
clear,  the  shares  ar 
likely   to    drift.    "Thi: 
stock  will  test  your  pa 
tience  in  the  short  run  and  even  th 
medium    run,"     says    HighMark' 
Lowenstein.  For  now  he's  keeping  Mi 
crosoft  firmly  in  the  value  camp.  Hi 
$500  million  fund  added  shares  on  Ap 
28,  after  the  sell-off,  raising  its  holding 
from  1.7%  to  2%  of  total  assets.  ■ 


Split  Personality 


GROWTH 

■  Plans  $2  billion  in  new 
investments  in  fiscal  '07 

■  Is  a  key  player  in  growth 
markets  such  as  Web 
advertising 

■  Pays  employees  a 
combination  of  stock 
and  cash 


VALUE 

■  Paysa36tf-a-share 
annual  dividend 

■  Is  executing  a 
$30  billion  stock- 
buyback  program 

■  Core  businesses 
are  growing  in 
single  digits 
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Drunk 
On  Ethanol 

Producers  are  riding  a  boom,  but  the 
market  maybe  as  tricky  as  oil 


BY  CHRISTOPHER  PALMERI 
AND  AARON  PRESSMAN 

NDERSONS  INC.  USED 
to  manage  grain  silos, 
lease  rail  cars,  and  run 
a  few  home  stores  from 
its  rural  Ohio  head- 
quarters. Now  it's  an 
ethanol  play.  In  the 
past  year  it  has  invested  $36  million  for 
minority  stakes  in  three  plants  that  will 
produce  the  fuel,  which  can  be  made  from 
a  variety  of  plant  materials  including 
corn,  Andersons'  speciality.  Its  share 
price  has  shot  up  from  30  to  122  during 
that  time,  adding  more  than  $700  million 
to  the  company's  market  value. 

Welcome  to  the  ethanol  boom,  the  clos- 
est America's  farmers  may  get  to  an  in- 
vestment bubble.  Since  the  pro-ethanol 
State  of  the  Union  address  in  January, 
shares  of  Fresno-based  Pacific  Ethanol 
Inc.  have  doubled,  to  37.  Green  Plains  Re- 
newable Energy  has  risen  40%,  to  46, 
since  it  began  trading  in  March. 

But  ethanol  is  far  from  the  sure 
moneymaker  its  boosters  say  it  is.  In  fact, 
some  of  the  very  forces  behind  the  boom 


might  undermine  ethanol's  prospects  as 
an  investment  over  the  next  few  years. 

The  fuel,  renewable  and  more  environ- 
mentally friendly  than  gasoline,  is  already 
being  used  as  a  gas  additive,  replacing 
another  additive  that  was  found  to  pollute 
groundwater.  The  result:  a  squeeze  on 
supplies  that  has  doubled  ethanol's 
wholesale  price,  to  $2.75  a  gallon,  about 
what  gasoline  costs  at  wholesale.  With 
corn   prices  low  and  gas  prices  high, 


RUNNING  OUT  OF  GAS 


Estimated  gross  profit  margins 
for  ethanol  production 
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Agriculture  Policy  Research  Institute 


LETITFLOWNew  ethanol's  profit 

plants  like  this  one  margin  per  gallon 

in  California  could  js  at  a  record  of 

pojnttoa  glut  more  than  $1  «You 

don't  need  Willie 
Nelson  organizing  concerts  for  these  farm- 
ers," jokes  Tom  Kloza,  an  analyst  for  the 
Oil  Price  Information  Service. 

Last  year's  energy  bill  requires  gas 
marketers  to  sell  at  least  4  billion  gallons 
of  ethanol-blended  fuel  this  year,  rising  to 
7.5  billion  gallons  by  2012.  That  sparked  a 
surge  of  investment.  In  April,  Goldman 
Sachs  Group  took  a  $26.8  million  stake  in 
Canadian  outfit  Iogen  Corp.  Archer 
Daniels  Midland  Co.,  meanwhile,  tapped 
Patricia  Woertz,  a  career  oil  woman  (page 
38),  as  its  new  CEO.  Two  U.S.  companies 
recently  filed  for  initial  public  offerings  to 
finance  more  plants,  while  Spanish  ener- 
gy company  Abengoa  and  Connecticut 
private-equity  firm  J.H.  Whitney  &  Co. 
raised  almost  $300  million  to  do  so. 

SURPLUS  AHEAD? 

BUT  ALL  THE  NEW  MONEY  might  create 
an  ethanol  glut.  On  Apr.  11,  California 
projected  that  U.S.  capacity  required  by 
2009  would  be  online  in  under  a  year. 
Since  that  projection,  at  least  four  more 
companies  have  announced  plans  to 
build  plants.  That's  because  a  typical  50- 
million-gallon-a-year  plant  costs  just  $75 
million  or  so  to  build,  with  banks  willing 
to  lend  up  to  70%  of  the  cost,  says  Tom 
Murray,  co-head  of  loan  and  debt  capital 
markets  at  German  bank  WestLB.  A  new 
gasoline  refinery  costs  $1  billion  or  more 

Investors  in  ethanol  plants  will  fine 
themselves  at  the  mercy  of  two  commodi 
ty  cycles:  corn  and  gas.  According  to  sim 
illations  run  by  the  University  of  Mis 
souri's  Food  &  Agriculture  Policy  Researcl 
Institute,  corn  prices  over  the  next  si: 
years  are  likely  to  rise  and  ethanol  prices  tt 
fall,  resulting  in  a  25%  or  more  drop  h 
producers'  profits.  "The  industry  has  out 
stripped  our  expectations  and  grown  a  lo 
faster  than  we  thought,"  says  institute  pro 
gram  director  Patrick  Westhoff. 

What  of  the  promise  of  ethanol  replac 
ing  gas?  Don't  count  on  it.  General  Motor 
Corp.  and  Ford  Motor  Co.  have  made 
push  this  year  to  promote  vehicles  ihs 
can  run  on  gas  or  E85,  a  fuel  that's  85° 
ethanol  and  15%  gasoline.  But  E85  gel 
worse  mileage  than  gas,  a  problem 
ethanol  is  costlier.  And  right  now  there  ai 
only  about  600  E85  pumps  nationwide. 

Ethanol's  fans  say  the  fuel  is  a  blessin 
in  this  time  of  high  gas  prices  and  glob; 
warming.  But  energy  is  a  cyclical  busines 
Prospecting  in  the  cornfield  might  proA 
as  risky  as  prospecting  in  an  oil  field.  ■ 
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White  Men 
Can't  Help  It 

Courts  have  been  buying  the 
idea  that  they  have  innate  biases 


BY  MICHAEL  OREY 

w 


INNING  A  BIG 
employment  law- 
suit these  days  of- 
ten requires  a  bit  of 
magic.  After  all, 
companies  are 
awash  in  diversity 
training,  equal  opportunity  policies,  and 
800  numbers  aimed  at  rooting  out  bias. 
Managers  have  been  well  trained  to  keep 
their  discriminatory  thoughts  to  them- 
selves, edit  all  hints  of  racism  and  sexism 
out  of  e-mail,  and  couch  pay  and  promo- 
tion decisions  in  legally  defensible  lan- 
guage. So  how  do  plaintiffs'  lawyers 
prove  their  cases? 

Enter  the  magician.  Sociologist 
William  T.  Bielby  is  the  leading  court- 
room proponent  of  a  simple  but  powerful 
theory:  "unconscious  bias."  He  contends 
that  white  men  will  inevitably  slight 
women  and  minorities  because  they  just 
can't  help  themselves.  So  he  tries  to  con- 
vince judges  that  no  evidence  of  overt  dis- 
crimination—no smoking  gun  memo,  for 
instance— is  needed  to  prove  a  case.  As 
Allen  G.  King,  an  employment  defense  at- 
torney at  the  Dallas  office  of  Littler 
Mendelson,  puts  it:  "I  just  have  to  leave 
you  to  your  own  devices,  and  because  you 
are  a  white  male,"  you  will  discriminate. 
King  and  other  defense  attorneys  have 
gotten  to  know  Bielby  well,  having  en- 
countered him  as  an  expert  witness  in 
dozens  of  major  cases,  including  those 
currently  pending  against  Wal-Mart, 
FedEx,  Johnson  &  Johnson,  and  Cargill. 
For  plaintiffs,  Bielby's  fees— now  $450  an 
hour,  and  totaling  $30,000  or  more  per 
case— are  often  worth  it.  Numerous  law- 
suits in  which  he  has  been  involved  have 
ended  in  big  dollar  settlements,  including 
suits  against  Merrill  Lynch,  Morgan 
Stanley,  and  Home  Depot.  In  2004  a  fed- 
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eral  judge  in  San 
Francisco  cited  Biel- 
by's testimony  when 
he  agreed  to  let  the 
largest-ever  employ- 
ment class  action  go 
forward  against  Wal- 
Mart  Stores  Inc.  The 
company  is  appeal- 
ing but  could  face 
gender  bias  claims 
on  behalf  of 
more  than  1  million 
women. 

Sitting  in  his  quiet, 
dimly  lit  office  at  the 
University  of  Penn- 
sylvania, Bielby,  58, 
explains  his  opinions 
and  parries  criti- 
cisms in  a  way  that 
makes  the  provoca- 
tive sound  almost 
prosaic.  An  electric 
guitar  propped  in  a 
stand  on  the  floor 
hints  at  his  other 
preoccupation:  rock 
'n'  roll.  A  longtime 
guitar  player,  he's 
also  made  studying  bands  in  the  "post- 
Elvis,  pre-Beatles"  era  part  of  his  aca- 
demic work.  Every  year,  he  joins  col- 
leagues to  perform  at  the  American 
Sociological  Assn.  convention. 

COURTROOM  CELEB 

BIELBY'S  ROCK  star  turn,  though,  has 
been  in  the  litigation  arena.  Now  if  an 
employer  is  faced  with  a  class  action 
based  on  gender  or  race,  there  is  at  least  a 
50%  chance  that  plaintiffs  will  cite  un- 
conscious bias  theory,  says  David  A.  Co- 
pus  at  Ogletree  Deakins  in  Morristown, 
N.J.  When  corporations  conduct  "beauty 


contests"  to.  hire  law  firms  to  represent 
them  in  these  lawsuits,  "if  you  can't  go  in 
and  say  how  you're  going  to  deal  with  an 
expert  like  Bielby,  you  can't  get  the  case," 
says  Littler  Mendelson's  King. 

The  key  flaw  that  Bielby  typically  finds 
in  the  companies  he  testifies  against  is 
that  they  give  managers  too  much  discre- 
tion and  let  them  rely  on  too  many  sub- 
jective factors  in  hiring,  promotion,  and 
pay.  In  that  kind  of  unfettered  atmos- 
phere, he  says,  all  people  (not  just  white 
men)  unknowingly  revert  to  stereotypes 
in  making  decisions.  "The  tendency  to  in- 
voke gender  stereotypes  in  making  judg- 
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ments  about  people  is  rapid  and  auto- 
matic," Bielby  wrote  in  a  2003  report  on 
Wal-Mart  that  was  filed  with  the  court. 
"As  a  result,  people  are  often  unaware  of 
how  stereotypes  affect  their  perceptions 
and  behavior,"  including  "individuals 
whose  personal  beliefs  are  relatively  free 
of  prejudice." 

Bielby  faulted  Wal-Mart  for  the  way  it 
identifies  candi- 
dates for  man- 
agement    posi- 
tions that  often 
require  a  move. 
Without  a  "sys- 
tematic mechanism"  for  de- 
termining who  might  be  in- 
terested,  he   wrote   in   his 
report,  managers  may  auto- 
matically   assume    women 
don't  want  jobs  that  require 
them  to  relocate. 

Job  postings  are  one  way 
around  this  problem.  But  Bielby,  citing 
deposition  testimony  of  Wal-Mart  execu- 
tives, noted  that  store  managers  had  au- 
thority to  bypass  the  retailer's  posting 
system  and  "informally  approach"  candi- 
dates. That  can  result  in  what  he  calls 
"tap-on-the-shoulder"  promotions,  typi- 
cally favoring  men.  In  its  appeal,  Wal- 
Mart  says  Bielby's  testimony  is  unscientif- 
ic and  unreliable. 

Certainly  the  idea  that  we  all  engage  in 
stereotyping  is  well  established  among  so- 
cial psychologists,  and  it  is  percolating 
into  the  broader  culture.  In  his  2005  book 
Blink,  author  Malcolm  Gladwell  dis- 
cussed how  stereotypes  can  influence  the 
kind  of  split-second  decision-making  that 
takes  place  in  police  shootings.  Business  is 
also  paying  attention.  The  Implicit  As- 
sumption Test  is  a  tool  researchers  have 
used  to  measure  unconscious  bias,  and 


corporations,  including  BP  PLC  and  Bee- 
ton  Dickinson  &  Co.,  are  incorporating  it 
into  diversity  training  for  managers.  The 
February  cover  story  of  HR  Magazine, 
published  by  the  Society  for  Human  Re- 
source Management,  was  titled  "Detect- 
ing Hidden  Bias." 

But  Bielby's  critics  argue  that  stereo- 
types come  into  play  primarily  in  interac- 
tions among  strangers.  When  a  supervisor 
has  known  an  employee  for  months  or 


People  are  often 
unaware  ofhow 
stereotypes 
affect  their 
perceptions" 

—  Sociologist  William  Bielby 


years,  "individuating  information"  takes 
over,  allowing  the  manager  to  base  deci- 
sions on  specific  traits  he  has  come  to 
know,  not  implicit  assumptions,  says  Neal 
D.  Mollen,  an  attorney  in  the  Washington 
(D.C.)  office  of  Paul,  Hastings,  Janofsky  & 
Walker  LLP,  one  of  Wal-Marf  s  law  firms. 
Mark  S.  Dichter,  an  attorney  at  Mor- 
gan Lewis  &  Bockius  LLP  in  Philadel- 
phia, says  that  Bielby  engages  in  the  very 
practice  that  he  finds  so  troublesome.  "At 
the  heart  of  his  analysis  is  a  stereotype 
statement  that  men  are  going  to  act  in  a 
certain  way,  without  any  analysis  that 
men  in  [a]  particular  company  are  in  fact 
acting  that  way,"  says  Dichter.  Adds 
Christopher  Winship,  a  sociologist  at 
Harvard  University,  who  has  opposed 
Bielby  in  seven  cases.  "If  anybody  came 
in  and  did  that  about  women  and  blacks, 
all  hell  would  break  loose."  II 


Hidden  Bias,  Visible  Role 


Plaintiffs  have  used 
William  Bielby  as  an 
expert  witness  in  more 
than  50  cases,  often 
calling  on  the  Penn 
professor  to  explain  how 
subconscious 
stereotypes  may  result  in 
discriminatory 
employment  decisions. 
Here's  a  sample  of  big 
companies  he's  taken  on: 


WAL-MART  A  landmark  class  action  is  pending  on 
behalf  of  a  million  or  more  female  employees,  alleging 
discrimination  in  promotion  and  pay 

FEDEX  A  class  of  about  20,000  Latino  and  African 
American  employees  alleges  unequal  treatment  in  job 
assignment,  promotion,  and  pay 

JOHNSON  &  JOHNSON  A  group  of  minority  white-collar 
employees  is  seeking  class  action  status  to  pursue 
ciaims  of  race  discrimination 

CARSILl  A  court  decision  is  pending  on  whether  to 
approve  a  class  action  on  behalf  of  1,600  salaried 
African  American  employees 

MORGAN  STANLEY  In  2004  the  investment  firm  settled 
sex  discrimination  claims  for  $54  million 
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602  325  1888 


CONCORD! 

The  strong,  silent  type 

Concord  Mariner®.  Rugged 

refinement  in  solid  stainless  steel. 

Understated  black  dial.  Swiss  made 

luxury,  well  priced  at  $1,790. 

Concotd.  You've  earned  it. 
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No  fear. 


Winning  is  about  actions  not  words. 

So  we're  going  to  let  our  actions  speak  for  us. 

Let  our  cars  and  trucks  do  the  talking. 

You'll  see  fresh,  distinctive  designs 

and  awesome  performance. 

You're  going  to  be  knocked  out. 
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Peacock  under  Pressure 

Can  the  current  cast  of  characters  pull  NBC  out  of  the  cellar? 


BY  DIANE  BRADY 
AND  RONALD  GROVER 

JEFF  IMMELT  ISN'T  PAID  TO 
be  patient.  Yet  the  man  who 
presides  over  General  Elec- 
tric Co.,  widely  regarded  as 
one  of  the  world's  best-man- 
aged companies,  has  en- 
dured months  of  disap- 
pointments at  his  $14.7  billion  NBC 
Universal  Inc.  unit. 

Immelt's  tolerance  of  entertain 
ment  egos  has  finally  worn  thin  as 
NBCU  has  begun  to  drag  down  the 
rest  of  the  family.  After  more  than 


a  decade  of  dominating  prime  time,  NBC 
TV  (page  108)  sank  to  the  ratings  cellar 
last  year  and  now  ranks  an  embarrassing 
fourth  behind  Fox  Broadcasting.  Even 
with  strides  at  NBCU's  cable  and  digital 
operations,  the  network  is  so  sickly  if  s 
hurting  the  entire  unit's  balance  sheet.  At 
a  time  when  Immelt  faces  intense  pres- 
sure to  show  sustained  growth  at  GE, 
NBCU  in  the  last  two  quarters  was  the 


only  part  of  the  $150  billion  industrial  gi- 
ants  empire  to  see  profits  shrink. 

No  wonder  the  GE  chief  is  now  taking 
a  larger  role  in  the  drama.  He  has  rejig- 
gered  the  cast  of  players,  putting  into  the 
mix  a  rising  GE  star.  And  he  is  personally 
spending  up  to  three  days  a  month  work- 
ing with  NBCU  executives  to  help  guide 
the  turnaround,  GE  insiders  say. 

The  sweatiest  palms  have  to  belong  to 
Jeff  Zucker,  the  brash  41-year-old  former 
producer  of  NBC's  Today  Show  who 
once   was   so   cavalier   that   he 
showed  up  at  a  press  conference 
wearing  a  bullet-proof  vest  to 


The  Starring  Roles 


BOB  WRIGHT  63,  Chairman  and 
CEO,  NBC  Universal 

Has  the  veteran  strategist  and 
dealmaker  put  the  right  talent  in 
place,  and  can  he  get  the  big  egos 
to  pull  together?  Yes  or  no,  he's 
expected  to  retire  within  two  years. 


JEFF  IMMELT  50,  Chairman  and 
CEO,  General  Electric 

Tired  of  the  squabbles  at  NBC  and 
frustrated  with  its  performance, 
the  CEO  revamped  the  executive 
ranks  and  is  devoting  more  time  to 
trying  to  help  fix  the  network. 


JEFF  ZUCKER  41,  CEO,  NBC 
Universal  Television  Group 

Former  Today  Show  producer 
has  to  show  his  stuff  in  prime 
time  to  have  a  shot  at 
replacing  Wright-or  he  may 
be  out  the  door. 


BETHCOMSTOCK  45,  president, 
NBC  Universal  Digital  Media  and 
Market  Development 

Won  big  points  with  Immelt  as  GE' 
marketing  chief  but  is  just  cutting 
her  teeth  in  operations.  Unlike 
Zucker,  she  can  go  anywhere  in  GE 
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mock  critics  of  his  hit  show  Fear  Factor. 
Life  isn't  quite  as  lighthearted  these  days 
for  the  head  of  NBCU's  television  group. 
In  fact,  Zucker's  future  may  hang  on  how 
well  a  new  prime-time  roster  is  received 
on  May  15.  That's  when  NBC  presents  its 
fall  schedule  to  advertisers  at  New  York's 
Radio  City  Music  Hall.  The  network  has  a 
few  promising  contenders,  including  the 
thriller  Kidnapped,  starring  Timothy  Hut- 
ton,  but  those  shows  may  not  be  the 
breakaway  hits  the  network  needs. 

What's  more,  the  recent  loss  of  Today's 
bubbly  co-host  Katie  Couric  to  CBS  News 
could  blow  NBC's  morning  lead  to  ABC's 
Good  Morning  America.  Complicating  mat- 
ters is  that  French  media  giant  Vivendi 
Universal  has  the  right  to  exercise  an  op- 
tion starting  in  2007  to  sell  its  20%  stake  in 
NBCU  back  to  the  company.  It  was  negoti- 
ated as  part  of  the  sale  of  its  U.S.  entertain- 
ment assets  to  NBC  two  years  ago.  IfViven- 
di  pushes  for  a  sale,  it  could  force  GE  to  lay 
out  a  lot  of  cash  or  even  contemplate  a 
spin-off— although  Immelt  has  said  he 
wants  to  hold  on  to  the  business. 

As  the  point  man  for  the  most  troubled 
piece  of  the  empire,  Zucker  has  a  year  or 
so  to  start  reversing  NBC's  fortunes,  in- 
siders say.  Zucker  assumed  the  role  of  heir 
apparent  to  NBCU  Chairman  Bob  Wright 
last  December,  when  an  exasperated  Im- 
melt told  Zucker  to  go  off  with  fellow  NBC 
exec  Randy  Falco  to  reorganize  the  place 
and  make  it  work,  say  GE  insiders.  (Falco 
ended  up  as  Zucker's  No.  2.)  Whether 
Zucker  gets  to  replace  the  63-year-old 
Wright,  who  is  expected  to  retire  in  the 
next  year  or  two,  depends  on  how  the  net- 
work fares.  "Zucker  is  clearly  in  the  pole 
position,"  says  Bill  Conaty,  GE's  senior 
rice-president  for  corporate  human  re- 
sources. And  what  happens  if  he  doesn't 
?et  it  right?  Responds  Conaty:  "We  will 
tiave  another  decision  to  make." 

JP-AND-COMER 

DNE  FACE  TO  WATCH:  Beth  Comstock. 
jE's  former  chief  marketing  officer,  45,  is 
low  president  of  digital  media  and  mar- 
ket development  for  NBCU— a  role  that 
las  her  managing  a  critical  business  and 
reporting  straight  to  Wright.  Her  lack  of 
sperational  experience  makes  her  an  un- 
likely candidate  for  Wright' s  job  in  the 
near  term,  but  she  is  a  superstar  within 
3E  who  clearly  has  Immelfs  respect. 

Comstock's  mission  is  to  turn  NBCU's 
fledgling  digital  business  into  a  major 
profit  center.  She  oversaw  the  $600  mil- 
ion  acquisition  in  March  of  iVillage  Inc., 
i  Web  site  viewed  by  some  media  compa- 
res as  an  also-ran  because  it  appeals  to 
middle-aged  women  instead  of  the  kids 
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The  Former 
Network  Champ's 

Best  Bets 

A  few  new  and  returning 
programs  that  NBC  hopes 
will  return  it  to  prime-time 
glory  next  fall: 

THE  BLACK  DONNELLYS  A  gritty 
crime  drama  about  working-class 
Irish  brothers  created  by  Oscar- 
winning  writers  Paul  Haggis  and 
Bobby  Moresco  of  the  film  Crash. 

KIDNAPPED  A  serialized  thriller — 

in  the  vein  of  24— in  which  the 

teenage  son  of  a  wealthy  Upper  East  Side  family  is 

kidnapped.  Stars  Timothy  Hutton,  Dana  Delany, 

Delroy  Lindo,  and  Jeremy  Sisto. 

NFL  Pro  football  returns  to  the  network  on  Sunday 
nights,  a  big  platform  from  which  to  promote  its 
other  prime-time  hopefuls  to  a  mass  audience. 

THEOFFICE  The  returning  tongue-in-cheek 
comedy  starring  Steve  Carell  that  looks  at  the 
banality  of  the  9-to-5  life  of  cubicle  dwellers. 


Data:  NBC  Universal 


advertisers  covet.  But  iVillage  does  offer 
Comstock  a  chance  to  run  a  business  and 
to  build  a  new  franchise.  Conaty  says  she 
"could  end  up  taking  a  bigger  role  at 
NBCU,  or  she  could  end  up  in  another 
part  of  GE." 

For  all  the  challenges  at  NBCU,  it  is  not 
without  its  successes.  The  Universal 
theme  parks  are  enjoying  a  resurgence. 
Cable  channels,  led  by  USA  Network,  Sci- 
Fi,  and  Bravo,  generate  $1  billion  in  rev- 
enues and  are  expecting  up  to  10%  ad 
sales  hikes  this  year.  And  Universal  Stu- 
dio has  produced  a  steady  stream  of  dou- 
bles and  triples,  including  hits  like  The  40 
Year-Old  Virgin  and  Inside  Man.  Even  last 
year's  overhyped  King  Kong  generated 
profits  with  its  DVD  sales.  Looking  for- 
ward, Zucker  is  spearheading  a  "TV360" 
initiative  to  create  Internet  and  wireless 


content  for  all  NBC  shows,  bring- 
ing in  as  much  as  $1  billion  by 
2010,  projects  Immelt. 

But  clearly,  within  the  halls  of 
NBC  the  hubris  of  yesteryear  has 
waned.  With  network  ratings  off 
an  additional  8%  among 
younger  viewers  so  far  this  year, 
Zucker  seems  almost  low-key. 
He  no  longer  eats  marshmallows 
made  up  to  look  like  sheep's  eye- 
balls—a stunt  he  once  used  to 
flaunt  the  success  of  Fear  Factor. 
He  was  so  hands-on  at  times, 
staffers  recall,  that  at  one  point 
Wright  ordered  him  to  back  off 
and  give  top  network  program- 
mer Kevin  Reilly  more  freedom 
to  decide  NBC's  lineup. 

Today,     Zucker     is 
staying  out  of  the  spot- 
light. When  the  press 
and  advertisers  gath- 
ered in  March  at  the 
cavernous  stage  where 
Las  Vegas  is  shot,  the 
usually  voluble  Zucker 
sat  quiedy  in  the  second 
row  as   others   intro- 
duced Matthew  Perry 
and  various  stars  for 
upcoming  shows.  "I'd 
probably  be  laying  low, 
too,"  says  Laura  Caraccioli-Davis, 
senior  vice-president  of  media 
buyer    Starcom    Entertainment. 
"This  is  no  longer  the  heyday." 

This  being  the  season  to  unveil 
new  programs,  NBC  honchos  can 
only  hope  that  advertisers  stay 
loyal  to  some  hot  shows  from  last 
year,  like  My  Name  is  Earl  and 

The  Office.  Some  added  allure  for 

^^™  the  marketers:  NFL  games  on 
Sunday  nights,  which  begin  this  Septem- 
ber. The  four-hour  broadcasts  are  a  key 
platform  to  promote  its  shows  to  hard-to- 
reach  male  viewers.  And  NBC  is  betting 
on  new  dramas  like  Kidnapped  and  The 
Black  Donnellys  (table)  to  ratchet  up  au- 
diences in  the  fall. 

Spending  lavishly  has  never  been  a 
hallmark  of  General  Electric.  But  to  lure 
highly  rated  Worldwide  Wrestling  Enter- 
tainment Inc.  back  to  NBCU's  USA  Net- 
work from  Spike  TV  last  year,  Zucker 
promised  big  bucks  to  promote  WWE 
events  on  prime  time.  "He  can  be  very 
persuasive,"  says  Linda  McMahon,  WWE 
CEO.  For  now,  Immelt  is  willing  to  give 
Zucker  and  Wright  the  resources  they 
need  to  get  the  unit  roaring  again.  In  re- 
turn, the  GE  chief  wants  what  a  GE  chief 
has  always  wanted:  results.  ■ 


May  15,  2006  I  BusinessWeek  I  61 


Science  Technology  Biotech 


Rebuilding 
Amgen's  Bones 

A  mass-market  osteoporosis  drug 
could  help  reassure  antsy  investors 


it 


BY  ARLENE  WEINTRAUB 

ONE  RISK  OF  RUNNING 
the    world's    largest 
biotechnology  com- 
pany is  that  you 
can  easily  fall  vic- 
tim to  your  own 
success,  a  lesson 
that  Amgen  Inc.  Chief  Executive 
Kevin  W.  Sharer  knows  all  too 
well.  On  Apr.  18,  Amgen  disap- 
pointed Wall  Street  with  14%  sales 
growth  in  the  first  quarter.  Most 
biotechs  would  kill  for  14%  sales 
growth.  But  for  Amgen  the  news 
added  to  a  stock  swoon:  Shares  are 
down  about  17%  for  the  year. 

Amgen's  past  few  years  of  growth  have 
built  up  expectations.  In  2005,  thanks  to 
hit  drugs  such  as  Aranesp,  for  anemia,  the 
Thousand  Oaks  (Calif.)  company  pushed 
profits  up  55%,  to  $3.7  billion  on  sales 
that  jumped  18%,  to  $12.4  billion.  Amgen 
hit  No.  9  on  the  BusinessWeek  50  ranking 
of  top-performing  companies.  Now  im- 
patient investors  wonder  what's  next. 

A  key  part  of  Sharer's  answer  doesn't 
exacdy  roll  off  the  tongue:  If  s  deno- 
sumab, a  molecule  that  prevents 
bone  loss  caused  by  osteoporosis 
and  other  diseases.  The  global 
osteoporosis  market  is  at  $6 
billion  in  annual  sales  to- 
day, and  with  a  rapidly 
graying    population,    it's 
growing  25%  a  year.  So 
with    top-line    sales    a 
pressing  issue,  Amgen  will 
be  making  a  difficult  step 
in  the  biotech  world,  where 
companies  usually  cater  to 
specialty  markets.  Amgen's  os- 
teoporosis drug  would  take  it  be- 
yond niches,  such  as  oncology  and 
dermatology,  into  a  mass  market  al- 
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.  people,  bones 
naturally  break  down 
and  rebuild.  Bone 
building  cells  called 
osteoblasts  release  a 
protein  known  as  RANK- 
Ligand.  It  prompts  bone 
destroying  cells  called 
osteoclasts  to  form. 
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idiseasessuchas 
osteoporosis,  this  otherwise 
normal  back-and-forth  goes 
haywire,  causing  bones  to 
break  down  faster  than  the 
body  can  rebuild  them. 


ready  served  by  giants  such  as  Merck  & 
Co.'s  Fosamax. 

During  the  first-quarter  earnings  an- 
nouncement, Amgen  further  dismayed 
the  Street  by  saying  that  its  scientists 
need  to  analyze  a  full  three  years  of  late- 
stage  trial  data  before  it 
seeks  Food  &  Drug  Ad- 
ministration approval 
for  denosumab.  Some 
investors  hoped  Amgen 
might  have  enough  data 
after  two  years.  Now  the  The  Best  Perforn 
highly  anticipated  os- 
teoporosis treatment  isn't  likely  to  hit  the 
market  until  2009.  Sharer  is  neither  sur- 
prised nor  apologetic.  "With  a  drug  that 
could  be  taken  for  years  by  millions  of 
people,  heck,  we'd  better  be  sure  it's  safe 
and  effective,"  he  says.  That's  especially 
important  in  light  of  Merck's  Vioxx  fiasco. 

Skeleton  Key 

Amgen  is  developing  a  treatment 
that  seems  to  block  osteoporosis 
earlier  than  Merck's  blockbuster 
Fosamax  does.  The  drug  may  be 
longer-acting  with  fewer  of  the 
painful  side  effects-such  as; 
esophageal  bleeding— 
that  force  many 
patients  to  flee 
from  Fosamax. 


% 
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3  Unlike 
Fosamax, 
which  slows 
osteoclasts,  Amgen's 
experimental  drug 
denosumab  binds  to 

»RANK-Ligand.  In  doing 
so  it  prevents  the  formation 
of  the  bone-destroying  cells. 
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Amgen  is  wast 
ing  no  time  in  tak 
ing     potshots 
Merck,  a  dominar 
player  in  the  ostec 
porosis  market.  A 
an  analyst  meetin 
earlier  this  year,  it  pre 
sented  research  showin 
that  70%  of  patients  takin 
top-selling  osteoporosis  drug 
such  as  Merck's  Fosamax  drop  out  i 
the  first  year  of  treatment  because  ( 
heartburn,  ulcers,  and  other  side  effect 
And  Roger  Perlmutter,  Amgen's  executh 
vice-president  for  research  and  develoj 
ment,  calls  attention  to  concerns  th 
drugs  such  as  Fosamax  may  cause  deter 
oration  of  the  jawbone.  Perlmutter  sa; 
that  denosumab  mimics  the  body's  nati 
ral  mechanism  for  blocking  the  formatic 
of  bone-destroying  cells  (illustratior 
Fosamax,  on  the  other  hand,  slows  dow 
the  activity  of  cells  that  have  alrea< 
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formed.  Amgen's  drug  may  need  to  be 
taken  only  twice  a  year,  vs.  once  every 
week  for  Fosamax.  What's  more,  Am- 
gen's drug  doesn't  bury  itself  deep  in 
the  bone  for  years  the  way  Fosamax 
does,  Perlmutter  says.  For  all  those  rea- 
sons, he  adds,  "we  think  there  would  be 
much  less  risk  of  adverse  effects." 

Not  so  fast,  counters  Merck.  "We 
have  clinical  trial  data  on  17,000  pa- 
tients and  extensive  experience  with 
Fosamax,"  says  Anastasia  Daifot,  vice- 
president  for  endocrine  clinical  re- 
search at  Merck  Research  Laboratories. 
"It's  presumptuous  for  [Amgen]  to 
make  comparisons  when  we  haven't 
seen  that  much  data  on  denosumab." 
Daifot  points  out  that  in  an  Amgen 
study  published  in  February,  2%  of 
denosumab  patients  left  the  trial  early 
because  of  bad  side  effects,  whereas 
none  of  the  Fosamax  patients  had  to 
pull  out. 

ATTENTION  DEFICIT 

CLEARLY  AMGEN'S  anti-Fosamax 
stance  is  motivated  in  part  by  investor 
impatience  with  the  company's  histori- 
cally thin  pipeline.  But  the  public  attack 
may  also  help  the  biotech  grab  the  at- 
tention of  general  practitioners  who 
prescribe  osteoporosis  meds.  Amgen  ul- 
timately will  need  to  build  a  new  sales 
force  that  can  win  the  loyalty  of  busy 
primary-care  doctors,  who  are  con- 
stantly inundated  with  Big  Pharma 
sales  pitches.  Although  the  company 
can't  formally  market  the  drug  until  the 
FDA  approves  it,  some  observers  say 
talking  it  up  early  is  a  savvy  strategy.  "At 
worst,  they're  educating  the  market.  At 
best,  they're  creating  a  level  of  enthusi- 
asm," says  Joel  Sendek,  an  analyst  for 
Lazard  Capital  Markets. 

Meanwhile,  Amgen's  other  bankable 
franchise  is  under  attack.  Roche  is  seek- 
ing approval  for  a  drug  that  would  com- 
pete directly  with  Amgen's  anemia 
treatments,  Aranesp  and  Epogen,  which 
account  for  half  its  revenues.  On  Apr.  11, 
Amgen  asked  that  the  International 
Trade  Commission  ban  imports  of 
Roche's  drug,  claiming  it  violates  Am- 
gen's patents.  The  uncertainty  about  the 
outcome  will  likely  drag  down  the  stock 
indefinitely.  Amgen  could  get  a  new 
colon  cancer  drug  approved  later  this 
year,  but  that's  a  smaller  opportunity 
than  osteoporosis.  Observes  Kris  H.  Jen- 
ner,  vice-president  and  portfobo  manag- 
er for  T.  Rowe  Price,  which  owns  1%  of 
Amgen's  shares:  "Amgen  is  in  a  difficult 
place."  One  way  out  of  that  spot  would 
be  to  turn  denosumab  into  a  hit.  ■ 
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Government  Weapons 


Stealth  Spending 
At  the  Pentagon 

How  the  Air  Force  is  keeping  the  costs  of 
expensive  new  fighter  jets  under  the  radar 


BY  EAMON  JAVERS 

THE  AIR  FORCE  WANTS 
to  expand  its  fleet  of  F-22 
Raptors.  But  at  $130  mil- 
lion apiece,  these  stealthy 
planes  from  Lockheed 
Martin  Corp.  are  the  most 
expensive  fighters  ever. 
So  the  Pentagon  is  proposing  to  buy  its 
next  20  Raptors  piecemeal:  sections  of 
the  fuselage  in  fiscal  2007,  much  of  the  in- 
nards in  future  years. 

Senator  John  McCain 
(R-Ariz.)  smells  something 
funny  here.  He  says  the  Air 
Force  is  trying  to  minimize 
the  near-term  expense  of 
the  F-22s  while  ensuring 
that  eventually  Congress 
will  feel  obliged  to  fund  all 
20  planes.  After  all,  law- 
makers don't  want  voters  to 
learn  that  a  bunch  of  half- 
built  fighters  are  parked  in  a 
hangar  somewhere.  "This 
approach  hamstrings  Con- 
gress to  continue  support- 
ing the  program,  without 
regard  for  possible  spiral- 
ing  costs,  slips  in  schedule, 
or  material  changes  to 
specifications,"  McCain 
told  BusinessWeek  in  an  e- 
mail  interview. 

McCain  and  other  budget  hawks  say 
they're  seeing  more  of  this  kind  of  gim- 
mickry as  the  Pentagon  strains  to  main- 
tain the  costly  occupation  of  Iraq.  A 
member  of  the  Senate  Armed  Services 
Committee,  McCain  is  set  to  become 
chairman  of  the  panel  next  year.  In  com- 
ing days,  the  once  and  possibly  future 
Presidential  candidate  expects  to  back  a 
slate  of  acquisition-reform  proposals  to 
be  introduced  by  Senator  John  Warner 


(R-Va.),  the  current  committee  chairman 
The  military  argues  that  if  s  stretching 
every  dollar  to  cover  a  growing  list  of  mis- 
sions around  the  world.  As  for  the  piece- 
meal F-22  proposal,  now  pending  befon 
Congress,  Air  Force  spokesman  Dou£ 
Karas  says:  "It's  not  the  run-of-the-mil 
way  to  do  it.  But  this  is  the  way,  because  o 
budget  constraints,  that  we  think  we  car 
do  it  without  hurting  the  program.' 
Lockheed  Martin  declined  comment. 
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FUMING  McCain 
says  this  approach 
"hamstrings  Congress" 


STOPGAP JET 

BUYING  IN  pieces 
controversial  when 
comes  to  huge  items  sue] 
as  aircraft  carriers,  each  c 
which  costs  billions  an 
takes  years  to  build.  Tryin 
to  shape  the  debate  on  th 
F-22,  McCain  asks  why  th 
Air  Force  doesn't  simp] 
ask  for  the  money  neede 
to  build  the  number  ( 
planes  it  wants.  The  Pent; 
gon  has  requested  $2  bi 
lion,  rather  than  the  $3 
billion  required  for  2 
completed  fighters. 

The  Air  Force  alreac 
has  65  of  the  F-22s,  whic 
were  first  envisioned  in  tl 
1980s  for  aerial  due 
against  a  Soviet  enemy  that  no  longer  e 
ists.  Part  of  the  reason  the  Pentagc 
wants  to  extend  the  purchase  of  adc 
tional  Raptors  is  that  its  next-generati( 
Joint  Strike  Fighter,  a  more  versat 
plane,  isn't  scheduled  to  begin  full  pr 
duction  until  2011.  In  case  of  a  serio 
war,  the  Pentagon  says  it  doesn't  want 
get  caught  without  the  capacity  to  bui 
fighters  quickly.  (Meanwhile,  the  1 
Force  says  it  is  repairing  a  problem  wi 
the  tails  of  some  F-22s.) 


In  contrast  to  the  go- 
slow  tactic  on  the  F-22,  the 
Pentagon  often  tries  to  ac- 
celerate acquisitions,  citing 
efficiency  and  other  goals. 
Procurement  officers  are 
encouraged  to  forgo  oner- 
ous financial-oversight 
procedures  when  buying 
from  smaller  companies 
that  presumably  can't  af- 
ford to  comply  with  the  re- 
quirements. The  aim  is  to 
attract  nimble  competition 
for  the  big  defense  contractors. 

The  problem  is  that  the  Pentagon  has 
jammed  big-dollar  projects  through  this 
"other  transaction  authority"  (OTA),  and 
many  of  the  beneficiaries  have  been  the  gi- 
ants that  dominate  the  defense  business. 
In  2000,  the  Defense  Dept.  used  OTA  to 
launch  a  $127  billion  program,  led  by  Boe- 
ing Co.,  designed  to  overhaul  the  way  the 
Army  fights,  from  its  use  of  battlefield  soft- 
ware to  the  deployment  of  armored  ro- 
bots. Last  year,  under  pressure  from  Con- 
gress, the  Pentagon  reversed  itself  and 
applied  standard  regulations  to  what's 
known  as  Future  Combat  Systems.  Boeing 
has  said  the  switch  won't  affect  its  work. 

Northrop  Grumman  Corp.  heads  up 
the  separate  $6.3  billion  program  that  has 
produced  the  unmanned  Global  Hawk  re- 
connaissance aircraft.  That  project  oper- 
ated under  OTA  for  its  first  eight  years,  un- 
til it  was  converted  to  a  conventional 
contract  in  2003.  Northrop  notes  that  the 


UNDER  SCRUTINY  The  F-22  (top), 
a  flight  simulator,  and  Global  Hawk 


OTA  contract  was  initially  awarded  to  a 
company  it  acquired  in  1999.  The  flexible 
OTA  terms  allowed  the  use  of  smaller, 
more  efficient  suppliers,  Northrop  says, 
and  the  Global  Hawk  took  its  first  test 
flight  only  33  months  after  the  contract 
was  signed.  The  Pentagon  put  the  large- 
nosed  spy  craft  into  active  service  in  2001 
and  now  has  more  than  30  of  them. 

Worried  that  too  many  OTA  contracts 
are  going  to  traditional  defense  contrac- 
tors, Congress  in  January  required  that 
any  OTA  deal  exceeding  $100  million  re- 
ceive scrutiny  by  senior  Defense  officials. 

CUTTING  CORNERS 

IN  A  MUCH  LOWER  price  range,  the  Pen- 
tagon's specially  designed  $436  hammer 
from  the  mid-1980s  led  to  a  push  to  buy 
ordinary  items  from  conventional  com- 
mercial sources.  The  military  now  pur- 
chases everything  from  portable  toilets  to 
pickup  trucks  this  way  and  doesn't  have  to 


follow    certain    big- 
ticket  regulations  and  audit 
requirements  when  doing  so. 

In  some  cases,  however,  the 
Defense  Dept.  has  made  costly, 
complex  acquisitions  using  the 
off-the-shelf  method.  In  a  con- 
tract issued  in  1999  that  runs 
through  this  year,  the  Air  Force 
acquired  a  $74  million  fighter  jet 
simulator  program  without  de- 
manding that  the  supplier, 
Lockheed  Martin,  provide  certi- 
fied cost  and  pricing  data,  as  it 
normally  would  have  to.  In  March,  the 
Pentagon's  Inspector  General  concluded 
there  wasn't  a  commercial  market  for  mil- 
itary jet  simulators,  and  the  Air  Force 
should  have  used  conventional  procure- 
ment procedures. 

The  Air  Force  now  acknowledges  that  it 
bent  the  rules.  "We  said:  'You  know  what? 
You're  right.  That  should  not  have  been  a 
commercial  procurement,'"  says  spokes- 
man Karas.  The  Air  Force  was  trying  to 
save  money  and  avoid  excessive  bureau- 
cracy, he  adds.  Worried  about  other  possi- 
ble instances  of  inappropriate  "commer- 
cial" procurement,  Congress  demanded  in 
January  that  the  Pentagon  provide  notice 
of  any  supposedly  off-the-shelf  purchases 
of  major  weapon  systems. 

Karas  maintains  that  "the  Air  Force  is 
interested  in  improving  processes  and 
making  sure  we're  acquiring  things  in  the 
best  possible  way."  But  from  Capitol  Hill, 
McCain  sees  reason  for  skepticism.  ■ 
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Beyond  the  fat  profits,  the  giants  are  surprisingly 

vulnerable  worldwide.  That's  bad  news  for 

business— and  consumers,  by  Stanley  reed 


OU'D  THINK  THE  APR.  26  OIL  SUMMIT  IN  QATAR  WOULD  HAVE  BEEN 

an  occasion  for  the  industry  to  celebrate.  The  world's  top  energy  ex- 
ecutives were  there,  and  they  could  all  point  to  record  profits  and 
record  demand.  But  rejoice?  John  Browne,  CEO  of  London  giant  BP 
PLC,  says  instead  that  the  atmosphere  was  strangely  glum.  "There 
wasn't  anyone  smiling,"  he  says.  "They  were  worrying  that  the  price 
was  too  high." 

^Browne's  comments  underscore  a  surprising  point.  Big  Oil,  that  clutch  of  oil  and 
gas  giants  in  die  U.S.  and  Europe,  has  big  problems.  Yes,  we  know  it  sounds  ridicu- 
lous. K^xon  Mobil  Coip.  has  been  reporting  the  lushest  earnings  in  die  histoiy  of  the 
""ching  up  $8.4  billion  in  its  latest  quarterly  report.  Combine  the  fore- 
earnings  of  BP,  Royal  Dutch  Shell,  Chevron,  Total,  ConocoPhillips,  and 
j  get  roughly  $135  billion,  a  sum  greater  than  the  gross  do- 
m»_ow™«  .i  of  the  Czech  Republic  or  Israel.  These  companies,  moreover,  enjoy  g 

huge  pc«M      jfio^tintheiirhome  countries,  have  spotty  environmental  records,  and  \ 
staunchly^!     SJL  outrageous  prices  at  the  gasoline  pump.  Why  worry  about  them?  2 
Well,  you  1M  e  to  love  the  big  oil  companies  to  worry  about  their  ability  to  £ 


1 


SAKHALIN  ISLAND 

Royal  Dutch 
Shell's  offshore 
platform 
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provide  us  with  the  energy  we  need.  That  job  is  getting  difficult,  rel  by  decade's  end,  or  about  $6  for  a  gallon  of  gas.  Some  options 

thanks  to  huge  technical  challenges,  competition  from  national  oil  traders  are  already  betting  that  oil,  now  around  $72  a  barrel, 

companies,  and  demanding,  even  hostile  foreign  governments.  could  rise  to  $100  by  December.  Washington  consultants  PFC 

Just  look  at  events  in  Bolivia  on  May  1,  when  the  government  Energy  figures  the  world  is  consuming  oil  at  more  than  two 

abrupdy  nationalized  the  nation's  gas  fields.  times  the  rate  of  discovery  of  new  supply.  Conservation  and  ef- 

So  the  majors  may  be  making  billions,  but  they  are  struggling  ficiency  gains  have  already  saved  bilhons,  but  they  have  not  been 
to  put  them  safely  and  soundly  to 
work.  Overall  production  at  the  oil 
majors  is  struggling  to  keep  up  with      l^^^    I  Me  WONO  COnSUVTieS  Oil  dX  IWOYB  thail  TWO 

%?$£££Z£^  WM  times  the  rate  of  discovery  of  new  supply. 

Efficiency  hasn't  offset  rising  demand 


how  well  they  are  replenishing 
their  supplies,  is  slipping.  A  healthy 
ratio  should  always  be  over  100%. 

But  ratios  for  most  of  the  six  oil  majors  will  slip  below  that  lev- 
el over  the  next  five  years,  according  to  Sanford  C.  Bernstein  & 
Co.  "That's  nowhere  near  the  rate  of  reserves  needed  to  satisfy 
world  demand,"  says  Robert  E.  Gillon,  an  analyst  at  oil  research 
firm  John  S.  Herold  Inc.  While  most  analysts  think  oil  will  hov- 
er at  its  current  price,  some  think  that  if  prices  mimic  the  last  big 
runup  between  1970  and  1980,  oil  could  hit  almost  $200  a  bar- 


enough  to  offset  sharply  rising  demand  from  China  and  India. 
But  even  if  oil  prices  were  to  slump— and  pros  like  BP's 
Browne  believe  that  prices  could  still  "turn  on  a  dime"— the 
predicament  of  Big  Oil  and  its  customers  would  persist,  since  so 
much  of  the  global  oil  patch  is  now  off-limits.  In  theory  that 
shouldn't  matter,  as  long  as  someone  is  getting  the  oil  to  mar- 
ket. In  practice,  though,  the  private  oil  companies  are  better 


The  New  Nationalism 

From  Bolivia  to  Russia,  petrol-producing  states  are  driving  harder  bargains  with  global  competitors, 
while  some  national  companies  move  aggressively  overseas 


Region 

PERCENT  OF  WORLD  TOTAL1 


Oil  &  Gas  Reserves 

BILLIONS  OF  BARRELS  OF  OIL  EQUIVALENT 


Changing  Demands 


AFRICA 
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LIBYA  Toughening  highly  competitive  bid  process. 

NIGERIA  Bids  on  new  acreage  may  require  a  local  partner. 

SAUDI  ARABIA  National  oil  company  Saudi  Aramco  continues  its  nearl 
complete  dominance  of  exploration  and  production.  Global  companies  s 
as  Royal  Dutch  Shell  and  Total  are  limited  to  gas  exploration  in  remote  ar 
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CHINA  AND  INDIA  Faced  with  soaring  demand,  national  oil  companies 
from  both  countries  are  vying  with  each  other  and  global  rivals  to  lock  in 
reserves  from  Sudan  to  Kazakhstan  to  Iran.  In  an  unprecedented  deal,  sf 
owned  China  National  Petroleum  Corp.  and  India's  Oil  &  Natural  Gas  Coi 
teamed  up  to  buy  a  Syrian  oil  field  last  year-a  move  to  head  off  a  biddin 
war.  More  cooperation  may  follow. 


465 


160 


•End  of  2004  estimate 


KAZAKHSTAN  New  law  gives  national  oil  company  KazMunaiGas  the  r 
of  first  refusal  if  partners  of  domestic  projects  want  to  sell  part  or  all  of  t 
stakes.  The  company  is  guaranteed  a  50%  stake  in  future  offshore  proje 

RUSSIA  After  regaining  control  of  oil  and  gas  industries  from  private 
companies,  the  state  is  limiting  foreign  ownership  of  energy  ventures  ar 
access  to  pipelines. 


BOLIVIA  Nationalizing  oil  and  gas  reserves,  raising  royalties  and  taxes 
major  gas  fields  to  82%. 

ECUADOR  Reviewing  and  renegotiating  contracts  with  global  oil  comp; 
to  boost  government  share. 

VENEZUELA  Renegotiating  contracts  to  give  national  oil  company  PD\ 
majority  stake  in  foreign-led  ventures.  Seized  operations  of  Total  and  Ef 
which  declined  new  terms.  Hiked  combined  royalties  and  income  taxes 
new  ventures  to  over  80%. 

Data:  PFC  Energy  Eurasia  Group,  Bui 
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lan  national  companies  at  the  technology  and  innovation  that 
et  the  best  results.  Over  the  long  haul,  if  Big  Oil  can't  apply  its 
kills  fully,  consumers  will  suffer  more  than  they  expect. 

A  decade  ago,  in  a  time  of  low  prices,  countries  like  Russia  and 
enezuela  happily  offered  good  deals  to  the  majors.  Now,  the  big 
eserve  holders  figure  they  can  dictate  the  size  of  their  cut.  They 
re  adjusting  tax  regimes  and  contracts  so  that  the  higher  the 
rice  climbs,  the  fatter  the  percentage  that  goes  to  government 
offers.  Russia  and  Saudi  Arabia  are  becoming  wary  of  allowing 
le  majors  in  at  all.  Gaining  access  to  reserves  keeps  oil  CEOs 
wake  at  night.  Recent  auctions  of  exploration  blocks  in  Algeria, 
ibya,  and  Egypt  have  yielded  terms  that  many  executives  believe 
/on't  generate  returns  to  compensate  for  ever-higher  risks.  "It  is 
ecoming  increasingly  difficult  to  find  attractive  ways  to  reinvest 
iiday's  profits,"  says  PFC  Energy  Chairman  J.  Robinson  West. 

It  won't  get  any  easier.  In  the  1960s,  85%  of  known  reserves 
/orldwide  were  fully  open  to  the  international  oil  companies, 
"hat  number  is  now  16%  (chart).  The  rest  of  the  world's  oil  and 
as  is  either  restricted  or  entirely  cordoned  off.  "You  don't  have 
n  infinite  number  of  prospects  to  drill  anymore,"  says  T.  Boone 
'ickens,  the  raider  and  oil  patch  veteran.  In  1979,  U.S.  and 


British  companies  accounted  for  27.8%  of  world  oil  and  gas 
production.  By  2004  their  share  was  just  14%,  says  Bernard  J. 
Picchi,  an  analyst  at  Foresight  Research  Solutions  LLC  in  New 
York.  National  champions  such  as  Saudi  Aramco,  Kuwait  Pe- 
troleum, and  Mexico's  Pemex  outweigh  publicly  traded  oil  com- 
panies in  the  production  contest.  "Everyone  is  pointing  their 
fingers  at  the  ExxonMobils,  but  they  are  relatively  small  play- 
ers," says  Gal  Luft,  co-director  of  the  Institute  for  the  Analysis 
of  Global  Security. 

Different  Agenda 

WHILE  THE  INTERNATIONAL  MAJORS  are  not  the  altruistic  util- 
ities that  U.S.  politicians  might  wish  them  to  be,  their  main  inter- 
est is  in  efficiently  extracting  and  selling  oil  and  gas.  Even  when 
they  struggle,  as  Royal  Dutch  Shell  PLC  has  in  Sakhalin  in  Siberia, 
the  Western  oil  majors  are  usually  best  equipped  to  tackle  the 
hardest  projects.  National  oil  companies,  though,  often  have  a  dif- 
ferent agenda.  "More  and  more  production  and  reserves  are  con- 
trolled by  governments  or  institutions  that  have  more  of  a  politi- 
cal than  a  commercial  motive,"  says  Gerald  Kepes,  a  managing 
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The  Changing  Game 


Nationalizations  in  the  1970s  and  1980s  and  tougher  terms  in  the  1990s  and  2000s 
mean  Western  oil  giants  face  shrinking  access  to  global  oil  and  gas  reserves 
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Data:  PFC  Energy,  Oil  &  Gas  Journal. 
BP  Statistical  Review  2005 
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The  Big  Squeeze 


Oil  and  gas  production  is  struggling  to  keep  up  with  demand,  and  major  companies 
are  facing  huge  challenges  to  replace  reserves 
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RESERVE  REPLACEMENT  RATIO, 
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•BARREL5-0F-0IL  EQUIVALENT.  DATA  FOR  EXXONMOBIL.  ROYAL  DUTCH  SHELL.  BP.  CHEVRON,  TOTAL,  CONOCO  PHILLIPS   "ESTIMATES  FOR  2006-2010 

MOTE-  THE  RESERVE  REPLACEMENT  RATIO  IS  THE  AMOUNT  OF  OIL  ADDED  TO  PROVEN  RESERVES  DURING  THE  PERIOD.  DIVIDED 
BY  THE  AMOUNT  OF  OIL  PRODUCED  DURING  THE  SAME  PERIOD.  RATIOS  BELOW  100%  MEAN  OIL  RESERVES  ARE  FALLING. 
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Data:  PI  C  Energy.  Sanford  C  Bernstein  &  Co ,  BusinessWeek 
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director  at  PFC  Energy.  "That  has  a  huge  impact  on  pricing." 
The  track  record  of  Petroleos  de  Venezuela  (PDVSA),  the 
Venezuelan  national  oil  company,  is  a  striking  example.  For 
President  Hugo  Chavez,  PDVSA  is  a  cash  cow  for  social  pro- 
grams, and  developing  new  production  is  apparently  a  low  pri- 
ority. Since  1998,  just  before  Chavez  took  power,  PDVSA's  out- 
put has  fallen  by  46%.  Iran,  which  has  largely  excluded  foreign 
companies,  has  seen  capacity  fall  from  7  million  barrels  per  day 
before  1979  to  below  4  million  barrels.  These  collective  short- 
falls have  driven  OPEC'S  capacity  from  more  than  38  million 
barrels  a  day  in  1979  to  32  million,  according  to  Edward  L. 
Morse,  a  senior  analyst  at  Hetco,  an  energy  trading  company  in 


Upward  Slope 

Soaring  prices  are  emboldening 
oil-producing  nations 


ects."  Shell  should  know:  Its  Sakhalin  II  oil  and  gas  project  has 
reported  a  cost  overrun  of  $10  billion  (page  74). 

New  strides  in  technology  were  supposed  to  lower  the  cost  of 
finding  these  fresh  reserves,  but  the  complexity  of  new  ventures 
adds  to  the  expense.  Morgan  Stanley  figures  the  costs  of  finding 
and  developing  a  barrel  have  tripled  since  1999,  to  over  $10. 
Donald  L.  Paul,  Chevron's  chief  technology  officer,  notes  that 
offshore  wells  now  often  have  to  drill  10,000  feet  or  more  to  find 
oil:  600  was  once  the  limit.  "Wells  are  $50  million  and  up," 
says  Paul.  A  decade  ago,  they  cost  $10  million. 

Companies  also  say  it's  not  easy  finding  the  personnel  need- 
ed to  man  these  projects,  especially  in  the  West.  In  Russia,  Chi- 
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military  was  called  out 
to  nationalize  the 
country's  gas  fields 
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New  York.  And  since  many  OPEC  producers  won't  divulge  vital 
data,  it's  impossible  to  figure  out  what  OPEC's  true  reserves  are. 

Personnel  Shortage 

GIVEN  THESE  EVER-TIGHTER  RESTRICTIONS,  the  oil  majors 
are  milking  the  acreage  they  hold  in  politically  stable  zones  for 
all  that  it's  worth.  They  include  the  North  Sea,  the  Gulf  of  Mex- 
ico, and  the  North  Slope  of  Alaska.  Discovered  in  the  1960s  and 
'70s,  they  are  being  depleted.  As. these  fields  dwindle,  their 
scarcity  value  as  safe  zones  is  shooting  up:  BP  recentiy  sold 
fields  in  the  Gulf  of  Mexico  to  Apache  Corp.  for  $22  a  barrel. 
Two  years  ago  the  price  might  have  been  around  $7  per  barrel. 
With  the  older  fields  fading,  the  industry  is  turning  to  non- 
conventional  sources  like  liquefied  natural  gas  and  tar  sands. 
"The  easy  energy  is  already  tackled,"  says  Malcolm  Brinded, 
Shell's  executive  director  for  exploration  and  production.  "The 
industry  is  going  to  have  to  do  more  and  more  challenging  proj- 


The  Big  Picture  on  Big  Oil 


Two  Sides  of  the  Oil  Story:  Interviews  with  BP  CEO  John  Browne 
and  Venezuelan  state  oil  executive  Eulogio  Del  Pino.  Also  a  slide 
show  of  Sakhalin  Island  at  businessweek.com/extras 
The  Story  Behind  the  Story:  For  a  podcast  interview  with 
London  Bureau  Chief  Stanley  Reed  by  Executive  Editor  John 
A.  Byrne,  go  to  businessweek.com/search/podcasting.htm 
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na,  and  elsewhere,  it's  a  different  story.  Russia's  Gubkin  Insti 
tute  of  Oil  &  Gas  has  an  enrollment  of  8,000  students  and  add 
1,500  each  year— more  than  the  total  native  British  and  U.S 
students  studying  petroleum  science,  says  Joseph  A.  Stanislav 
senior  adviser  to  Deloitte  &  Touche's  energy  practice.  Th 
scarcity  of  people  and  equipment  is  delaying  projects,  puttin 
further  pressure  on  costs  and  prices.  Rigs  are  being  channele 
to  development  projects,  which  provide  quicker  profits,  rathe 
than  pure  exploration,  possibly  diminishing  future  prospects 

How  will  the  majors  respond  to  these  challenges?  Seasone 
fields  like  the  North  Sea  are  enormously  profitable.  But  as  the  nu 
jors  switch  to  far  more  expensive  fields,  returns  will  drop.  The  bi 
companies  of  course  have  huge  resources.  ExxonMobil,  for  ej 
ample,  has  $33  billion  in  cash,  and  it  has  made  some  promisin 
deals  recently.  And  the  majors  have  a  head  start  if  the  industj 
shifts  to  alternative  fuels.  But  the  oil  companies  are  still  finding 
easier  to  return  billions  to  shareholders  than  find  sensible  new  ii 
vestments.  Last  year  the  six  majors  spent  $71  billion  on  capital  u 
vestment,  but  $74  billion  on  share  repurchases  and  dividends. 

In  the  long  run,  the  big  oil  companies  that  can't  find  a  way  i 
invest  profitably  in  their  industry  could  find  themselves  vulner 
ble.  "Companies  can't  go  on  returning  cash  to  shareholders.  Otl 
erwise  they  might  as  well  give  the  assets  to  someone  else,"  sa; 
Mark  Bentley,  head  of  global  energy  investment  banking  at  HSB 
Bendey  says  hedge  funds  and  investors  are  closely  scixitinizing  ( 
company  performance.  Consumers  take  note:  Big  Oil  has  a  rutin 
But  despite  that  gusher  of  profits,  if  s  not  an  easy  one.  ■ 

-  With  Christopher  Palmeri  in  Los  Angeles,  Peter  Coy  ai 
Rose  Brady  in  New  York,  and  Mark  Morrison  in  Austin,  Tt 

Related  stories  follow  on  page 
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We  make  America  work.  Now,  there's  a 

health  insurance  company  that  works  for  us 
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INTRODUCING  HEALTHMARKETS  —  A  NEW  APPROACH  TO  AFFORDABLE 
INSURANCE  FOR  INDIVIDUALS,  THE  SELF-EMPLOYED  AND  SMALL  BUSINESSES. 

Today,  there's  a  health  insurance  company  that  works  for  working  Americans.  At  HealthMarkets,  we  provide  affordable 
plans  that  let  you  choose  the  best  combination  of  value  and  benefits  —  helping  to  lower  out-of-pocket  costs.  In  fact,  we 
pioneered  an  approach  to  health  insurance  that  gives  you  tools  you  can  use  to  compare  doctor  and  hospital  charges,  along 
with  quality  of  care.  We  call  this  new  way  of  thinking  Consumer  Guided  Health  Insurance.  When  you  see  real  value,  you 
can  choose  real  value,  control  spending  and  make  smarter  buying  decisions.  Just  like  you  would  with  any  other  purchase. 
HealthMarkets  has  plans  to  fit  every  need  and  budget,  so  you  can  customize  a  plan  that's  right  for  you.  We've  got  a  lot 
more  to  tell  you  about  the  choices  you  can  make  —  call  us  at  1-877-8-WE-PROMISE  or  visit  HealthMarkets.com 


ffij  HealthMarkets 

Keeping  the  Promise  of  Affordable  Coverage 


1-877-893-7766    I    www.HealthMarkets.com 


Plans  are  underwritten  by  The  MEGA  Life  and  Health  Insurance  Company,  Mid-West  National  Life  Insurance  Company  of  Tennessee,  and  The  Chesapeake  Life  Insurance  Company. 
Administrative  Office:  North  Richland  Hills,  TX.  Exclusions  and  limitations  apply.  Association  Croup  plans  require  Association  membership.  MEGA  is  licensed  in  all  states  except  NY; 
Mid-West  is  licensed  in  all  states  except  ME,  NH,  NY,  VT;  Chesapeake  is  licensed  in  all  states  except  NJ,  NY,  VI  The  companies'  market  and  plan  availability  varies  by  state. 


Ingenious! 
protect  the  thing 


At  Honda,  we  continue  to  show  our 
commitment  to  "Safety  for  Everyone" 
by  developing  new  technologies  designed  to  help  protect 
you  and  your  family  in  the  event  of  an  accident.  Regardless 
of  the  size  or  price  of  your  Honda!  By  studying  the  dynamics 
of  collisions  between  vehicles,  our  engineers  created  the 


ACE  helps  absorb 
frontal-collision  enen 


'Dots  not  irx  inde  specialty  vehicles:  Honda  Insight.  Honda  S2000  ai  I  Acuta  NSX.  ©2005  American  Honda  Motor  Co.  Inc.  safety.honda.com 
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^signed  to  help 
et  need  protecting. 


dvanced  Compatibility  Engineering™  (ACE™)  body  structure. 

s  a  unique  design  that  helps  spread  the  energy  of  a  frontal 

)llision  throughout  the  body  ACE  is  only  from  Honda 

id  comes  standard  on  the  all-new  Civic.  In  the  future,  ACE 

ill  come  standard  on  many  of  our  models  as  they  evolve. 

fter  all,  we  made  a  promise  to  help  keep  all  of  our  drivers  and  passengers  safe. 

Safety  for  Everyone. 


The  Power  of  Dreams 
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BATTLING  NATURE 

Pipelines  will  stretch 
over  500  miles  and 
1,000  streams  and  rive 
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SAKHALIN  ISLAND 


Journey  to  Extreme  Oil 

Big  Oil's  future  lies  in  such  forbidding  places  as  Russia's  Far  Easi 


$ 


WITH  THEIR  HOME  RESERVES  DEPLETING  FAST, 
the  big  Western  giants  are  increasingly  com- 
pelled to  go  to  any  extreme  to  find  new  oil  and 
gas.  Sakhalin  Island  is  about  as  extreme  as  they 
come.  3  Anton  Chekhov,  who  visited  in  1890, 
described  the  island,  then  a  penal  colony,  as  a 
hellish  place.  Even  today  Sakhalin  is  a  remote,  sparsely  popu- 
lated area  whose  few  towns  are  dominated  by  shabby  Soviet-era 
apartment  blocks  and  patrolled  by  packs  of  semi-wild  dogs. 

The  600-mile-long  strip  of  mountains  and  forests  off  Rus- 
sia's Far  East  is  as  good  a  vantage  point  as  any  to  see  the  inter- 
national oil  industry's  future  and  the  challenges  it  faces.  Big  Oil 
is  having  to  place  ever  bigger  bets  to  get  the  reserves  it  needs. 
As  a  result  immense  new  landmarks— drilling  platforms, 
pipelines,  and  liquefied  natural  gas  facilities— are  rising 
through  the  mists  of  this  forbidding  island.  An  estimated  45  bil- 
lion barrels  of  oil  equivalent  lie  beneath  the  icy  seas  off  its 
shores,  a  figure  rivaling  what  remains  in  the  U.S.  or  Europe.  But 
developing  those  resources  is  proving  lengthy,  difficult,  and  ex- 
pensive. Cost  overruns  have  been  huge,  and  no  one  knows  if  the 
Russians  will  end  up  controlling  the  assets  now  being  built. 
"This  is  a  frontier  project  like  the  North  Sea  or  Alaska  [was]," 
says  Ian  Craig,  CEO  of  Sakhalin  Energy  Investment  Co.  "The 
industry  doesn't  know  how  to  do  everything"  here  yet. 

Clearly,  this  is  a  game  for  the  big  boys  only— Shell,  Exxon- 
Mobil, and  BP— and  even  they  are  struggling  to  get  Sakhalin 
right.  Operations  of  the  island's  biggest  player,  Royal  Dutch 
Shell  PLC,  stretch  all  the  way  from  the  island's  barren  north- 
eastern shore  on  the  Sea  of  Okhotsk  to  the  regional  capital  city, 
Yuzhno-Sakhalinsk,  and  further  south  (map).  Shell  is  a  55% 
partner  in  Sakhalin  Energy  Investment  Co.,  a  controlling  stake 
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it  picked  up  when  Marathon  Oil  Corp.  bailed  out  in  200< 
Shell's  other  partners  are  Mitsui  &  Co.  and  Mitsubishi  Corj 
Together  they  are  building  and  operating  Sakhalin  II,  a  batch  i 
five  or  six  projects  each  costing  a  billion  dollars  or  more  ar 
employing  17,000  people.  Shell  has  hurt  its  reputation  with  ii 
vestors  and  with  its  Russian  hosts  by  letting  the  costs  of  tl 
venture  soar.  In  2005,  Shell  announced  that  the  price  tag  for  tl 
main  phase  of  Sakhalin  II  would  double,  to  $20  billion. 

Bears  and  Brutal  Weather 

THERE'S  A  LOT  AT  STAKE.  Oil  and  gas  from  beneath  three  pi; 
forms  off  the  island's  northeast  coast  will  be  pumped  onsho  I 
by  pipeline  and  sent  500  miles  south  to  the  tip  of  the  islan 
There  the  oil  will  be  loaded  into  tankers  and  the  gas  supe 
cooled  in  giant  liquefied  natural  gas  plants,  to  be  shipped  to  e 
ergy-hungry  Japan  and  South  Korea,  and  probably  to  Chir ,  „, 
Some  gas  will  also  pass  through  a  terminal  in  Baja  Californ 
Mexico,  and  on  to  the  West  Coast  of  the  U.S. 

If  successful,  the  project  will  confirm  Sakhalin's  stature  a; 
major  new  energy  province  and  transform  Russia  into  a  1< 
supplier  to  Asia.  Sakhalin  II  will  also  be  Russia's  first  ticket  ir 
the  game  of  liquefied  natural  gas,  a  hot  area  of  the  energy  indi 
try  these  days.  Altogether,  Sakhalin  II  boasts  4.5  billion  barrels 
reserves.  Shell  expects  to  be  producing  185,000  barrels  a  day 
oil  plus  condensates  from  gas  and  467  billion  cubic  feet  per  y< 
of  gas  by  2008.  Sakhalin  II  "is  a  vanguard  project  for  all  of  Ri 
sia,"  says  Dinty  Miller,  BP  PLC's  recently  retired  senior  VP 
Sakhalin.  "It's  a  huge  barometer  on  what  can  be  done." 

Just  getting  to  Sakhalin,  and  to  Shell's  operations,  is  ch 
lenging  in  itself.  The  island  is  located  seven  time  zones,  an  , 
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e-hour  flight,  from  Moscow.  That's  the  first  part  of  the  jour- 
.  Expatriate  oil  workers  and  visitors  then  board  the  train  that 
s  north  from  Yuzhno-Sakhalinsk  to  Noglikd,  the  snowy  gate- 
I  to  the  offshore  oil  fields.  Sakhalin  Energy  maintains  its  own 
:ping  car  with  wood  paneling,  rugs,  and  burly,  tattooed 
jds  to  fend  off  bandits.  Passengers  board  in  the  evening  and 
;  and  turn  on  narrow  bunks  in  steamy  cabins  while  the  train 
rips  and  clatters  for  15  hours  through  the  snowy  wastes. 
halin  Energy's  operations  in  the  north  are  so  remote  that  it 
l  to  build  a  43-mile  road  to  get  there.  Bears  roam  the  woods, 
the  weather  is  so  bad  that  construction  manager  John  Burn 
:s  70  people  to  keep  the  area 
ir  of  snow  and  ice  six  months 
:ar. 

Vbrking  conditions  are  fero- 
ls.  Even  in  March,  heavy 
w  came  down  on  workers 
iggling  to  build  a  100- 
;awatt    power    plant    near 

jliki  that  will  be  used  to  power  Sakhalin  Energy's  offshore 
ling  platforms.  Out  on  the  Sea  of  Okhotsk,  ice  floes  drift 
ch  of  the  year,  so  the  company  is  building  heavily  reinforced 
forms  designed  to  withstand  ice  collisions  and  even  earth- 
kes:  Sakhalin  sits  astride  an  active  seismic  zone.  Icebreak- 
will  remain  on  standby  at  each  platform  in  case  of  emer- 
cy,  an  extra  cost  compared  with  most  offshore  operations, 
ch  rely  on  less  expensive  boats. 

Tie  pipeline  system  that  Sakhalin  Energy  is  building  is  no 
;  complicated.  Two  conduits— one  for  gas  and  one  for  oil- 
being  buried  in  mountainsides  and  other  rugged  terrain 
[  will  cross  about  1,000  streams  and  rivers  on  the  way 


south.  Many  of  the  water- 
ways are  spawning  sites  for 
salmon,  posing  an  environ- 
mental challenge.  In  special 
cases  Sakhalin  Energy  uses 
sophisticated  drilling  to  tun- 
nel under  streams.  But  the 
company  has  run  into  trouble 
with  sloppy  local  contractors 
who  rely  on  their  instincts  to 
do  things  their  way,  man- 
agers say. 

Sakhalin's  environmental- 
ists are  tough  to  please.  Dim- 
itri  Lisitsyn,  an  ex-carpenter 
who  chairs  the  local  Sakhalin 
Environment  Watch,  worries 
about  the  buried  pipeline  be- 
cause a  leak  will  be  hard  to  de- 
tect. He  criticizes  Shell  for 
being  slow  to  respond  to  envi- 
ronmental concerns.  "Exxon 
addresses  issues  much  better," 
Lisitsyn  complains.  He's  also 
concerned  about  endangered 
gray  whales  whose  feeding 
grounds  lie  near  a  Sakhalin 
Energy  field.  After  years  of  crit- 
icism, the  company  decided  in 
2003  to  reroute  one  of  its 
planned  pipelines.  This  and 
other  changes  will  cost  $300 
million.  Lisitsyn  still  claims 
one  platform  will  be  too  close  to  the  whales. 

Because  Sakhalin  lacks  a  high-tech  local  oil  industry, 
Sakhalin  Energy  must  import  just  about  everything,  including 
oil  platforms  built  in  South  Korea  and  towed  across  the  Sea  of 
Japan.  Shell  had  hoped  to  turn  to  Russian  suppliers  for  pres- 
surized tanks  and  other  equipment,  but  these  proved  "useless," 
says  a  senior  Shell  executive.  Even  so,  Shell  has  channeled  some 
$6  billion  in  work  to  Russian  contractors  for  building  roads, 
pipelines,  and  other  jobs. 

Sakhalin  Energy  is  also  responding  to  the  demands  of  in- 
digenous peoples.  Numbering  about  3,500,  they  live  mainly  in 


The  challenges-and  stakes-are  enormous. 

Cost  overruns  are  threatening  Shell's 
reputation  with  investors anathe  Russians 


the  north  and  protested  vigorously  against  the  company's  con- 
struction projects  there.  So  Sakhalin  Energy  is  spending  $1.5 
million  to  bolster  enterprises,  such  as  fishing  and  dog-raising. 
"In  20  or  30  years  the  companies  will  leave  the  island  exhaust- 
ed. But  the  indigenous  peoples  will  still  be  here,"  says  Cather- 
ine Koralova,  who  represents  them  in  the  Sakhalin  parliament. 
Meanwhile,  the  local  mayor  of  Korsakov,  site  of  Sakhalin  En- 
ergy's LNG  operations,  is  pressuring  the  company  for  subsidies. 
Gennadiy  A.  Zlivko  led  demonstrations  and  took  the  company 
to  court  to  help  win  a  tenfold  rent  increase  on  its  LNG  site  to 
$500,000  a  year.  Now  he  wants  Shell  to  gasify  his  town,  which 
is  heated  by  coal  and  only  has  an  intermittent  water  supply.  "I 


May  15.  2006  I  BusinessWeek  I  75 


COVER STORY 


saw  that  this  was  our  chance,"  he  says.  "I  have  waged  a  cold 
war  this  year  to  catch  up  on  what  we  have  missed  out  on." 

Considering  the  billions  that  Shell  stands  to  gain  from 
Sakhalin  II,  the  indigenous  peoples  and  Zlivko  are  minor  wor- 
ries. The  bigger  issue  is  the  Kremlin.  Everyone  from  President 
Vladimir  V.  Putin  on  down  is  complaining  about  cost  overruns. 
That's  because  under  the  production  sharing  contract,  signed  in 
1994,  Russia  will  start  making  serious  money  only  after  Sakhalin 
Energy  recovers  its  costs.  Up  to  then,  the  company  pays  just  a 
6%  royalty  on  revenues.  After  that,  Sakhalin  Energy  will  get  90% 
of  the  profits  until  the  project  shows  a  17.5%  return.  Income  tax- 
es will  be  32%.  "If  they  can't  develop  the  project  at  the  original 
costs,  perhaps  we  should  bring  in  another  operator,"  gripes 
Vladimir  Efremov,  chairman  of  the  Sakhalin  parliament. 


Gazprom  Insurance 

HIS  WORDS  MAY  BE  LOCAL  RHETORIC,  but  the  question  is 
how  high  a  price  will  Shell  have  to  pay  for  its  cost  runup.  Rus- 
sia, like  other  oil  countries,  knows  it  has  much  more  leverage 
than  it  did  when  it  first  inked  its  deal  with  Sakhalin  Energy. 
Shell  executives  acknowledge  some  mistakes.  "We  were 
overoptimistic  on  budget  and  underestimated  a  number  of 
things,"  says  Malcolm  Brinded,  Shell's  executive  director  for 
Exploration  &  Production.  "If  you  are  working  in  a  frontier  en- 
vironment it  is  prudent  to  put  more  of  a  factor  of  uncertainty 
into  your  estimates,"  he  adds.  Sakhalin  Energy's  Craig  main- 
tains the  costs  of  finding  the  oil  and  gas  will  be  acceptable  even 
after  the  cost  overruns. 

To  smooth  relations  with  the  Kremlin  and  gain  a  strong  local 
partner,  Shell  last  year  agreed  to  swap  25%  of  its  controlling 
stake  in  Sakhalin  Energy  to  the  powerful  state-owned  gas  giant, 
Gazprom.  In  exchange,  Shell  receives  a  50%  stake  in  a 
Gazprom  field  in  western  Siberia.  Teaming  with  Gazprom 
should  give  Shell  some  political  protection  for  now,  but  how 
much  the  government  might  want  to  up  the  ante  later  is  a  big 
question.  Some  seasoned  observers,  such  as  BP's  Miller,  are 
cautious  about  Gazprom.  "You  have  to  be  nervous  as  a  Shell  ex- 
ecutive. They  are  stepping  into  an  unknown,"  he  says. 

Shell  executives  are  mum  about  the  Gazprom  talks.  But  to 
Shell,  teaming  up  with  a  strong  Russian  partner  could  be  key  to 
locking  in  its  role  on  Sakhalin  Island  and  ensuring  long-term 
gains.  The  real  money  will  come,  says  Shell's  Brinded,  when 
other  players  begin  to  use  Shell's  expensive  LNG  plants  and  ter- 
minals. "The  goal  is  to  create  first-mover  advantage  and  then 
expand,"  he  says.  A  big  investment,  a  big  bet.  Thaf  s  the  future 
for  global  oil  companies.    -By  Stanley  Reed  on  Sakhalin  Island 
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WHAT'S  IT  LIKE  TO  DO  BUSINESS  IN  THE  GLOI  ijnj 
capital  of  oil  nationalism?  Most  internationa 
executives  in  Caracas  don't  want  to  speak  on 
record  about  the  tricky  game  of  dealing  v 
Venezuelan  President  Hugo  Chavez.  But 
executive  confides  that  this  has  been  a  br 
year.  The  low  point  came  on  Mar.  31  when  he  was  required  tc 
tend  a  ceremony  at  the  Miraflores  presidential  palace,  wl 
Chavez  took  pleasure  in  bringing  representatives  of  the  woi"js, 
oil  elite— companies  such  as  Chevron,  Royal  Dutch  Shell,  BP, 
Repsol  YPF— to  heel.  The  occasion:  the  signing  of  documi 
that  gave  the  state  control  over  much  of  Big  Oil's  existing  | 
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they  took  control 
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stion  in  Venezuela.  "It  left  a  bad  taste  in  my  mouth,"  says  the 
scutive,  adding  that  his  child  caught  sight  of  him  on  TV  and 
narked  to  a  friend:  "My  dad  is  angry.  I'd  better  not  go  home." 
The  ceremony  was  another  sign  that  the  global  oil  compa- 
:s  are  taking  a  beating  from  national  governments  in  many 
rts  of  the  globe.  Venezuela  opened  32  so-called  marginal 
ds  to  international  companies  in  the  1990s,  contracting  out 
erations  to  Chevron  Corp.,  Royal  Dutch  Shell  PLC,  and  oth- 
,  which  got  a  per-barrel  fee  depending  on  volume  and  price 
;r  a  20-year  term.  The  companies  poured  an  estimated  $12 
lion  into  these  fields,  increasing  production  by  some 
0,000  barrels  a  day  with  no  capital  expenditure  by  the  gov- 


ernment. But  because  these  operating  contracts  were  pegged  to 
the  oil  price,  Chavez  condemned  them  as  concessions  in  dis- 
guise—an illegal  violation  of  the  country's  sovereignty. 

Now  state-owned  Petroleos  de  Venezuela  (PDVSA)  wUl  convert 
these  contracts  into  joint  ventures  that  give  it  at  least  a  60%  stake 
and  control  of  the  board.  Oil  executives  fear  the  government  will 
interfere  with  key  investments  and  operational  decisions.  The  oil 
majors  are  taking  a  financial  hit,  too.  Gero  Farruggio,  an  analyst 
at  Edinburgh  energy  consultants  Wood  Mackenzie,  estimates  that 
if  the  contracts  had  remained  in  force,  the  companies  stood  to 
make  another  $7.7  billion.  Now  he  figures  they  will  lose  $3.7  bil- 
lion of  that  amount.  France's  Total  and  Italy's  ENI  lost  the  most: 
The  government  seized  fields  run  by  them  when  they  rejected  the 
new  terms.  ENI,  which  has  invested  some  $1.65  billion  in  its 
60,000  barrel-per-day  field,  lost  $900  million,  Farruggio  esti- 
mates. Total  probably  lost  $320  million.  The  government  is  of- 
fering the  companies  a  total  of  $900  million  compensation  in  the 
form  of  vouchers,  but  that  won't  cover  the  value  of  the  projects. 
One  executive  calls  the  vouchers  "Monopoly  money." 

Certainly,  when  prices  are  high,  oil  is  the  most  political  of 
commodities,  and  nowhere  is  that  more  true  than  in  Chavez' 
Venezuela,  a  country  that  provides  the  U.S.  with  about  15%  of 
its  daily  oil  needs.  Chavez,  like  leaders  in  other  oil-producing 
countries  from  Russia  to  Bolivia,  has  been  squeezing  the  inter- 
national oil  companies  for  everything  he  can  get— without  quite 
going  so  far  as  to  drive  the  industry  out  altogether.  The  ex-para- 
trooper, who  came  to  power  in  1999  and  faces  reelection  in  De- 
cember, wants  ever-higher  revenues  to  boost  his  already  lavish 
programs  for  Venezuela's  poor,  from  monthly  stipends  for 
needy  students  to  rice-and-beans  subsidies  for  the  barrios. 

Turning  the  Tables 

THIS  ENVIRONMENT  IS  a  far  cry  from  the  1990s,  when 
Venezuela  welcomed  the  big  oil  companies  to  invest  in  mar- 
ginal fields  at  a  time  of  low  prices.  Now  Chavez  and  Oil  Minis- 
ter Rafael  Ramirez,  who  also  heads  PDVSA,  have  turned  the  ta- 
bles. Besides  pushing  the  companies  into  joint  ventures,  Chavez 
has  sharply  hiked  royalties  and  taxes  on  these  operations  to  an 
effective  take  of  more  than  80%. 

These  moves  are  not  sitting  well  with  the  global  players.  BP 
CEO  John  Browne  echoes  what  others  say  privately:  that 
Venezuela  risks  losing  the  investment  it  needs  to  keep  its  oil 
flowing.  The  recent  changes  "certainly  don't  give  [the  Venezue- 
lans] access  to  investment  for  the  future,"  warns  Browne.  "It 
takes  time  to  get  over  a  change  like  this." 

The  atmosphere  in  Caracas  may  soon  get  worse.  PDVSA  is  sug- 
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gesting  that  it  wants  control  of  key  heavy  oil  projects  in  the 
Orinoco  Belt.  They  produce  600,000  barrels  a  day  of  sludgy  crude 
and  pipe  it  to  the  coast,  where  it  is  processed  into  refinable  crude. 
ExxonMobil,  Total,  Chevron,  ConocoPhillips,  BP,  and  Statoil, 
along  with  PDVSA  as  a  minority  partner,  have  invested  a  total  of 
$12.4  billion  in  these  projects  since  the  mid-1990s.  They  could 
produce  an  estimated  $3  billion  in  cash  flow  this  year,  according 
to  Wood  Mackenzie.  Venezuela  claims  235  billion  barrels  of  heavy 
oil,  which  would  put  it  in  a  league  with  Saudi  Arabia;  heavy  oil  is 
considered  the  future. 

Now,  PDVSA  wants  to  control  these  capital  and  technology- 
driven  projects,  a  move  that  could  put  them  at  risk.  In  an  inter- 


Mommer  knew  that  Chevron  and  Shell  were  likely  to  accep 
the  government's  deal,  figuring  that  if  they  went  along  they  coul< 
get  better  access  to  the  country's  resources.  He  was  right.  Onl; 
two,  Total  and  ENI,  rejected  the  terms  outright,  while  ExxonMo 
bil  had  already  sold  its  small  Venezuelan  stake  to  Repsol.  (Exxon 
Mobil  remains  active  in  a  bigger,  heavy  oil  project.) 

These  results  please  Del  Pino.  Over  coffee  at  his  office  abov 
Caracas'  middle-class  La  Campifia  section,  he  looked  tired  re 
cently  but  seemed  proud  that  he  persuaded  16  companies  t 
convert  their  contract  agreements  into  joint  ventures.  "It  wa 
not  easy  with  Shell,"  he  admits.  "But  now  they  are  happy.  W 
are  ready  to  talk  about  new  business."  Shell  was  chagrined  ths 
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High  oil  prices  are  boosting  revenues,  but  shake-ups 
and  neglect  are  hitting  production 
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CHEVRON  REFINERY       view  with  BusinessWeek,  Eulogio  Del 
Managers  warn  Pino,  president  of  PDVSA  CVP,  which 

Venezuela  could  handles  joint  ventures,  predicted  that  his 

drive  off  investors       company  would  take  at  least  51%  posi- 
tions in  the  four  heavy  oil  companies, 
while  royalties  and  income  taxes  would  rise  to  30%  and  50%,  up 
from  16.7%  and  34%,  respectively.  The  silver  lining  would  be  that 
the  new  arrangements  offer  companies  the  chance  of  increased 
production.  "There  are  many,  many  new  possibilities,"  he  says. 
Would  taking  control  of  the  heavy  oil  projects  be  enough  to 
make  Big  Oil  turn  and  run?  Most  executives  think  staying  in 
Venezuela  worthwhile  because  there  are  not  many  other  places 
where  they  can  tap  such  massive 
reserves.  "It's  naive  to  expect  sta- 
bility in  a  developing  country,"  says 
one  executive.  The  key  to  business 
survival,  they  add,  is  to  establish 
strong  relationships  with  compe- 
tent officials  below  Chavez  and 
Ramirez.  One  important  contact  is 
Deputy  Oil  Minister  Bernard  Mommer.  An  internationally 
known  policy  expert  who  spent  several  years  at  the  Oxford  In- 
stitute of  Energy  Studies,  he  is  a  proponent  of  subordinating 
the  petroleum  majors  to  the  state.  "He  has  very  fixed  ideas  on 
should  be  done,"  says  one  key  executive,  but  Mommer 
recognizes  the  need  for  foreign  capital.  In  the  latest  round  of 
>  and  Del  Pino  were  "very  polite  but  very  deter- 
1  There  was  no  real  negotiation.  Ifs  hard  to  blame  the 
1       "  trying  to  get  a  bigger  share  of  the  pie  when 
prices  a  mother  executive  adds.  What  bothers  the  oil 

compel  substantial  change  in  how  the  contracts  are 

laid  out  sudden  private  investors  are  not  in  control." 


ran 


its  field  in  Lake  Maracaibo,  which  produces  50,000  barrelil 
day,  would  be  part  of  a  company  in  which  it  owns  just  40%.  B 
Shell  gained  sweeteners  such  as  a  13-year  extension  on  its  ce 
tract.  The  company  hopes  that  it  can  expand  the  venture 
nearby  PDVSA  fields.  The  new  arrangement,  says  Del  Pino 
"much  more  transparent  and  legal." 

While  they  bridle  at  the  new  terms,  the  oil  execs  know  tl 
have  little  choice.  What  really  worries  them  is  that  PDVSA  i 
start  calling  too  many  of  the  shots  at  the  new  ventures.  Indus 
sources  say  PDVSA  lacks  the  managerial  skills  to  run  its  own  i 
erations,  let  alone  take  on  32  more  fields.  After  the  company  w 
on  strike  in  2002  in  an  unsuccessful  attempt  to  oust  Chavez, 


Global  executives  have  little  choice  but 

to  play  ball.  They  worry  the  national  oil 
company  will  start  calling  the  shots 


government  fired  about  18,000  employees.  At  the  fields  PD 
manages  exclusively,  production  has  fallen  by  almost  50%  si 
Chavez  gained  power,  to  about  1.6  million  barrels  a  day,  acc< 
ing  to  consultants  PFC  Energy.  (PDVSA  says  it  produces  2.3 
lion  barrels  a  day,  but  most  analysts  dispute  that  number.) 

PDVSA  has  big  plans  to  raise  production  to  5  million  bat 
or  so— but  the  plans  have  been  on  the  books  for  yt 
"Venezuela  has  a  resource  base  for  300  years,"  says  Ah  Mos 
president  of  Chevron  Latin  America.  But  he  adds  that  the  c( 
try  needs  to  show  it  can  develop  those  reserves.  For  now,  Bi| 
can  only  hang  on  while  Chavez  shakes  things  up  even  mor 
-By  Stanley  Reed,  with  Stephen  Ixer  in  Car 


I 


End-to-end 
IP  solutions  and 
the  expertise 
to  manage  them. 


that  works 


! 


I3&S< 


s» 


mrn  ■  wr*  « 


Verizon  Business  offers  a  full  range  of  managed  network  solutions,  from 
simple  network  monitoring  to  complete  outsourcing.  It  all  comes  with 
versatile  experts  who  are  accountable  for  making  it  all  work  for  you. 


VetlTOnbusiness 


Global  capability  with  personal  accountability,  verizonbusiness.com         We  never  stop  working  for  you. 


©2006  Verizon.  All  Rights  Reserved. 


Information  Technology     I     Pirac 


Hauling  in  the 
Hackers 


III 


How  undercover  FBI  agents  nab  the 
bootleggers  who  threaten  the  movie  biz 


Movielink.com  and  CinemaNow.com,  tha 
offer  movies  via  the  Net.  But  downloads  ar 
slow,  and  the  movies,  which  cost  a  few  dol 
lars  to  rent  and  $20  to  own,  can't  be  burne< 
to  a  DVD.  So  studios  also  are  prodding  th 
feds  to  put  some  fear  into  pirates.  The  goal . 
stem  the  $6.1  billion  that  the  industry  esti 
mates  was  lost  to  illegal  copying  in  200f , 
(Worldwide  box-office  sales  were  $23.5  bij 
lion.)  Half  of  pirated  material  is  in  DVD  | 
sold  on  street  corners,  but  $3  billion  come 
from  pirates  stealing  digital  movies  an 
posting  them  online.  And  stolen  movies  ai 
also  sent  via  the  Net  to  facilities  where  th 
illicit  DVDs  are  made.  So,  "the  Internet 
very  much  involved  in  all  forms  of  pirac  M 
even  if  you're  talking  about  street  piracy . 
says  Dan  Glickman,  CEO  of  the  Mono  [ 


BY  ROGER  O.  CROCKETT 

UNDER  THE  PREDAWN 
sky  on  June  29, 2005,  fed- 
eral agents  armed  with 
arrest  warrants  and 
Glock  handguns  banged 
on  the  door  of  the  house 
at  38244  Hastings  St.  in 
Fremont,  Calif.  "FBI!"  they  shouted.  Their 
target  was  a  heavyset  24-year-old  biker 
named  Chirayu  Patel,  alleged  to  be  a  leader 
of  the  "Boozers"  and  a  handful  of  other 
underground  gangs  that  illegally  copy  and 
load  onto  the  Internet  blockbuster  movies 
such  as  Star  Wars:  Episode  Ill—Revenge  of 
the  Sith  and  Batman  Begins.  Patel's  dad  an- 
swered the  6  a.m.  wake-up  call,  FBI  offi- 
cials say.  Ten  agents  swept  the  house,  guns 
drawn.  Patel  was  found  in  his  bedroom, 
where  he  was  cuffed  and  arrested. 

In  nearby  San  Francisco,  FBI  special 
agent  Julia  B.  Jolie  was  pacing  through  the 
"op  center,"  a  30-foot-by-30-foot  room 
with  photos  and  handwritten  rap  sheets 
pinned  to  the  walls  for  Patel  and  25  other 
digital  pirates  who  were  being  arrested 
that  morning.  As  head  of  the  sting, 
dubbed  Operation  Copycat,  Jolie  had  just 
given  the  "go"  order  to  agents  in  the  field. 
Video  pirates,  who  are  often  clean-shaven 
and  hold  professional  jobs,  certainly  don't 
look  dangerous.  But  the  manpower  com- 
mitted to  the  case  demonstrates  how  seri- 
ously the  feds  take  them.  "Are  these  big 
bad  mafia  types?  No,"  Jolie  says  later.  "But 
this  is  a  huge  criminal  activity." 

Welcome  to  Hollywood's  Napster  mo- 
ment. If  movie  studios  hope  to  dodge  the 
of  the  music  industry,  whose  growth 
was  cut  short  in  part  by  illegal  download- 
ing, they  need  to  come  up  with  a  solution  to 
illeg  g  Part  of  that  is  to  develop  a 

mode:  .-vie  downloads  over  the 

Net.  Ho!  is  taken  baby  steps  in 

that  direcuoi  i. :- 1  udios  have  two  Web  sites, 
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ure  Association  of  America  (MPAA). 
Tiat's  why  federal  prosecutors  and  un- 
:over  sleuths  have  labored  for  the  past 
years  to  put  some  muscle  behind  the 
ning  that's  so  familiar  to  home  movie 
vers  ("Federal  law  provides  severe  civ- 
id  criminal  penalties  for  the  unautho- 
d  reproduction,  distribution  or  exhibi- 
i  of  copyrighted  motion  pictures..."). 
i  California  sting  is  part  of  a  global  in- 
igation  that  is  methodically  targeting 
icy  rings  from  Chicago  to  Charlotte, 
!.,  to  China.  To  date,  the  California  in- 
igation  has  won  24  convictions.  Five 
re  arraignments  are  expected  in  May, 
jrding  to  Assistant  U.S.  Attorney  Mark 
toski,  who  is  prosecuting  the  case.  Sen- 
:ing  begins  late  this  summer. 


The  picture  that 
emerges  from  these  inves- 
tigations is  of  loosely  knit 
cybergangs,  driven  more 
by  competitive  zeal  than 
profit  motive.  A  skilled 
"cammer,"  who  records 
movies  in  a  theater  and 
sends  them  off  for  upload- 
ing to  the  Net,  can  make 
up  to  $2,000  per  film.  But 
most  pirates,  such  as  Patel, 
are  in  it  for  the  thrill  of 
proving  their  coding  skills. 

Think  of  piracy  as  a 
pyramid.  The  power  sits  at 
the  top,  where  guys  like  Pa- 
tel enable  others  to  get 
content.  By  the  time  a 
movie  shows  up  on  peer- 
to-peer  Internet  networks, 
it  can  be  downloaded,  of- 
ten for  free,  by  anyone  ca- 
pable of  typing  "Mission: 
Impossible"  into  a  search 
engine.  That's  why  the  feds 
zero  in  on  the  most  sophis- 
ticated pirates  and  mostly 
ignore  end  users.  "Target- 
ing the  top  tier  is  a  key  way 
to  catch  these  industry 
parasites,"  says  intellectual 
property  attorney  Alan 
Fisch  of  Kaye  Scholer  LLP 
in  Washington. 


QUICK  STUDY 

VIDEO  PIRATES  aren't 
easily  duped.  It  takes  the 
FBI  months  to  infiltrate  ^■■^^■■■l 
groups.  But  they  do  have  one  vulnerability: 
All  gangs  need  a  place  to  store  the  massive 
amounts  of  media  content  they  gather.  (In 
the  Copycat  case,  stolen  movies,  games, 
and  other  software  grew  to  27  terabytes  of 
data,  more  than  three  times  the  contents  of 
a  typical  video  store.)  That  creates  an 
opening  for  law  enforcement. 

The  aspiring  thief  has  to  set  up  shop  in- 
side a  powerful  computer  server,  often  in- 
side a  big  company.  Access  might  come 
from  a  disgruntled  employee  with  author- 
ity to  hand  out  passwords  for  remote  or  on- 
site  access  to  the  server.  Once  announced, 
the  site  operator  becomes  a  magnet  for  spe- 
cialists, granting  access  to  "suppliers,"  who 
provide  movies  and  computer  parts,  and 
"rippers,"  who  crack  copyright  codes.  To- 
gether, they  make  up  what  pirates  call  a 
"warez"  (as  in  "softwares")  group. 

The  Silicon  Valley  sting  centered  around 
a  server  that  was  leased  by  agents  from  an 
Internet  service  provider  in  the  Bay  Area. 


Pirates 

at  Work 

Before  teens  can 
swap  illegal  copies 
of  a  movie, 
sophisticated 
hackers  have  to  crack 
the  Hollywood 
distribution  system. 

THE  SETUP 

A  "warez"  group  is  formed. 
Specialists  on  the  team  include 
those  who  can  steal  movies  or 
games.  "Cammers"  use 
camcorders  to  record  from  the 
back  of  a  theater. 

THE  SITE 

Operators  create  a  clandestine 
site  on  a  computer  server.  It 
has  to  have  huge  amounts  of 
storage  space. 

THE  RIP 

A  "ripper"  or  "cracker"  breaks 
down  copy  protection  code. 
The  file  is  uploaded  to  the 
server  for  distribution  to 
"peer-to-peer"  Web  sites. 


Agent  Jolie's  real  coup, 
though,  was  in  recruiting  a 
thirtysomething  Oakland 
agent  (initials  A.J.)  who 
used  to  work  in  the  com- 
puter industry.  He  proved 
to  be  a  quick  study.  Shortly 
after  interviewing  with 
Jolie,  A.J.  discovered  that 
warez  groups  used  Linux 
server  coding,  which  he 
learned  in  one  night.  "He 
can  teach  himself  any- 
thing," Jolie  says. 

To  slip  into  the  pirate 
scene,  A.J.  became  "Griff- 
en"  and  started  popping 
up  in  chat  rooms.  Several 
months  later  he  hooked  up 
with  Patel  and  another 
bandit,  David  Fish.  Once 
alerted  to  the  available 
server,  warez  members 
swarmed  in.  One  set  up  the 
computer  for  piracy,  but 
group  members  judged  the 
job  so  sloppy  that  they 
sought  out  Fish,  whose 
scripting  skills  were  leg- 
endary. Fish,  24,  lived 
3,000  miles  away  in  Water- 
town,  Conn.  His  day  job 
was  with  a  computer  net- 
work company.  In  late 
March,  2004,  court  docu- 
ments show,  he  began  pro- 
gramming the  server  so 
his  pals  could  send  movies 
straight  from  their  e-mail 

1  accounts.  He  set  up  a  com- 
petition, pitting  members  against  one  an- 
other to  see  who  could  upload  the  fastest. 

By  spring  of  2004,  Fish  and  Griffen 
were  busily  loading  movies— 68  in  all,  in- 
cluding Hotel  Rwanda,  Blade:  Trinity,  and 
Monster-in-Law,  plus  hot  new  PlayStation 

2  and  Xbox  video  games.  For  example,  in 
July,  Fish— going  by  the  nickname 
xOOOx— told  Griffen  to  put  a  PlayStation  2 
game  into  the  server's  DVD  player,  and  ex- 
plained what  was  necessary  to  encode  it.  A 
July  2  chat  gave  Griffen  a  sense  of  what 
was  to  come: 

xOOOx:  interested  in  ps2  games? 

griffen:  u  bet,  funny,  just  decided  to  get 
a  ps2,  played  socom2  and  loved  it! 

xOOOx:  cool,  well  ur  gonna  be  hooked 
up  lol. 

The  chatter,  sounding  like  two  pre- 
teens  trading  instant  messages,  belied 
Fish's  sophisticated  skills.  In  November, 
Fish  told  A.J.  to  install  a  disk  drive  into 
the  server  and  copy  a  programming  file  to 
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it.  That  updated  the  flash  memory,  al- 
lowing Fish  to  read  Xbox  games  re- 
motely and  copy  them  to  the  main  drive. 

griffen:  ok,  it's  all  ready...let  her  rip. 

xOOOx:  burnin.  hopefully  this  works. 

griffen:  s-t,  u  the  man,  works  great! 

Meantime,  Griffen  was  building  trust 
with  Patel,  the  Fremont  pirate.  Patel  liked 
to  show  off.  In  late  April,  2004,  according 
to  court  documents,  he  boasted  to  Griffen 
about  a  TV  news  report  on  piracy  that  in- 
cluded a  shot  from  a  film  he  was  stealing. 

Of  course,  all  the  technological 
prowess  is  worthless  without  a  steady 
supply  of  movies.  Most  come  from  inside 
the  industry,  prosecutors  say.  Sources  in- 
clude studio  projectionists  and  workers 
at  disc-stamping  plants,  where  an  esti- 
mated 15%  of  DVDs  are  discarded  as  de- 
fective. Even  movie  critics  who  get  early 
copies  sometimes  pass  them  along. 

Not  every  movie  can  be  lifted  before  its 
release.  That' s  where  people  like  Curtis 
Salisbury  come  in.  Salisbury,  20,  worked 
in  the  box  office  at  the  Des  Peres  Cinema 
14  in  St.  Louis.  Last  June  he  agreed  to 
record  The  Perfect  Man  and  load  it  onto 
the  server  for  a  warez  group,  court  docu- 
ments say.  One  night  after  the  theater  had 
closed,  he  used  camcorder  equipment  to 
record  copies  of  Bewitched  and  The  Perfect 
Man  from  the  projection  booth. 

With  the  help  of  friends,  documents 
say,  Salisbury  connected  his  gear  to  the 
projector  sound  board  to  record.  Later,  he 
used  his  home  computer  to  sync  the  au- 
dio. Salisbury  sent  a  copy  of  The  Perfect 
Man  off  to  Griffen,  who  removed  copy- 
right watermarks  (tiny,  randomly  placed 
security  dots  that  identify  the  print).  But 
first  Griffen  made  a  copy  with  the  marks 
and  shot  it  off  to  the  MPAA.  Technicolor, 
the  film-print  company,  was  able,  to  de- 
termine that  the  copies  came  from  the 
Des  Peres.  A  month  later,  on  July  27,  the 
FBI  showed  up  at  Salisbury's  door. 

Today,  Salisbury,  Patel,  and  Fish  have 
all  been  convicted  on  counts  of  criminal 
copyright  infringement  after  pleading 
guilty.  Salisbury,  expected  to  be  sen- 
tenced in  June,  is  facing  a  maximum  of 
eight  years  in  prison  but  could  get  off 
with  probation.  Patel  and  Fish  await  sen- 
tencing in  August.  Patel  faces  up  to  eight 
years,  Fish  up  to  23  years.  Each  could  be 
ordered  to  pay  from  $4,000  to  $1  million 
in  fines.  (Calls  to  attorneys  for  the  three 
were  not  returned.) 

Jolie  claims  the  busts  slowed  pirate 
activity.  But  she  recognizes  that  victory 
is  elusive.  "You  have  to  liken  it  to  a  gang 
war,"  Jolie  says.  "We  try  to  make  an  ef- 
fective dent  and  glean  more  intelligence 
for  the  next  takedown."  ■ 


Media  Magazines 


The  Boomlet 
In  Baby  News 

As  Mad  Ave  targets  affluent  parents,  baby  mag; 
and  their  Web  rivals  are  reinventing  the  categoi 


BY  JOSEPH  WEBER 

IF  YOU'VE  RECENTLY  TRIPPED 
over  an  SUV  stroller  on  the  side- 
walk or  fled  a  restaurant  full  of  cry- 
ing toddlers,  you'll  be  surprised  to 
learn  there's  not,  in  fact,  a  nation- 
al baby  boom.  The  number  of  ba- 
bies born  each  year  in  the  U.S.  has 
been  constant  since  the  late  1980s,  at 
about  4  million.  Just  the  same,  babies  are 
a  craze,  one  partly  fueled  by  advertisers 
spending  more  aggressively  than  ever  to 
reach  affluent  parents. 

Marketers  are  now  chipping  in  over 
$1  billion  a  year  on  baby  and  family-ori- 
ented magazines  alone,  up  46%  from 
2001.  It's  no  wonder  that  consumer 
products  giants  like  Johnson  &  Johnson 
and  Nestle,  which  each  operate  baby-ori- 
ented Web  sites,  have  jumped  in  to  duke 
it  out  with  such  rival  stalwarts  as  New 
York  Times,  Meredith,  and  Conde  Nast. 
So  how  does  a  newcomer  stand  out? 
Wondertime,  a  quarterly  that  premiered  in 
February,  isn't  even  trying  to  compete  in 
t  old,  servicey  ways.  Obvious  how-to 
lists  for,  say,  toilet  training  are  shunned, 


says  Executive  Editor  Trisha  Thorn 
son.  Instead,  the  magazine,  backt 
by  Walt  Disney  Co.,  tries  fresh  a 
proaches:  It  might  run  a  short  ite 
on  how  to  explain  to  your  child  how 
toilet  flushes.  Or  a  humor  article  < 
how  frantic  moms  rediscover  call 
ness  through  their  kids.  "We're  mc 
about  the  joy  of  parenthood,"  sai 
Thompson,  "than  the  job  of  paren 
hood."  Cookie,  a  new  glossy  frc 
Conde  Nast  Publications,  is  fat  wi 
upscale  ads  (Cadillac,  Gucci,  B? 
bras)  mixed  in  with  ads  for  kidc|| 
stuff.  Billed  as  a  lifestyle  magazi 
for  well-schooled  (and  well-off)  p; 
ents,  it  features  interviews  with  i 
thors  such  as  Jay  Mclnerney,  w.i 
moved  from  writing  about  N. 
York's  coked-up  singles  scene  to  1  i 
ing  a  post-September  11  parent. 

These  magazines,  different  as  they ; 
from  one  another,  are  a  new  breed,  d 
tinct  from  the  long-established  ma 
stays.  Meredith  Corp.'s  American  Ba 
Parents,  and  Child  magazines,  for 
stance,  hew  to  a  familiar,  even  downsc. 
look  with  loud,  bright-colored  layoi 
The  articles  are  evergreen,  advising  p 
ents  on  how  to  keep  kids  off  junk  fooc 
the  best  "tub  toys."  Although  thej 
sticking  to  their  well-proven  formi 
Meredith  says  it  plans  to  unite  all  th 
magazines  on  a  single  portal  featur 
video,  podcasts,  and  blogs. 

There's  nothing  cuddly  about  the 
line  competition  in  the  categt 
though.  J&j's  BabyCenter.com  reac 
about  4  million  people  a  month,  accc 
ing  to  comScore  Networks  Inc.,  roug 
double  the  circulation  of  American  Be 
The  parenting  channel  of  About.o 
bought  last  year  by  The  New  "V 
Times  Co.,  is  growing  fast,  with  as  m 
as  2.5  million  readers  a  month.  Bu 
far,  the  baby  craze  is  big  enough  for  t 
New  and  Old  Media  to  thrive.  ■ 


CUNARD  chose  Cognos 
to  improve  forecasting. 
Their  fiscal  ship  has 
lever  looked  better. 


Cunard  Line  needed  a  more  efficient  planning  and  forecasting  process. 

'hat's  why  the  luxury  cruise  line  company  chose  Cognos  Enterprise  Planning  software 

t  provides  Cunard  with  flexible,  driver-based  budgets  and  forecasts. 

dlows  managers  to  analyze  expense  trends,  profit  margins  and  other  key  metrics. 

ind  gives  executives  greater  visibility  into  the  business. 

'he  result?  More  accurate  forecasts.  Tighter  accountability. 

md  a  planning  system  that  keeps  Cunard  on  course  when  the  winds  shift. 

Ainard  is  just  one  of  the  high-performing  companies  that  improves 

:s  performance  with  Cognos. 

6  of  the  Fortune  100  companies  do  the  same. 

b  learn  more,  visit  www.cognos.com/proof  today. 
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GREEN 

TRUCKS+FUEL 


PAVING  THE 

ROAD  TO  ENERGY 

EFFICIENCY  AND 

ENVIRONMENTAL 

PERFORMANCE 


It's  getting  to  be  a  "green"  world,  with  regulatory 
compliance  and  environmental  performance  driving 
change  in  many  fields.  This  is  especially  evident  in 
the  world  of  commercial  trucks,  where  diverse  strat- 
egies are  being  employed  to  meet  the  challenge  of 
operating  efficiently  and  profitably  in  this  new  world. 

John  Boesel,  president  and  CEO  of  WestStart- 
CalStart  Inc.,  a  Pasadena  (CA)  advanced  transportation 
consortium  with  major  truck, 
powertrain,  and  technology 
company  members,  sees 
an  increasing  emphasis  on 
technologies  that  address 
the  high  price  of  fuel  and 
its  impact  on  operational 
bottom  lines.  "It's  a  matter 
of  cost  and  efficiency,  of 
course,"  he  says,  "plus  the  need  to  address  air  quality 
and  greenhouse  gas  emissions.  There's  also  a  focus 
on  energy  diversity  as  the  nation  seeks  to  decrease 
dependence  on  imported  oil." 

WHERE  THERE"S  A  WILL... 

"From  President  Bush  on  down,  everyone  agrees  we 
must  reduce  the  amount  of  foreign  petroleum  we're 
using,"  says  Richard  Kolodziej,  president  of  Natural  Gas 
Vehicles  for  America  (NGVAmerica),  a  Washington,  D.C., 
national  trade  association.  "Where  diesel  fuel  must 
be  used,  it  should  be  used  as  wisely  as  possible. 
But  where  it  makes  sense  to  use  non-petroleum 
alternatives  to  diesel,  America  must  move  quickly 
in  that  direction." 

Unfortunately,  there's  no  single  solution.  Many 
e  that  hydrogen  and  cellulosic  ethanol  -  an 
alcohol  fuel  made  from  biomass  like  woody  grasses 
and  crop  waste  -  could  become  major  players,  but 
not  any  time  soon.  Focusing  on  fuels  and  technolo- 
gies realistically  available  to  make  a  difference  today, 
while  continuing  to  explore  future  fuels,  is  the  answer. 

...THl 

One  example  i  sified  approach  that  brings 

substantial  benefits  is  that  taken  by  Pacific  Gas  and 
Electric  Co.,  an  investor-owned  gas  and  electri    utility 


PG&E  uses  many  natural  gas  vehicles  in  its  daily  operation 

that  provides  service  to  about  1 5  million  customers  in 
northern  and  central  California. 

"We're  interested  in  doing  our  part  as  environmental 
stewards  to  make  life  better  for  our  customers,"  says 
Brian  Stokes,  manager  of  the  clean  air  transportation 
division  at  PG&E.  That  mission  has  included  field- 
ing new  natural-gas  and  electric  drive  technologies 
since  1988,  while  also  improving  the  emissions  and 
efficiency  of  existing  vehicles  and  sharing  lessons 
learned  with  its  customers  -  everything  that  PG&E's 
fleet  of  12,500-plus  vehicles  and  its  customers  need. 
Other  activities  include  working  to  increase  the  avail- 
ability of  alternative  fuels  and  exploring  plug-in  hybrid 
technology  that  will  allow  hybrid  commercial  vehicles 
to  "fuel  up"  from  the  grid. 

PG&E  has  been  negotiating  with  a  major  truck 
manufacturer  to  stimulate  assembly-line  production  of 
alternative  fuel  trucks  and  is  combining  its  fleet  orders 
with  those  of  other  customers  to  make  this  happen. 
Transitioning  away  from  the  retrofitting  of  diesel  trucks 
to  alternative  fuels  will  drive  per-unit  costs  down  and 
bring  increased  market  penetration  of  more  cost- 
competitive  alternative  fuel  products. 

Even  as  PG&E  implements  a  broad-based 
approach  to  advanced  transportation,  natural  gas 
stands  out  because  it  provides  the  lowest  emissions 
levels  of  any  alternative  fuel  the  utility  has  found, 
and  advanced  and  cost-effective  natural  gas  engine 
technologies  are  available  today. 


Clean  Energy  is  the  largest 
provider  of  vehicular  natural 
gas  (CNG  and  LNG)  in  North 
America  with  a  broad  customer 
base  in  the  refuse,  transit, 
shuttle,  taxi,  police,  intrastate 
and  interstate  trucking,  airport 
and  municipal  fleet  markets. 
Tens  of  thousands  of  vehicles 
fuel  daily  at  strategic  locations  in 
the  United  States  and  Canada. 


Fueling  a  Cleaner  America 


•  Fixed,  stable  fuel  prices 

•  Turnkey  fuel  agreements 

•  Financing  of  new 
(and  existing)  stations 

•  Design,  construction, 
operation  and  maintenance 

•  Grant  writing  and  public 
policy  support 

•  Equity  sharing  opportunities 

North  America's  leader 
in  clean  transportation 


Clean  Energy' 

3020  Old  Ranch  Road,  Suite  200 
Seal  Beach,  California  90740 
562.493.2804 
www.cleanenergyfuels.com 


Natural  Gas 

vs. 

Diesel. 


What  EPA's  2007  heavy- 
duty  engine  standards 
mean  to  you. 


Diesel  Vehicles 

•  Heavy-duty  diesel  vehicles  will  cost  up  to 
$9,000  more 

•  Diesel  engines  will  be  less  energy  efficient 

•  New  emissions  controls  will  make  diesel 
engines  more  expensive  to  maintain 

•  Ultra-low  sulfur  diesel  (ULSD)  will  cost  more 

•  Over  60%  of  America's  oil  is  now  imported 

Natural  Gas  Vehicles 

•  Heavy-duty  natural  gas  vehicles  (NGVs) 
will  cost  only  a  few  hundred  dollars  more 

•  Natural  gas  engines  will  meet  the  2010 
emission  standards  in  2007  —  producing 
only  Vb  the  NOx  of  2007  diesel  engines 

•  Natural  gas  costs  far  less  per  diesel 
gallon  equivalent 

•  The  federal  government  offers  up  to  $32,000 
in  tax  credits  for  the  purchase  of  new  NGVs 

•  Beginning  October  2006,  the  federal  gov- 
ernment will  provide  fuel  sellers  a  50c  per 
gallon  tax  credit  for  natural  gas  for  vehicles 

•  96%  of  natural  gas  used  in  America  is 
produced  in  North  America 


The  facts  tell  the  story. 

Natural  gas  vehicles  are 
good  for  America  and  a 
smart  economic  choice. 

NGVAMERICA 

Natural  Gas  Vehicles  for  America 
ngvamerica.org 


Andrew  J.  Littlefair,  Chairman 
202.824.7366 
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This  fuel's  advantages  are  underscored  by  the 
Energy  Dept.'s  National  Renewable  Energy  Labora- 
tory, which  examined  natural-gas  and  diesel  buses  in 
fleet  use  at  the  Washington  Metropolitan  Area  Transit 
Authority.  The  result:  compressed  natural  gas  (CNG) 
buses  produced  49%  lower  NOx  and  84%  fewer 
particulate  emissions  than  their  diesel  counterparts, 
even  though  the  diesel  buses  were  fitted  with  advanced 
emission-control  technologies.  The  study  also  showed 
promising  fuel-economy  results  for  the  CNG  buses 
compared  to  their  diesel  counterparts. 

Another  2005  study,  by  TIAX  LLC,  a  collaborative 
R&D  company,  in  Cambridge,  Mass.,  analyzed  transit 
buses  and  trucks  meeting  2010  federal  emissions 
requirements.  It  concluded  that  heavy-duty  natural  gas 
vehicles  were  more  cost-effective  than  comparable 


Clean  Fuels  provides  customers  complete  fueling  stations  a  j 
contracts  for  natural  gas  fuel  at  very  competitive  rates. 

diesel  vehicles  when  crude  oil  prices  topped  $31  per 
barrel.  The  study  omitted  the  incremental  costs  associ 
ated  with  natural  gas  or  hybrid  buses  over  the  price  of 
a  diesel  bus  with  a  conventional  powertrain,  because 
these  costs  are  typically  subsidized  by  federal,  state, 
and  local  governments. 

NO  EXCUSES 

Fleet  owners  interested  in  moving  to  natural  gas  but 
hesitant  at  making  the  leap1  have  a  friend  in  Clean 
Energy,  in  Seal  Beach,  Calif.,  which  simplifies  the 
process  by  providing  complete  turnkey  systems  to 
make  the  switch  go  smoothly. 

"We'll  build  and  operate  a  fueling  station,  then  take 
care  of  all  the  commodity  contracts,  so  essentially  a  flee 
has  a  fixed  fuel  price  for  several  years  out,"  says  James 
N.  Harger,  senior  vice  president  of  marketing  and  sale: 
for  Clean  Energy.  "The  only  responsibility  a  fleet  has  is 
to  fuel  the  trucks."  Some  of  the  company's  customers 
have  contracts  with  natural  gas  fuel  coming  in  at  $1 .5( 
per  gallon  of  diesel  equivalency,  a  substantial  savings 
over  today's  diesel  prices. 
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Other  forces  creating  greater  interest  in  natural 
as  trucks  include  new  tax  credits  that  offset  80%  of 
ie  incremental  cost  of  a  natural  gas  truck  or  bus,  up 
)  $40,000.  This  writeoff  is  allowed  in  the  first  year  of 
peration  against  tax  liability. 

Fuel  supply  would  not  be  greatly  affected,  even  if 
lillions  of  natural  gas  vehicles  hit  the  road  tomorrow, 
he  impact  on  natural  gas  demand  would  be  less  than 
%,  industry  experts  say.  "It  doesn't  divert  gas  supply 
way  from  our  customers'  homes  or  businesses  or 
ven  power  plants,"  shares  PG&E's  Stokes.  "It's  an 
ffordable  extension  and  use  of  existing  infrastructure 
lat  has  capacity  to  serve  this  market." 

0  NATURAL,  GO  GREEN 

Fhe  2007  to  2010  emissions  requirements  being 
nposed  on  diesel  are  going  to  increase  the  cost 
f  a  diesel  engine,  not  just  because  of  the  fuel,  but 
ecause  of  efficiency  decreases,"  says  Clean  Energy's 
larger.  In  contrast,  he  says,  natural  gas  engines  in 
007  will  meet  the  very  strict  0.2  gram  NOx  emissions 
tandard  for  2010  with  a  simple,  off-the-shelf  catalyst 
lat's  available  today. 

With  its  refined  technologies,  excellent  environmental 
erformance,  and  newfound  cost  advantages,  it's  in- 
reasingly  evident  that  natural  gas  will  have  a  very  bright 
jture  in  the  world  of  medium-  and  heavy-duty  trucks, 
loreover,  it  could  be  a  sound  strategy  as  the  world's 
ansportation  fuel  supply  diversifies  in  the  longer  term. 


Green  Car  Journal  is  the  car  magazine  of 
today,  positioned  at  the  intersection  of  automobiles, 
energy,  and  the  environment.  The  award-winning 
magazine's  high  production  values,  environmental 
focus,  and  auto-enthusiast  editorial  voice  provide 
a  much-needed  platform  for  the  technologies  and 
fuels  that  enable  today's  vehicles  to  run  more 
an  ever  before.  With  perspective  from  industry  and 
mental  leaders  alike,  the  magazine  takes  a  balanced, 

ul  look  at  this  growing  field. 

at  www.greencar.com. 


VestStart-CALSTART  is  North  America's  leading  advanced 
ansportation  technologies  organization.  As  a  participant-supported 
ISnprofit  of  more  than  1 30  companies  and  agencies,  it  is  dedicated 
)  expanding  and  supporting  a  high-tech  transportation  industry  that 
leans  the  air,  creates  jobs,  and  improves  energy  efficiency,  while 
psening  dependence  on  foreign  oil  and  reducing  global  warming. 
;plays  a  national  role  facilitating  advanced  systems  and  fuels  for 
ansit  and  heay-duty  vehicles,  and  new  forms  of  mobility. 
Isit:  www.weststart.org. 


We're  driving  toward 
a  cleaner  future. 


Pacific  Gas  and  Electric  Company  is  dedicated 
to  developing  low-cost,  clean  air  transportation 
technologies  for  our  business  and  yours. 

Since  rolling  out  our  first  natural  gas  truck 
in  1985,  we've  expanded  our  fleet  to  include  over 
850  low-emission  vehicles.  We've  also  formed 
partnerships  with  manufacturers,  government 

organizations,  and  private  companies, 
creating  a  nationwide  network  of  over 
500  fleets,  operating  thousands  of  natural 
gas  vehicles.  Through  continued  support  of 
cost-effective  technological  advancements 

and  environmental  education,  we're  proving  to  our 
customers  and  employees  that  clean  air  transportation 
is  not  only  good  for  the  environment,  it's  good  for  business. 

If  you'd  like  to  learn  more  about  clean  transportation  technologies, 
visit  our  website  at  www.pge.com/cleanair  or  call  1-800-684-46/18. 


im 


;or  more  information: 

Mean  Energy  http://www.cleanenergyfuels.com 

IGVAmerica  http://www.ngvamerica.org 

'acific  Gas  and  Electric  Co.   http://www.pge.com 

/estStart-CALSTART  Inc.   http://vvww.calstart.org 
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How  its.  feeding  growth  with  hew  cranberry  products 


3* 


BY  AARON  PRESSMAN 

RANDY  C.  PAPADELLIS 
has  a  corporate  mandate 
that  would  make  many 
CEOs  blanch.  Unlike  his 
competitors,  who  head 
units  of  publicly  traded 
multinationals  such  as 
Coca-Cola  Co.  and  PepsiCo  Inc.,  the  chief 
executive  officer  of  juice  giant  Ocean 
Spray  Cranberries  Inc.  leads  a  cooperative 
that's  owned  by  about  800  cranberry  and 
grapefruit  farmers.  Papadellis  has  to  buy 
all  the  fruit  his  farmers  produce— about 
two-thirds  of  the  world's  cranberry 
crop— and  buy  it  at  the  highest  possible 
price.  "Imagine  if  Pepsi  had  to  maximize 
the  aluminum  it  used,  and  at  the  highest 
price  it  could  afford!"  he  says. 

It's  a  dilemma  that  has  sparked  frenetic 
cranberry-fueled  creativity.  After  spurring 
supermarkets  to  add  juice  aisles  in  the 
1960s,  Ocean  Spray  followed  with  hits 
including  the  first  juice  boxes,  low-calorie 
cranberry  drinks,  and  white  cranberry 
juice.  Now  Craisins,  the  dried-fruit  snack 
made  from  husks  that  used  to  be  thrown 
away  but  are  now  reinfused  with  juice, 


have  exploded  in  popularity.  Ocean 
Spray  is  spinning  out  variations— choco- 
late-covered Craisins,  anyone?— as  fast 
as  it  can.  The  company's  food  product 
segment  has  doubled  during  the  past  two 
years,  and  total  sales  have  grown  12%,  to 
$1.1  billion.  Meanwhile,  Ocean  Spray  re- 
mains No.  1  in  juices,  according  to  Chica- 
go market  tracking  firm  Information  Re- 
sources Inc. 

Of  course,  past  success  isn't  any  guar- 
antee of  future  results,  and  the  48-year- 
old  Papadellis,  who  joined  the  company 
as  chief  operating  officer  in  2000, 
knows  that  all  too  well.  The  cooperative 
is  supposed  to  pay  farmers  the  com- 
modity price  for  fruit  plus  a  dividend  re- 
flecting the  profits  of  the  Ocean  Spray 
brand.  But  in  2000  overproduction  sent 
the  price  of  raw  cranberries  crashing 
from  over  $60  a  barrel  to  under  $20. 
Facing  lean  times  with  juice  sales 
falling,  the  company  cut  back  on  adver- 
tising and  marketing.  Instead  of  beating 
the  $l8-a-barrel  market  price,  it  wound 
up  paying  out  $12  a  barrel.  Relations  be- 
tween management  and  farmers  deteri- 
orated, and  the  company  went  through 


four  CEOs  in  four  years,  ending  with  P 
padellis'  appointment  in  June,  2003. 

Papadellis  quickly  realized  that  tl 
farmers  needed  to  decide  whether  or  n 
the  cooperative  still  made  sense.  The  CI! 
was  well  versed  in  the  mysterious  ways 
co-ops,  having  spent  six  years  as  chi 
marketing  officer  at  Welch  Foods  Inc.,  a 
other  cooperative,  where  he  helped  do 
ble  market  share.  "The  beauty  of  bein§ 
co-op  is  not  being  judged  by  quarterly  i 
suits,  but  by  generations  passing  on  to  t: 
next  generation,"  says  Papadellis.  "Mo 
CEOs  of  public  companies  don't  £i 
asked  about  20  to  30  years  down  t: 
road."  Many  Ocean  Spray  farmers 
third-  and  fourth-generation  owners;  o 
is  seventh-generation. 

CROWD  PLEASER 

AFTER  WEEKS  OF  ARGUING  the  pros  a  J 
cons,  and  with  a  buyout  offer  on  the  ta 
from  Pepsi,  the  farmers  opted  for  Papad  | 
lis'  vision  of  a  more  focused  Ocean  Sp: 
that  would  stay  independent.  The  stratt  j 
was  to  keep  the  best  parts  of  the  old  Oct  J 
Spray,  such  as  the  juice  making  and  iru  J 
vative  new-product  efforts,  while  let 


Recipes  for  a  Cash  Crop 

Developing  new  markets  for  an  old  berry  requires  inspired  thinking.  Some  examples: 
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Ocean  Spray  used  to  throw  away 
cranberry  husks  until  its 
scienti;  out  how  to 

reinfuse  flavor  to  make  a  raisin  - 
like  fruit  snack.  C  aisina,  spai 
a  $100  million  new 


MOCK  BERRIES 

After  the  success  of  Craisins, 
Ocean  Spray  found  it  could  infuse 
husks  with  blueberry  and 
strawberry  flavors  for  use  in 
muffins,  cereals,  and  other  mass- 
produced  baked  goods. 


LIGHT  JUICES 

Since  cranberries  contain  almost 
no  sugar,  they  can  easily  be  made 
into  a  wide  variety  of  diet  juices 
without  diminishing  their  flavor. 
Ocean  Spray's  light  drink  has  40 
calories;  its  diet  beverage  just  5. 


PACKAGING 

Ocean  Spray  was  the  first  to 
introduce  juice  boxes.  It  also 
created  a  rectangular  bottle  that 
avoids  the  top  shelf  traffic  jam  b; 
fitting  in  the  door.  Competitors 
quickly  copied  the  tactic. 
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NEED  A  GOOD  REASON  TO  USE  A  3M  PRIVACY  FILTER? 
THE  PERSON  NEXT  TO  YOU  IS  READING  THIS  RIGHT  NOW. 


You  get  your  work  done.  The  wandering  eyes  beside  you  see  only  a  dark  screen.  Reassuring  3M™  Privacy  Filters.  Made  of  slim,  protective,  rigid-yet-flexible  polymer. 

Easy  to  attach  and  remove.  Available  for  laptops  in  many  sizes.  Uncanny  3M  microlouver  technology  blocks  out  side  views  while  you  see  your  screen  clearly  as  ever. 

You  have  to  not  see  it  to  believe  it.  Available  only  at  online  retailers.  1-888-PRIVACY  3MPrivacyFilter.com 
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Now  you  see  it.  Now  they  don't. 
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partners    handle    logistics    operations. 

The  plan  not  only  improved  the  bottom 
line  but  also  won  back  the  trust  of  the 
farmers.  In  contrast  to  some  prior  man- 
agers, Papadellis  actively  sought  input 
from  farmers.  He  still  travels  from  Wis- 
consin to  Oregon  to  Canada  seeking  their 
counsel,  fielding  questions  from  crowds 
of  jeans-and-plaid-shirt-wearing  co-op 
members.  "We've  had  our  ups  and  downs 
with  Ocean  Spray,"  says  Peter  Beaton,  a 
fourth-generation  grower  in  Wareham, 
Mass.  "He's  a  breath  of  fresh  air.  It's  like 
talking  to  your  best  next-door  neighbor." 
And  Papadellis  isn't  just  talk:  Ocean 
Spray  estimates  that  it  will  pay  out  over 
$40  a  barrel  for  the  fall  2005  crop,  vs.  the 
commodity  price  of  $34. 

One  of  Papadellis'  main  challenges: 
"We  have  to  introduce  the  cranberry  to  a 
whole  new  generation  of  consumers." 
That  probably  accounts  for  the  cranber- 
ry Cosmotini  and  cranberry  bruschetta 
recipes  on  the  company's  Web  site.  Con- 
cern about  carbohydrates  and  worry 
among  parents  about  their  kids'  bloated 
waisdines  also  created  thorny  marketing 
issues.  "Juice  used  to  be  good,  then  it 
was  bad,"  says  Marcia  Mogelonsky,  sen- 
ior research  analyst  at  Mintel  Interna- 


tional Group  Ltd.  "Ocean  Spray 
got  lumped  together  with  all  the 
other  juice  beverages." 

Ironically,  cranberries  naturally 
contain  almost  no  sugar,  so  Ocean  Spray 
can  tinker  with  sweeteners  without  wa- 
tering down  flavor.  To  reach  out  to  di- 
eters, it  developed  a  five-calorie  drink 
that  contains  only  7%  cranberry  juice.  In- 
troduced in  March,  Diet  Cranberry  Spray 
and  Diet  Orange  Citrus  Spray  are  flying 
off  the  shelves. 

As  C  raisin  products  show  up  in  trail 


mix,  salsa,  and  who 
knows  what  else,  the 
company  announced  on 
Apr.  27  that  it  would  ex- 
pand plants  to  quadru- 
ple production  of  the 
snack,  as  well  as  sweet- 
ened dried  cranberries 
(SDCs),  which  are  simi- 
lar but  flavored  with 
other  fruit  juices.  The 
"blueberries"  and 

"strawberries"  in  man> 
mass-produced  muffins 
and  cereals  are  reallj 
SDCs,  which  hold  up 
better  than  actual  fruits 
and  are  in  over  1,00C 
products  worldwide. 

Can  the  cranberry 
craze  continue?  Th< 
lineup  stands  to  benefit  from  research 
showing  cranberries  can  help  ward  off  in 
fections,  something  Ocean  Spray  tries  tc 
highlight  in  offbeat  new  TV  ads.  The; 
play  off  the  science  with  two  goofy  farm 
ers  knee-deep  in  a  cranberry  bog,  joine( 
by  a  nervous  doctor.  After  the  doc  outiine 
the  health  benefits,  one  farmer  deadpans 
"Not  bad  for  a  veterinarian."  II 


PAPADELLIS  Sales 
have  climbed  12% 
in  the  past  two  years 
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Taiwan  External  IVade 
Deveiopmant  Council  (TAITRA) 

http://www.talwantrade.com.tw 
E-mail:  comp'jtex@taitra.org.tw 


i-com.tw 


Taipei  Computer 
Association  (TCA) 

http://wwv.  .omputex.biz 
E-mail:  tnfo^computex.com.tw 


Sponsors: 

f"~\  Bureau  of 

"  _ . '  Foreign  Trade,  MOEA 

Taipei  World 
Trade  Center 


Media  Partners 


Taipei  World  Trade  Center 
Exhibition  Hall  1,  Hall  2&  3 

Taipei  International 
Convention  Center  (Hall  4) 
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Surround  yourself  with  a  community  of  creative  thinkers, 
and  the  answers  are  everywhere. 


Companies  in  Fairfax  County,  Virginia,  received  nearly  $11.5  billion  in  2004  federal  contracts. 
Those  dollars  bolstered  a  business  community  that  includes  4,900  technology  firms.  When  your 
peers  are  this  well-funded  and  entrepreneurial,  the  answers  are  always  within  reach.  To  see  how 
your  company  can  benefit  from  a  move  to  fairfax  county,  visit  e-cou  ntry.org  or  call  703-79o-060o. 

Fairfax  County.  The  power  of  ideas. 


Experience  The  "New"  Beverly  Hilton... 

Featuring  The  Beverly  Hilton  Plush™  bed,  42-inch  plasma  HDTV,  twelve  usable  power  outlets  -  four  on  the  desktop  and 
-two  irrttottrtom  safe,  and  a  Bose"  Wave  Radio/CD.   Easy-to-reach  high-speed  Internet  connections   wireless  in  all 
gm\  roWvpubHc  areas,  pools,de  and  lobby.     Aqua  Star  Pool  (heated,  Olympic-size),  new  PRECOR     fitness 
^u|men         .  rit#y>;  Minutes  from  Rodeo  Drive,  Century  City,  West  Hollywood  and  Westwood. 
For  more  information,  please  contact  heather_dieter@hilton.com  or  for  reservations  visit  beverlyhilton.com  or 
phone  1.800.hiltons. 


IEVERLY  HILTON 


Without  entrepreneurs 

'good  enough'  wouldn't  sound  bad. 

Without  entrepreneurs 
dreams  would  die  in  our  heads. 

Without  entrepreneurs 
ideas  wouldn't  outlive  people. 

Without  entrepreneurs 
this  journal  wouldn't  exist. 

We  believe  in  the  power  of  the  entrepreneur. 
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Energetic  Bodies.  Energetic  Minds. 


Metro  Denver 

Economic  Development  Corporation 


An  interesting  thing  happens  when  one  of  the  country's  most-educated  workforces  emerges  from  an  active  place  like  Metro  Denver: 
innovative  thinking  translates  quickly  into  action.  For  instance,  T-REX-  the  nation's  largest  multi-modal  highway  project  -  is  slated  for 
completion  this  year.  And  the  FasTracks  plan  to  build  out  our  entire  mass  transit  system  by  2017  will  follow.  Suffice  to  say,  sitting  still 
is  not  in  our  nature.  Visit  us  at  metrodenver.org. 
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Learn  more  in  less  time. 


I  important  books  come  out  every  year.  Of  course  you 
that,  as  an  executive  in  today's  business  environment, 
lust  keep  current  with  the  expanding  base  of  knowledge. 

iow  can  you  possibly  keep  up  with  all  this  information? 
an  help. 

now  that  you  need  easy  access  to  the  latest  business 
ligence.  That's  why  we  invite  you  to  subscribe  to 
tfview  Executive  Book  Summaries. 

rienced  editors  make  it  easy  for  you. 

reviewing  many  newly  published 
less  books,  they  select  the  year's 
ist.  Each  book  is  condensed  into  an 
»e  print  and  20-minute  audio  summary 


—  with  the  essential  information  that  will  keep  you  abreast 
of  today's  leaders  and  trends.  You'll  quickly  gain  a 
working  knowledge  that  will  help  you  to  prepare  for 
presentations,  make  decisions,  assume  leadership 
responsibilities,  and  respond  to  high  pressure  situations. 

Gain  the  confidence  that  only  a  broad  scope  of  knowledge 
can  provide  —  subscribe  today! 


BONUS  —  3  FREE  SUMMARIES.  Receive  a 

summary  of  each  of  these 

books  when  you  subscribe.  [ 

m  Execution 

^  The  8th  Habit 

^  Good  To  Great 
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BusinessWeek  makes  subscribing  quick  and  easy. 

Online:  www.summary.com/bw 
[  Toll-Free:  800-345-8199 

Refer  to  offer  #S-4839-010 

Give  us  a  call,  or  subscribe  online,  and  we'll  send  you  Soundview  Executive  Book  Summaries  for  1 2  months  at  only  $149  for  print 
or  $169  for  print  +  audio,  plus  we'll  send  you  the  3  print  summaries  listed  above  FREE. 


Outside  U.S.  and  Canada,  call:  610-558-9495  or  fax:  610-558-9491.  Payment  in  U.S.  funds  only  please.  To  Canada,  U.S.$149/$169  plus  GST/HST;  to  Mexico,  U.S.$149/$169; 
to  all  other  countries,  U.S.$179/$199.  ©MMVI  Soundview  Executive  Book  Summaries.  All  rights  reserved.  Printed  in  U.S.A. 
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Upwardly 

Mobile 

The  portable  universe  is  expanding  rapidly.  Here's  a  look  at  some  bright  new  stai 
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b  see  these  devices  in  action,  watch  BusinessWeek  Weekend.  Check  local  listings  or  go  to  BusinessWeekWeekend.com 
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Ifs  Your  Call 

vledia  heavyweights  are  offering  models  for  everyone 
rom  kids  to  sports  nuts.  BY  RONALD  GROVER 


PHONE 


PRICE 


HEN  A  TV  STAR 
based  in  Holly- 
wood is  engaged 
to  a  basketball 
player,  she's  go- 
ing to  spend  a  lot 
of    time     apart 

rom  him.  But  San  Antonio  Spur  Tony 

'arker's  fiancee,  Eva  Longoria  of  ABC's 

desperate  Housewives,  catches  up  with  his 

atest  exploits  using  a  new  cell  phone  that 

»icks  up  scores  and  video  clips  from 

ilSPN.  "I  just  whip  out  my  ESPN  phone," 

,ongoria  told  David  Letterman  recently. 
Increasingly,     media     powerhouses 

uch   as   ESPN,   MTV, 

ind  Walt   Disney  are 

idding  customized  con- 

ent     to     their     own 

>rands  of  cell  phones. 

tt  $50  a  month  and 

nore,  the  handsets  and 

ervice,  aimed  at  sports 

ans,  teens,  and  parents 

vho  want  to  keep  track 

if  their  cell-toting  kids, 

iren't  cheap,  and  the 

:ontent  is   a  work  in 

>rogress.    Still,    some 

how  promise,  others 

ire  pretty  good  already. 
The  ESPN  phone  is  a 

leek       black-and-red 

landset  with  the  kind 

)f   instant    access    to 

iports      scores      and 

icrolling  news  tickers 

hat  would  appeal  to 

lie-hard    sports    fans 

table).   Hit  the   little 

'E"  at  the  top  of  the 

nenu,  and  you  get  the 

)hone's  sports  page.  I 

Easily  found   the  box 

core   for   a  just-con- 


cluded Los  Angeles  Lakers-Phoenix 
Suns  basketball  game,  along  with  short 
clips  featuring  Lakers  star  Kobe  Bryant 
and  coach  Phil  Jackson. 

Like  other  so-called  Mobile  Virtual 
Network  Operators,  ESPN  markets  the 
service  but  buys  phone  capacity  from  a 
carrier  (in  this  case,  Sprint  Nextel).  And 
like  multimedia  on  most  cell  phones,  the 
service  stutters  when  the  signal  is  weak. 
There's  also  a  delay  while  videos  are 
loaded.  ESPN  does  its  best  to  compen- 
sate during  your  wait  by  offering  trivia 
questions.  The  phone's  only  problem  is 
that  it  doesn't  receive  actual  ESPN  tele- 


casts. It  just  gets  some  video  clips  and 
the  network's  nightly  schedule.  You  can 
buy  the  phone  at  espn.com  or  electronics 
retailer  Best  Buy. 

With  young  teens  spending  much  of 
their  lives  on  their  cells,  Richard  Branson's 
Virgin  Mobile  has  signed  4  million  cus- 
tomers since  launching  nearly  four  years 
ago.  Virgin's  service  offers  hip-hop  ring- 
tones,  jokes  from  Comedy  Central  as  a  voice 
mail  greeting,  and  such  rough-and-tumble 
games  as  True  Crime:  Streets  of  LA. 

My  16-year-old  daughter  was  especially 
taken  with  the  high-end  Virgin  phone  that 
opens  to  reveal  a  tiny  keyboard  and  screen 
for  text  messaging.  She  loves  the  phone's 
abihty  to  recognize  and  send  her,  via  text 
message,  the  names  of  songs  she  hears  on 
the  radio  for  $1  a  pop.  (You  hold  the  phone 
up  to  the  radio,  push  *43.)  The  big  draw- 
back: It's  a  prepaid  plan— you  buy  minutes 
before  you  use  them— instead  of  pay-as- 
you-go  pricing. 

Amp'd  Mobile,  a  glitzy  service  backed 
by  MTV  and  Universal  Records  intended 
for  dudes  under  30,  launched  earlier  this 
year.  It  has  crisp  video  streams  of  Mo- 
tocross  races  and  female  anchors  from 


TAILOR-MADE  PHONES 


THE  GOOD, 
THE  BAD, 
THE 

BOTTOM 
LINE 


Data: 

BusinessWeek, 
company  reports 


Amp'd  Mobile 


$49  or  $99,  after 
rebates,  plus  $50 
to  $119  a  month 


A  young  guy's 
fantasy  diet  of 
ultimate  fighting, 
comedy 
concerts,  and 
Naked  News 
anchors,  but 
picture  is  tiny 
and  often  dark 


Disney  Mobile 


$60  or  $110,  plus 
service  (price  not 
announced) 


Launching  in 
June,  kid-friendly 
phones  will  let 
parents  limit 
phone  time  and 
use  GPS  to  track 
them,  but  such 
controls  will  irk 
older  children 


ESPN  Mobile 


$99,  plus  $35  to 
$225  a  month 


A  sports  fan's 
buffet  of  real- 
time stats  and 
ESPN  video,  but 
no  access  to 
ESPN's  TV  feed 


Helio  Mobile 


$250  or  $275, 
plus  $85  to  $135 
a  month 


Korean  import 
offers  cool  phones 
and  exclusive 
connection  to 
MySpace,  but 
pricey  and  light  on 
other  content 


Virgin  Mobile 


$30  to  $180,  plus 
10^  a  minute  and 
10?  per  text 
message 


Cool  features  like 
rapringtonesand 
MTV  music  videos 
make  this  the  hip- 
hop  generation's 
choice,  but 
prepaid  price 
plan  is  a  head- 
scratcher 
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the  Web's  Naked  News  who  strip  and 
read.  The  picture,  however,  is  tiny. 

Helio,  another  entry  for  young  adults, 
just  landed  this  month.  A  joint  venture 
from  EarthLink  and  South  Korea's  SK 
Telecom,  it  features  stereo  sound  and 
eye-popping  visuals  for  games,  but  at  a 
pricey  $250  and  $275  per  phone.  While  it 
offers  news  and  music,  for  now  Helio  ex- 
ists mosdy  to  facilitate  social  networking, 
with  an  exclusive  deal  that  allows  mem- 
bers to  check  their  MySpace  pages  and 


update  them  with  pictures  and  videos. 
If  your  lads  are  younger,  Walt  Disney 
aims  to  help  you  control  their  cell-phone 
usage  with  models  due  in  June  that  let  you 
limit  their  minutes  and  restrict  use  to  cer- 
tain times  of  day  and  specific  phone  num- 
bers. With  the  phones'  built-in  GPS  re- 
ceivers, you  can  locate  your  offspring  via  a 
map  on  your  own  Disney  handset  or  the 
service's  Web  site.  A  "family  alert"  feature 
will  send  messages  to  family  members 
with  Disney  phones,  and  the  phones  will  be 


priced  at  a  family-friendly  $60  and  $110. 
Most  of  these  specialty  phones  offer 
video  snippets  or  plan  to,  but  real-time  TV 
isn't  in  the  picture  for  now.  For  that  you'll 
need  a  service  such  as  MobiTV,  available 
for  about  $10  a  month  on  compatible , 
phones  through  Sprint  and  Cingular 
Wireless.  MobiTV  offers  25  or  so  cable 
channels,  including  MSNBC,  Fox  Sports 
Net,  the  Discovery  Channel— and  ESPN. 
Perfect  for  Longoria  if  she  ever  wants  to 
catch  more  than  her  fiance.  II 


GET  THE  411  BY  TEXT  MESSAGE 


Need  info  on  the  go?  You  don't  have  to  use  a 
BlackBerry  or  Treo.  And  you  don't  need  to 
pay  the  dollar  or  more  it  costs  to  dial  411 
either.  Weather  forecasts,  directions,  stock 
quotes,  traffic  reports,  and  more  can  be  at 
your  fingertips  with  simple  text  messages 


on  any  mobile  phone.  It's  just  a  matter  of 
knowing  where  to  look.  Below  are  a  few  of 
the  best  services.  They  don't  cost  more  than 
what  your  carrier  charges  for  a  text  mes- 
sage—so whip  out  your  phone  and  give 
them  a  whirl.  -By  Burt  Helm 


SERVICE 


D0DGEBALL.COM 

send  query  to:  Varies 

by  city.  Examples: 
nyc@dodgeball.com, 
chicago@dodgeball.com, 
la@dodgeball.com 


GOOGLE  SMS, 
YAHOO!  MOBILE 

SEND  QUERY  TO: 

46645  (GOOGL) 
or  92466  (YAHOO) 


H0PST0P.COM 

SEND  QUERY  TO:  Varies 

by  city.  Examples: 

nyc@hopstop.com, 

boston@hopstop.com 


PAYPAL  MOBILE 

SEND  QUERY  TO: 

729725  (PAYPAL)  after 
you  set  up  a  PayPal 
account. 


TICTAP.COM 

SEND  QUERY  TO: 

763-807-3927 


TRAFFIC.COM 

SEND  QUERY  TO:  Must  be 

scheduled  from  a  PC. 


WHAT  IT'S  FOR 


Lets  you  notify  friends  where  you  are,  and 
can  blast  a  text  message  to  several  friends 
at  once.  There's  also  a  handy  lookup 
feature  for  local  bars  and  restaurants.  If 
several  friends  aren't  signed  up  for 
Dodgeball,  too,  the  mass  text-messaging 
isn't  much  use. 


Just  about  anything.  Both  will  send 
directions,  weather,  stock  prices,  and 
more.  But  you  have  to  remember  the 
dozen  or  so  shortcuts  (they're  listed  on  the 
Google  and  Yahoo  sites). 


Think  MapQuest  for  mass  transit.  Send 
two  addresses  and  Hopstop  zaps  back 
subway  and  bus  directions.  Currently 
works  in  only  four  U.S.  cities:  New  York, 
Boston,  Washington,  and  San  Francisco. 


Wires  money  from  your  credit  card  or 
checking  to  any  PayPal  account.  It's  handy 
for  splitting  the  tab  at  a  bar  with  friends, 
buying  items  on  sites  like  Craigslist,  or 
subbing  for  a  personal  check.  If  you're  the 
receiver,  it  takes  3  to  4  days  for  money  to 
transfer  from  PayPal  to  your  bank  account. 


Comparison  shop  from  anywhere.  Send 
TicTap  what  you're  looking  for  and  it 
beams  back  the  price  and  average  review 
rating  from  Amazon.com. 


Receive  custom  traffic  reports  daily  with 
delay  estimates  and  incident  reports. 


TRY  IT  OUT 


"@"  followed  by  a  bar  or 
restaurant  name  tells  friends 
where  you  are. "!"  followed  by  a  II 
message  sends  a  group  text 
message.  "?bar  name"  sends 
you  the  address  and  phone 
number  of  the  bar. 

n 


Text  "weather"  followed  by  a  zip 
code  or  city  for  a  local  forecast. 
Text  "stock"  followed  by  a  ticker 
symbol  for  a  quote. 


Text  "1221  Avenue  of  the 
Americas  to  350  5th  Ave"  for 
subway  directions  from  the 
BusinessWeek  offices  to  the 
Empire  State  building. 


"Send  15  to  [friend's  cell 
phone  number]"  will  wire 
$15  to  that  friend.  To 
complete  the  transaction 
and  ensure  security,  PayPal 
calls  your  phone  and 
requests  a  PIN. 


Text  the  name  of  an  author, 
book,  or  any  other  product 
Amazon.com  sells. 


After  entering  your  route  on  th( 
Traffic.com  site,  click  the  optioi 
to  have  reports  arrive  via  e-ma 
or  via  automated  voice  call. 
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leadsets 


Jacks  of  All  Trades 

Jew  Bluetooth  headphones  seamlessly  shift  from 
nusic  player  to  cell  phone  to  TV.  by  cuff  edwards 


JABRASBT620s 

It  works  only 
with  devices  that 
have  built-in 
Bluetooth 


■-^^  EMEMBER  HOW  WEIRD 
9  ^^  it  looked  the  first  time 
H  U  you  saw  people  walking 
B-<^^^  down  the  street  alone, 
H  ^^  apparently  talking  to 
H  ^^k  themselves?  We  now 
^L.  ^^^know  they  weren't  crazy 
at  were  wearing  nearly  invisible  Blue- 
■oth  cell-phone  headsets.  Today,  you 
ight  also  see  people  bopping  or  singing 
i  music  you  don't  hear  from  music  play- 
's you  don't  see.  If  so,  they're  probably 
iing  multipoint,  or  multi-use,  Bluetooth 
wadsets  that  connect  wirelessly  to  their 
usic  player  as  well  as  their  phone. 

Such  gadgets  work  in  one  of  two  ways, 
ne  headset  can  be  connected  to  two  de- 
ces— say,  your  cell  and  office  phone,  or 
:11  phone  and  iPod.  If  you're  listening  to 

music  player,  the  headset 
utes  the  music  when  a  call 
ones  into  your  Bluetooth- 
mipped  phone.  When  tied  to  a 
ill  and  office  phone,  it  switches 
:tween  the  two,  allowing  you 

answer  either  at  the  press  of  a 
itton.  The  second  type  of  Bluetooth 
;adset  slips  over  both  ears,  offering 
ereo  playback  from  your  music  player, 
11  phone,  or  home  receiver,  though  typ- 
ally  only  one  at  a  time.  They're  great 
r  watching  TV  while  your  spouse  is 
eeping  or  taking  to 
e  gym  or  on  trips. 

I  tried  out  devices 
om  Creative,  Gen- 
lm,  Jabra,  Logitech, 
antronics,  Shure,  and 
iNTechnology.  Many 
e  adopting  a  new 
iietooth  technology 
lied  A2DP.  That  pairs 
e  headset  with  music 
ayers,  cell  phones, 
id  other  gadgets,  al- 
wing  you  to  keep 
em  in  your  pocket 
id  fast  forward, 
wind,  or  make  calls 
I  pressing  buttons  on 
e  headphones. 

Data:  BusinessWeek,  company  reports 


What's  the  best  multitalented  head- 
phone? With  Plantronic's  $120  Pulsar 
590A,  you  can  get  a  call  while  jamming  to 
the  Dixie  Chicks  on  your  iPod  nano;  all 
you  do  is  press  a  button  and  extend  a  nifty 
telescoping  microphone.  To  listen  to  mu- 
sic on  your  sleek  Nokia  8801  cell  phone, 
just  connect  via  Bluetooth  stereo.  Cre- 
ative's  $110  SL3100  headphones  repro- 
duced music  so  well  that  it  blew  me  away. 
But  the  over-the-ear  fit  felt  uncomfortable 
after  about  30  minutes.  The  SL3100 
also  doesn't  take  cell-phone  calls. 
Logitech's  Wireless  Head- 
phones for  MP3  players,  at 
$130,  and  a  sister  version  for 
iPods  get  the  nod,  though 
mainly  as  a  choice  for  music. 
They  sounded  good,  fit  com- 
fortably, and  you  could  put 
a  lot  of  distance  between 
you  and  your  music  be- 
fore the  sound  started 
breaking  up.  Other  head- 
sets I  tested  sounded 
staticky  at  20  feet.  Two 
problems:  There's  no 
on- off  switch,  and  the 
Bluetooth  adapter  that 
comes  with  it  was  bulky. 

Jabra's  BT620s  suffered 
in  the  rankings  because  it 
didn't  come  with  a  Blue- 
tooth adapter.  The  compa- 
ny says  it  will  start  selling 
separate  adapters  this  summer, 
so  there's  not  much  reason  to  spring  for 
the  BT620s  until  then.  One  of  the  more 
expensive     devices,     TENTechnology's 
$240  Bluetooth  stereo  receiver,  lets  you 
connect  your  own  headphones  for  use 
with  iPods  and  cell  phones.  As  people 
want  to  do  more  with  less  baggage  in 
their  pockets,  expect  to  see  more  mum- 
bling and  multitasking  on  the  streets.  ■ 


GIVING  AN  EARFUL 

HEADPHONE 

CREATIVE 

GENNUM 

JABRA 

LOGITECH 

PLANTRONICS 

SL3100 

nXZEN  5500 

BT620s 

WIRELESS 
HEADPHONES 
for  MP3/iPod 

PULSAR 
590A 

PRICE 

$110 

$140 

$100 

$130 

$120 

THE  GOOD, 

Sound  is  so 

Easily  switches 

Produces  great 

Comfortable  fit 

Can  be  used  with 

THE  BAD, 

crystal-clear  that 

between  phone 

audio  for  phones. 

and  best  range  for 

digital  music 

THE 

it'll  blow  you 

and  music  player; 

Newer  Bluetooth 

wandering,  but 

players,  cell 

BOTTOM 

away,  but  over- 

but  the  clunky 

technology  limits 

there's  no  on/off 

phones,  and  as 

LINE 

the-ear  fit 

add-on  earbud 

it  to  a  few  phones, 

switch.  Bluetooth 

wireless  home 

becomes 

costs  it  in 

and  it  lacks  an 

adapter  does  not 

headphones. 

uncomfortable 

the  looks 

adapter  for  music 

fit  snugly  on  most 

Bulky  design  is  a 

after  30  minutes. 

department. 

players. 

players. 

turnoff. 
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Hello,  Where  Am  I? 

With  easy-to-use  systems,  you  can  get  driving 
directions  from  your  cell.  BY  JAMES  K.  WILLCOX 


I  WAS  ABOUT  HALFWAY  ACROSS 
the  George  Washington  Bridge, 
traveling  from  New  York  to  New 
Jersey,  when  I  knew  I  had  to 
dump  my  wife.  No,  not  as  my 
partner  in  life,  just  as  the  naviga- 
tor on  our  long  car  trips.  The 
truth  is  that  Verizon's  VZ  Navigator, 
running  on  a  Motorola  cell  phone,  not 
only  gave  me  faster,  more  accurate  di- 
rections but  also  never  needed  to 
pull  over  for  rest  stops. 


Car  navigation  systems,  in-dash  or 
windshield-mounted,  have  been  around 
for  years,  but  they're  pricey,  at  $1,000  to 
more  than  $2,000,  and  inconvenient  to 
install.  Now,  cell  phones  have  become 
credible  navigators,  too,  providing  maps 
and  turn-by-turn  driving  directions. 

There  are  two  approaches.  The  first, 
from  the  carriers,  is  to  send  all  the  navi- 
gation data  to  GPS-enabled  phones  over 
the  cell  network  and  charge  a  monthly  fee 
for  unlimited  use.  Besides  VZ  Navigator, 


options  include  the  Garmin  Mobile  anc 
TeleNav  service,  both  from  Sprint  Nextel 
All  cost  about  $10  a  month.  But  you  los< 
your  directions  if  you  lose  your  cell  signal 

The  other  tack,  from  navigation  com 
panies,  is  to  sell  you  the  routing  softwan 
and  map  data.  You  install  it  yourself  oi 
the  phone,  usually  via  the  removabl 
memory  card,  and  there's  no  monthly  fee 
These  include  ALK  Technologies'  CoPilo 
LIVE,  TomTom's  Navigator  5,  and  Desti 
nator  SP.  If  your  phone  isn't  equippe* 
with  a  built-in  GPS  receiver,  you'll  need  t 
add  an  external  one;  it's  about  $100  an 
often  comes  bundled  with  the  software. 

All  the  systems  I  tried  gave  me  turn-bj 
turn  directions,  2D  and  3D  maps,  millior 
of  points  of  interest,  and  could  keep  trac 
of  favorite  routes  or  regular  destination 
Because  the  small  display  on  a  mobile  isn 
good  for  viewing  maps  or  text  while  dri1 
ing,  the  systems  also  use  voice  promp 
over  the  handset's  speakerphone. 

I  used  the  VZ  Navigator  service,  whic 
gets  its  data  from  Networks  in  Motio 
with  a  Motorola  V325  mobile  phone, 
gave  me  street-by-street  directions  fro 
my  New  York  City  apartment  to  my  u 
state  weekend  house.  In  fact,  it  suggest* 
a  route  I  don't  normally  take  that  prov< 
to  be  faster.  Like  all  GPS  services,  VZ  Na 
igator  will  let  you  choose  the  shortest 
simplest  route  or  receive  directions  th 
avoid  highways  or  tolls. 

The  best  part  of  having  navigation  i 
your  cell  phone  is  that  you  can  al 
search  for  the  best  routes  if  you're  wa) 
ing  or  biking  and  use  it  to  find  near 
restaurants  or  ATMs.  If  you  make  or  i 
ceive  calls  mid-journey,  the  navigation 
simply  suspended  and  then  resum 
with  updated  directions  once  you  hi 
finished  your  conversation. 

If  you've  been  reluctant  to  buy  an 
car  navigation  system,  you  should  tak 
look  at  the  phone-based  version.  Perse 
ally,  I'm  finding  that  $10  a  month  is  v 
cheaper  than  couples  therapy.  ■ 


The  ALK 
CoPilot  on  a 
Palm  Treo 


THE  NAVIGATOR  IN  YOUR  POCKET 


SYSTEM 


WORKS  WITH 


PRICE 


IMS  GOOD, 
THE  SAD,  THE 
m  roMLINE 


ALK  CoPilot  LIVE 


Windows  Smartphones 


$199,  or  $299  with 
Bluetooth  GPS  receiver 


Map  data  and  routing 
software  is  stored  in  the 
phone,  but  big  memory 
card  is  recommended 


Destinator  SP 


Symbian-powered 
phones,  such  as  Nokia's 


$150  for  software  only 


Can  help  friends  with 
Destinator  find  each 
other;  requires  GPS 
phone  or  GPS  receiver 


TomTom  Navigator  5 


Palm  and  Windows 
Smartphones 


$150,  or  $300  with 
Bluetooth  GPS  receiver 


Strong  map  and 
navigation  features,  but 
activation  process  is 
unnecessarily  tedious 


VZ  Navigator 


GPS-enabled  Verizon 
phones 


$3/dayor$10/month 


Map  data  is  sent  over  th< 
network,  so  if  you  lose 
your  cell  signal  you  lose 
your  navigation 

Data:  BusinessWeek,  company  reF  I 
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Any  MFP  can  print  colorful  growth  charts. 
How  many  can  actually  help  you  achieve  them? 


As  an  ENERGY  STAR"  Partner, 
Sharp  has  determined  lhal  Ihis 
s    product  meets  the  ENERGY  STAR' 
i«n:itr«arJa    guidelines  for  energy  efficiency 
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Now  Playing  in  a 
Palm  Near  You 

The  latest  digital  media  players  are  making  it  easier 
for  potatoes  to  leave  the  couch.  BY  cliff  EDWARDS 


I  RECENTLY  CHECKED  OUT  THE 
big  picture  on  small-screen  me- 
dia players.  With  devices  from 
the  likes  of  Archos,  Apple, 
Creative  Technology,  SanDisk, 
and  Sony,  you  can  watch 
movies,  listen  to  music,  and  tote 
digital  files  to  your  heart's  content.  Any- 
one sitting  on  a  long  plane  ride,  traveling 
with  antsy  children,  or  enduring  boring 


commutes  might  welcome  the  diversion. 
My  hands-down  favorite  comes  from 
Archos.  Through  its  partnership  with 
satellite-TV  provider  EchoStar's  DISH 
Network,  the  company's  $369  AV500 
(with  a  4-in.  screen)  or  $499  AV700  (7  in.) 
wins  for  ease  of  use,  versatility,  and  the 
ability  to  connect  to  just  about  any  ma- 
chine, whether  it's  your  DISH  digital 
video  player,  TiVo,  or  PC.  If  you  own  a 


ROCK  OUT  The 

Archos  AV500 
works  well  with 
most  machines 


DISH   recorder,  you 
simply  hook  up  the 
player  with  a  USB  ca- 
ble.  DISH's   built-in 
software    recognizes 
the  portable  and  asks  you  on  the  TV 
screen  what  you  want  to  do.  Using  your 
DISH   remote   control,  you   select  the 
recorded  show  you  want  to  transfer,  and  a 
two -hour  movie  zips  over  to  the  player  in 
less  than  10  minutes. 

Apple's  30-GB  iPod  video  player  is  al- 
most as  simple.  You  plug  it  into  a  Mac 
or  Windows  PC,  open  ilunes,  and 
download  music  or  video.  My  gripes? 
The  2.5-in.  screen  is  too  small  to  watch 
for  long  periods,  there's  no  stand  to  hold  it 
at  a  comfortable  viewing  angle,  and  the 
video  content  on  ilunes  is  limited  to  a 
handful  of  shows  and  music  videos.  While 
you  may  have  no  problem  paying  for  each 
video  individually,  I  prefer  the  DISH  solu- 
tion: Any  downloads  are  free  with  yout 
regular  monthly  satellite-TV  subscription., 
The  jack-of-all-trades  award  goes  tc 
Sony's  $200  PlayStation  Portable,  or  PSP 
Stylishly  designed,  the  handheld  gam* 
console  has  a  beautiful  4.3-in.,  wide 
screen  display  for  viewing  movies  pur 
chased  at  retail  and  built-in  Wi-Fi.  If  yon 
have  Sony's  $330  Location  Free  TV  set! 
top  box,  it  can  stream  live  TV  or  storec 
Windows  Media  Center  PC  content  to  thu 
PSP  over  any  Wi-Fi  connection. 

Like  its  larger-screen  sibling,  the  3.7-irr 
Zen  Vision,  Creative's  $300  Zen  Vision:  M 
offers  a  great  1.5-in.  color  screen,  substanr 
rial  battery  life,  and  the  ability  to  recorr 
content.  But  there's  no  online  store  to  offe 
popular  shows,  so  it's  more  suited  to  th 
tech-sawy  and  those  willing  to  wait  a, 
hour  to  record  a  one-hour  program.  San 
Disk's  new  $230  Sansa  e260  is  as  stylis 
and  easy  to  use  as  the  iPod,  but  the  1.2-ii 
screen  is  suitable  only  for  watching  shoi 
video  clips.  If  none  of  these  appeal  to  yoi 
just  wait  a  few  months  till  more  vide 
players  hit  the  market,  perhaps  even  som 
with  built-in  TV  tuners.  ■ 


HAVE  VIDEO,  WILL  TRAVEL 


APPLE  30  GBiPod 

ARCHOS  AV500 

CREATIVE  ZEN 
VISION:  M 

SANDISK  SANSA 
e260 

SONY 

PLAYSTATION 

PORTABLE 

PRICE 

$299 

$369 

$300 

$230 

$200 

THEG000, 
THE  BAD, 
THE 

BOTTOM 
LINE 

98  1  Business 

integration  with  Apple's 
online  store  makes  it  a 
snap  to  get  shows,  but 
the  screen  is  too  small 
tor  sustained  viewing. 

Week  I  May  15.  2006 

Best  all-around  choice. 
Works  best  with  DISH 
video  recorders,  but 
connects  we.;  with 

most  mach . 

Long  battery  lite  makes 
this  a  good  alternative 
fortravel;  hampered  by 
a  smallish  screen  and 
external  power  adapter. 

This  versatile  device 
can  even  record  your 
voice.  Still,  watching 
video  is  tedious  on  the 
tiny  screen. 

Great  screen,  but 
TV-viewing  software 
requires  a  Wi-Fi 
connection. 

Data:  Business^ 

AMD 


>bu  could've 
steamed 
every  non-fat, 
no-whip  mocha 
in  the  country 
J"'"  s  mornin 

with  the  amount  of  money  wasted  by 
non-AMD  powered  servers. 


You  probably  know  how  much  your  servers  cost  But  do  you  have  any  idea  of  how  much  the/re  costing 
you?  Every  second,  every  day,  every  year  millions  of  dollars  are  being  wasted  running  power  hungry 
servers.That's  your  profit  that's  vanishing.  AMD  Opteron™  processor-based  servers,  on  the  other  hand, 
are  designed  to  run  efficiently,  run  cool,  and  thanks  to  dual-core  technology  deliver  great  performance. 
They  not  only  run  fast  but  may  help  keep  you  running  in  the  blackTo  learn  more  about  the  power  of 
AMD  Opteron™  processors,  and  the  power  of  cool   >>  visrt  www.amd.com/lessmoney 


J  2006  Advanced  Micro  Devices,  Inc.  All  rights  reserved.  AMD,  the  AMD  Arrow  logo,  AMD  Opteron,  and  combinations  thereof, 
ire  trademarks  of  Advanced  Micro  Devices,  Inc. 
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PDAs 


The  Swarm  of 
Killer  PDAs 

These  hybrids  surf,  send  e-mails,  and  play  videos. 
Some  even  do  Windows.  BY  ARIK  HESSELDAHL 


MODEL 


PRICE4 


IF  YOU  THOUGHT  THE  CLASSIC 
personal  digital  assistant,  or  PDA, 
had  died  an  unseemly  death, 
think  again.  By  adding  the  ability 
to  make  phone  calls  to  conven- 
tional handheld  computer  func- 
tions, BlackBerrys  and  Palms 
reinvented  themselves.  Now  there  are 
scores  of  such  hybrids— call  them  smart- 
phones  or  killer  PDAs— out  there  that,  be- 
sides calling,  can  manage  your  calendar,  to- 
do  list,  and  address  book,  pick  up  your 
e-mail,  and  even  entertain  you  with  games, 
music,  and  video. 

By  cramming  all 
that  into  a  single 
package,  such  power- 
ful machines  cut  the 
number  of  electronic 
tools  you  might  need 
to  carry  to  just  one. 
The  downside  is  that 
not  all  the  models  do 
everything  they're  de- 
signed to  do  well. 
That  makes  choosing 
one  complicated:  You 
first  have  to  figure  out 
what's  important  to 
you  and  what  isn't. 

For  instance,  if 
staying  in  touch  via 
e-mail  and  phone  is 
paramount,  it's  hard 
to  go  wrong  with  Re- 
search In  Motion's 
BlackBerry.  The  8700 
series,  launched  last 
year  with  Cingular 
Wireless  and  now 
available  from  T-Mo- 
bile,  is  usually  the 
PDA  of  choice  among 
hyperconnected  exec- 
utives. The  BlackBerry 


is  tops  when  it  comes  to  delivering  corpo- 
rate e-mail,  and  it's  also  a  pretty  good 
phone.  You  just  won't  be  listening  to  mu- 
sic and  watching  TV  shows  on  it. 

If  the  entertainment  features  are 
what  matters,  Palm's  Treos  pick  up  the 
baton  where  BlackBerry  dropped  it. 
Built  by  the  same  company  that  first 
popularized  the  PalmPilot  PDA  in  the 
late  1990s,  the  Treo  700w  from  Verizon 
Wireless  is  the  first  Palm  to  incorporate 
the  Windows  Mobile  operating  system 
from  Microsoft  instead  of  the  simple 


HIGH-END  HANDHELDS 


THE  GOOD, 
THE  BAD, 
THE BOTTOM 
LINE 


MODEL 


PRICE* 


THE  GOOD, 
^AD,THF 
TOM  LINE 


om0ar  /reports 


Palm  Treo 
700w 


$499  to  $549  from 
Verizon 


Runs  on  broadband 
networks  for  zippy 
Net  connections. 
But  this  first  Palm 
with  Windows  can't 
measure  up  to  its 
predecessor. 


Research  In 
Motion 
BlackBerry 
8700 


$300  from  Cingular, 
T-Mobile 


The  best  yet  for 
wireless  e-mail  and 
phone  calls.  Lacks 
the  fun  features  of 
its  rivals. 


Cingular  8125, 
T-Mobile  MDA 


$299  after  rebate 


These  similar 
Windows  handhelds 
have  keyboards  that 
slide  out  from  the 
side.  Can't  match 
BlackBerry's  speed 
fore-mail. 


Samsung 
SCH-i730 


$499  to  $549  from 
Verizon 


Elegant  Windows 
machine  includes 
slide-out  keyboard  and 
Wi-Fi  access.  Still  the 
screen  is  too  small  for 
surfing  the  Web. 


Palm  software.  That  makes  it  more  use- 
ful for  folks  whose  day  jobs  revolve 
around  Outlook,  Excel,  PowerPoint 
and  Word. 

Like  the  BlackBerry,  the  Treo  has  a  tinj 
keyboard  that  will  give  your  thumbs 
good  workout  answering  e-mail.  Overall 
it  has  more  of  a  phone-like  feel.  It  has  : 
integrated  camera  for  snapping  the  occa 
sional  picture,  and  it  can  also  play  music 
audio  books,  and  video  clips. 

If  neither  of  those  quite  works  for  you 
the  major  wireless  phone  manufacturer; 
are  eager  to  show  you  their  goods.  Sam 
sung's  SCH-i730,  for  example,  has  a  key 
board,  but  it's  hidden:  You  have  to  slid 
the  screen  up  before  you  can  start  typing 
It  handles  e-mail  as  expertly  as  the  Black 
Berry  and  Treo,  but  with  a  bigger  scree: 
and  roomier  keyboard. 

Another  two  worth  considering  are  th 
T-Mobile  MDA  and  the  Cingular  8l2f 
These  are  similar,  just  offered  by  differer 
wireless  carriers.   Both  have  slide-oi 
keyboards  like  the  Samsung  model,  bi 
instead  of  being  the  width  of  a  vertic: 
screen,  theirs  slide  out  from  the  sidii 
making  them  wider  and  easier  to  type  oi 
Enough    about    productivity.    Ho- 
about  a  phone  that's  focused  on  ente: 
tainment  and  voice,  but  can  still  ke& 
you  in  touch  with  your  boss?  Most  of  aJt 
is  it  small  enough  to  fit 
your  jeans  instead  of  ha' 
ing  to  clip  to  yoi 
belt?  Take  a  look 
Cingular's        $2C 
2125.  It's  a  full  Wi; 
dows  Mobile  phor 
with      support 
video  and  all  mus: 
formats,  a  big  cle 
screen,  and  high-spec 
Internet  access.  In 
dition,   it   works   wi 
Microsoft  Exchange  ai 
[  GoodLink  for  corpora 

e-mail.  No  keyboard?  I 
problem.  Typing  on 
numeric    keyboard    w 
keep  your  e-mails  sho 
Or  you  can  buy  an  ext< 
nal  keyboard,  but  that  c 
feats  the  purpose  of  hi 
ing   everything   in   o 
package,  doesn't  it? 
you  really  have  to  sati 
your  inner  workaho' 
get  a  BlackBerry.  I 
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For  more  on  PDAs,  go 
businessweek.com/gc 
06pdas 


Want  to  make  more  of  an  impression  for  less? 

(Try  a  color  printer.) 


HP  Color  LaserJet  3600n  Printer 


•  Print  speed:  up  to  1 7  ppm  black  and  color 

•  Resolution:  600  x  600  dpi  with  HP  ImageREt  3600 

•  Duty  cycle:  50,000  pages  per  month 

•  USB  2.0  and  Ethernet  ports 


*699 


WITH  COLOR 
ACCESS  CONTROL' 


HP  Color  LaserJet  3800n 


•  Print  speed:  up  to  22  ppm  black  and  color 

•  Resolution:  600  x  600  dpi  with  HP  ImageREt  3600 

•  Duty  cycle:  65,000  pages  per  month 

•  Network-ready 

•  USB  2.0  and  Ethernet  ports 


<QQQ   PRINTER 
•*JW    CDW  844586 


$899 


The  Printing  Solutions  You  Need  When  You  Need  Them. 

These  days,  color  printing  is  a  necessity.  That's  because  color  documents  not  only  look 
more  professional,  they  also  are  better  at  getting  attention.  Fortunately,  CDW  has  a  wide 
selection  of  affordable  color  printers.  Which  means  we'll  find  one  that  fits  your  printing 
needs  and  your  budget,  and  then  we'll  deliver  it  to  you  fast.  So  call  CDW  now,  a  world 
of  color  is  waiting. 


HP  color  access  control  helps  you  manage  color  printing  usage.  With.it,  you  can  enable  or  disable  color  printing  by  individual  users  or  groups,  or  you 
can  disable  it  entirely.  Price  reflects  S1 00  instant  savings;  call  your  CDW  account  manager  (or  details/offer  valid  5/1  /06  through  7/31/06.  Call  your  CDW 
account  manager  about  available  S200  mail-in  manufacturer  rebate;  offer  ends  7/31/06.  Offer  subject  fo'CDW's  standard  terms  and  conditions  of  sale, 
available  at  CDW.com.  ©  2006  CDW  Corporation 


WITH  COLOR 
ACCESS  CONTROL' 


HP  Color  LaserJet  4700n 


•  Network-ready,  workgroup  color  laser  printer 

•  Print  speed:  up  to  31  ppm  black  and  color 

•  Resolution:  600  x  600  dpi  with  HP  ImageREt  3600 

•  Duty  cycle:  85,000  pages  per  month 

•  Parallel,  USB  2.0  and  Ethernet  ports 


*  lyyy  CDW  846228 

Oftft        MAIL-IN  REBATE 
■"ZUU        AVAILABLE 


The  Right  Technology.  Right  Away. '" 

CDW.com  •  800.399.4CDW 

In  Canada,  call  888.898.CDWC  •  CDW.ca 


Personal  Finance  m 


Why  the  Bubble 
Won't  Burst 

Veteran  analyst  Michael  Younpblood  explains  his 
unusually  optimistic  take  on  tne  housing  market 


TYPE  THE  WORDS  "FALLING  HOUSING  PRICES"  into  Google  and  more 
than  8  million  citations  pop  up.  Michael  Youngblood's  name 
won't  be  among  them.  Despite  all  the  fear  that  single-family 
home  prices  will  decline,  the  managing  director  of  asset- 
backed  securities  research  at  Friedman  Billings  Ramsey  &  Co. 
in  Arlington,  Va.,  thinks  residential  real  estate  is  a  lot  stronger 
than  most  people  suspect.  He  bases  this  assessment  on  a  new 


economic  model  he  created  that  forecasts 
housing  prices  in  379  metropolitan  sta- 
tistical areas.  Associate  Editor  Toddi  Gut- 
ner  spoke  with  Youngblood  about  his  up- 
beat view  and  his  surprising  prediction 
that  the  greatest  price  appreciation  will  be 
coming  in  so-called  bubble  markets. 

What  makes  you  more  optimistic  than 
other  housing  experts? 

I  look  at  two  economic  indicators  that  I 
think  drive  the  housing  market:  the 
growth  in  employment  and  the  growth  in 
personal  income.  Getting  a  job  or  a 
salary  increase  is  what  motivates  people 
to  buy  their  own  home.  This  is  different 
from  the  data  the  National  Association  of 
Realtors  and  other  organizations  rely  on. 
They  are  more  concerned  with  technical 
indicators  such  as  the  inventory-to-sales 
ratio  and  the  number  of  months  a  house 
is  on  the  market.  These  aren't  leading  in- 
dicators. Instead,  they  move  with  current 
changes  in  the  market,  rather  than  pre- 
dict those  changes. 

Do  you  think  the  housing  bubble 
argument  is  overblown? 

Absolutely.  If  s  overblown  because  there 
is  no  national  housing  market,  so  there 
can't  be  a  national  house-price  bubble. 
However,  there  are  bubbles  in  75  of  the 
379  markets  I  studied.  A  bubble  exists 
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YOUNGBLOOD 

prefers  job 
and  income 
growth  as 
indicators 


when  the  ratio  of  the  median  existing 
house  price  to  per  capita  personal 
income  exceeds  6.8  times.  This  defini- 
tion is  based  on  historical  data  of  when 
other  markets,  like  Houston  and  Boston, 
had  bubbles. 

Where  are  the  bubbles? 

Most  of  the  bubbles  exist  on  the  East  and 
West  coasts  in  such  markets  as  New  York 
City,  Los  Angeles,  Washington,  Phoenix, 
Honolulu,  and  Tacoma,  Wash.  Only  12  of 
the  75  cities  are  located  inland:  Boulder, 
Colo.,  Coeur  d'Alene,  Idaho,  Flagstaff, 
Ariz.,  and  Las  Vegas  among  them. 

What  markets  are  likely  to  show  the 
biggest  price  gains  and  declines  this  year? 

We  expect  the  greatest  gains  in  Bakers- 
field,  Calif.  (43%),  Fort  Myers,  Fla.  (42%). 
Stockton,  Calif.  (39%),  and  Punta  Gorda 
Fla.  (35%);  the  biggest  declines  in  Har 
risburg,  Pa.  (8%),  Odessa,  Tex.,  Roanoke 
Va.,  and  Utica,  N.Y.  (all  6%). 

But  most  people  think  that  Florida  and 
California  are  overpriced.  Why  would 
markets  there  show  the  greatest  pins? 

There  is  clearly  specula  < 
tion  taking  place  iri 
these  areas.  But  bubble! 
can  persist  for  very  lonj 
periods  of  time,  and  i 
typically  requires  ; 
downturn  in  the  loca 
economies  to  burs 
them.  Then  they  can  de 
flate  for  a  long  time,  toe 
Given  the  expected  gain 
in  employment  and  in 
come  in  both  states, 
don't  expect  the  housinj 
prices  to  fall  in  2006. 


How  can  investors  play 
this  information? 

Investors  should  nc 
necessarily  fear  home 
builders  who  are  operat 
ing  in  bubble  market 
House  prices  don 
plunge  immediately  i 
economic  downturns  th 
way  stock  prices  d< 
There  is  typically  a  on< 
year  lag  after  the  loci 
economy  sees  a  declir 
in  average  employmei 
and  income.  Thus,  tr 
homebuilder  stocks  rrn 
continue  to  perform  we 
for  a  while  longer.  ■ 
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Challenge  the  ordinary. 

Be  Extraordinary 


SIGN  UP  TODAY  AND  GET  A  12-MONTH  MORNINGSTAR.COM 
SUBSCRIPTION  AT  NO  COST  ($135  VALUE)1 


1-800-731-5223    etrade.com/superstore 


EXTRADE 

FINANCIAL 


You  should  consider  the  investment  objectives,  risks,  charges  and  expenses  of  a  mutual  fund  carefully  before  investing. 
The  fund's  prospectus  contains  this  and  other  important  information.  For  a  current  mutual  fund  prospectus,  please  visit 
etrade.com/mutualfunds.  Read  the  prospectus  carefully  before  investing. 

'  1.  Offer  ends  April  30,  2006.  To  qualify  for  this  offer,  a  new  E*TRADE  Complete™  Investment  Account  must  be  opened  by  April  30,  2006  and  when  you  transfer  $20,000  or  more 
within  30  days  of  opening  the  account.  Other  important  terms  and  conditions  apply.  Visit  etrade.com/switchtoday  for  program  details.  This  $135  subscription  is  being  provided  to 
'you  for  educational  purposes  only.  The  content  has  been  written  by  a  third  party  not  affiliated  with  E*TRADE  FINANCIAL  Corp.  or  any  of  its  affiliates.  No  information  contained  on 
'the  Morningstar  website  has  been  endorsed  or  approved  by  E*TRADE  Securities,  and  E*TRADE  Securities  is  not  responsible  for  the  content.  The  subscription  will  terminate  at  the 
end  of  the  12  month  trial.  Morningstar  is  a  registered  trademark  of  Morningstar,  Inc.  E*TRAOE  FINANCIAL  and  Morningstar,  Inc.  are  separate  and  non-affiliated  companies. 
Securities  products  and  services  are  offered  by  E*TRADE  Securities  LLC,  Member  NASD/SIPC. 
©2006  E*TRADE  FINANCIAL  Corp.  All  rights  reserved. 
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BY  GENE  G.  MARCIAL 

THE  PENNIES  ARE  PILING  UP  AT  COPPER  GIANT  PHELPS  DODGE. 
PRAECIS  IS  SEEKING  A  WAY  TO  MARKET  ITS  CANCER  TREATMENT. 
THE  STOCK  COULD  START  COOKING  AT  MORTON'S  STEAKHOUSES. 


PUSHED  UP  BY 
METAL  PRICES 
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A  Shine  on  Phelps  Dodge 

COPPER  PRICES  ARE  SOARING,  and  so  is  Phelps  Dodge 
(PD).  Shares  of  the  world's  second-largest  producer  of 
the  red  metal  have  risen  from  59  in  October  to  90.20  on 
May  3.  Copper  hit  $3.25  a  pound  on  May  1,  up  from  $1.70  at 
the  start  of  the  year.  "But  don't  think 
the  stock  or  copper  prices  have 
peaked,"  says  Arnold  Schmeidler, 
president  of  investment  adviser  A.R. 
Schmeidler,  which  owns  shares.  Global 
demand  for  copper  will  keep  climbing 
as  industrialization  spreads— in  China, 
India,  Brazil  and  Eastern  Europe,  he 
argues.  And  prices  will  continue  to  rise 
for  two  years  at  least,  he  says.  With 
Phelps's  solid  balance  sheet,  its  $2.2 
billion  in  cash  on  hand,  and  robust 
growth  in  cash  flow  and  earnings,  the 
stock  is  cheap,  says  Schmeidler.  Now  trading  at  eight  times 
his  estimated  2006  earnings  of  $12  a  share,  the  stock  deserves 
a  price-earnings  ratio  of  10,  he  says,  which  translates  to  a 
share  price  of  120.  Phelps  has  been  returning  some  of  its  cash 
bounty  to  investors:  On  Mar.  3  it  paid  a  special  dividend  of  $2 
a  share,  apart  from  its  regular  dividend.  (The  stock  yields 
3.2%.)  And  analysts  expect  it  to  buy  back  more  shares.  Paul 
Forward  of  Stifel  Nicolaus,  which  has  done  banking  for 
Phelps,  recendy  upgraded  the  stock  from  "hold"  to  "buy"  and 
raised  his  2006  earnings  estimate  to  $15  a  share  on  projected 
revenues  of  $10.8  billion,  up  from  $7.75  on  $9  billion.  His 
estimate  for  this  year's  average  on  copper  prices  is  up  from 
$1.88  to  $2.65  a  pound. 

Will  Praecis  Announce 
A  Lucrative  Deal? 

PRAECIS  PHARMACEUTICALS  (PRCS),  a  small  biotech 
company  with  an  approved  product  for  treating  prostate 
cancer,  may  announce  sometime  this  year  the  big  deal  it 
has  been  waiting  for,  according  to  analysts.  It  could  arrange  a 
sale  of  Plenaxis,  which  has  Food  &  Drug  Administration 
approval  for  hormone-sensitive  prostate  cancer,  to  a  major 
drugmaker.  Or  it  may  sign  up  a  partner  to  market  the  product 
worldwide.  Plenaxis  is  already  on  the  market  in  Germany. 
Marc  Lappe,  managing  partner  at  Efficacy  Capital,  the  largest 
Praecis  shareholder,  with  a  10%  stake,  says  its  initial  sales 
results  will  be  announced  by  yearend.  In  2003,  after  Plenaxis 
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was  O.IC'd  by  the  FDA,  Praecis 

decided,  because  of  a  lack  of  funding, 

to  sell  it  or  find  a  major  partner.  For 

Praecis'  Direct  Select  technology, 

which  fast-screens  small  molecules 

that  can  target  specific  diseases,  it  has 

already  teamed  up  with  GlaxoSmith- 

Kline.  Glaxo  has  bought  $500,000 

worth  of  stock,  or  1%,  to  use  Direct 

Select  in  speeding  up  its  drugmaking. 

Gilead  Sciences  is  also  using  the 

technology.  Rahul  Jasuja  of  MDB 

Capital  Group  rates  the  stock,  now  at  4.41,  a  "buy"  with  a  12 

month  target  of  9. 

At  Morton's,  a  Big  Helping 
For  the  Money 

MORTON'S  RESTAURANT  GROUP  (MRT),  a  chain  of 
steakhouses  patronized  mainly  by  corporate  big 
spenders,  is  a  bargain,  say  some  pros.  They  argue 
that  the  company,  acquired  in  2002  by  private  equity  firm 
Castle  Harlan  only  to  go  public  again  on  Feb.  26,  is,  at  its 
current  price  of  17.30,  the  cheapest  stock  of  any  upscale 
restaurant  chain.  Aimee  Marcel  of 
Jefferies  (which  has  done  banking  for 
Morton's)  rates  it  a  "buy"  and  figures 
it's  worth  21.  The  stock  trades  at  16.7 
times  estimated  2007  earnings  of 
$1.02  a  share,  while  peers  trade  at 
more  than  20  times.  Morton's  is  the 
only  big  steakhouse  chain  that  owns 
all  of  its  69  restaurants,  located  in  U.S. 
and  Canadian  cities,  plus  Hong,Kong 
and  Singapore.  "If  s  the  best  way  to 
ensure  the  quality  of  our  food  and 
service,"  says  CEO  Tom  Baldwin,  who 
has  been  at  Morton's  for  18  years.  It  specializes  in  generous 
portions  of  prime  steaks  and  lobster.  Jeff  Omohundro  of 
Wachovia  Securities  says  the  chain  has  a  "favorable  growth 
outlook,  supported  by  its  consistency,  operational  uniformity 
and  strong  brand  recognition."  ■ 
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Gene  Marcial's  Inside  Wall  Street  is  posted  at 
businessweek.com/investor  at  5  p.m.  EST  on  the  magazine's 
publication  day,  usually  Thursdays. 

Note:  Unless  otherwise  noted,  neither  the  sources  cited  in  Inside  Wall  Street  nor  their 
firms  hold  positions  in  the  stocks  under  discussion.  Similarly,  they  have  no  investmer 
banking  or  other  financial  relationships  with  them. 
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Jberkirch  reaches  the 
four  corners  of  the  globe.  Without  interruption. 

The  Koehler  Group  in  Oberkirch,  Germany  is  one  of  the  world's  largest  makers  of  specialty 
paper,  used  to  make  everything  from  airline  tickets  to  Pokemon  cards.  Managing  their 
output  takes  continuous  24/7  production-and  HP  Integrity  servers  with  Intel1  Itanium  2 
processors.  "We  produce  and  ship  over  1,500  tons  of  paper  each  day.  A  moment  of 
downtime  means  production  must  stop,"  says  Bruno  0.  Schwelling,  CFO.  "Itanium-based 
HP  Integrity  systems  have  virtually  eliminated  that  fear."  itanium-integrity.com 

ITANIUM  +  INTEGRITY.  ON  AND  ON  AND  ON. 


Figures  of  the  Week 


STOCKS 


SAP  500 

NHY     NOV.     MAY  APR.27-MAY3 
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COMMENTARY 

The  Dow  and  S&P  500  hit  new 
highs  on  May  2  on  good  earnings 
from  Archer  Daniels  Midland. 
But  the  next  day  both  gauges 
dipped  on  stronger-than- 
expected  growth  in  the  service 
sector.  The  surprising  economic 
numbers  pointed  to  more  Fed 
interest  rate  hikes,  sending 
tremors  through  the  bond 
market,  which  had  been  betting 
the  hikes  were  coming  to  an  end. 

Data:  Bloomberg  Financial  Markets,  Reuters 


MUTUAL FUNDS 


4-WEEK  TOTAL  RETURN 

WEEK  ENDED  MAY  2 

M  S&P  500  WK  U.S.  DIVERSIFIED  H  ALL  EQUITY 


1 


%  1  2  3  4  5  6 

52-WEEK  TOTAL  RETURN 

WEEK  ENDED  MAY  2 

■  S&P  500  ■  U.S.  DIVERSIFIED  HALL  EQUITY 


6  12         18         24         30         36 

Data:  Standard  &  Poor's 


THE  WEEK  AHEAD 


FOMC  MEETING  Wednesday, 
May  10,  9  a.m.  EDT  »The 
Federal  Reserve's  Open  Market 
Committee  meets  to  discuss 
monetary  policy.  Every  economist 
surveyed  by  Action  Economics 
believes  the  central  bank  will  lift  its 
Fed  funds  rate  from  4.75%  to  5%. 
FEDERAL  BUDGET  Wednesday, 
May  10,  2  p.m.  EDT  »  The 
federal  government  probably  ran  a 
$68  billion  surplus  in  April.  That's 
the  median  forecast  of  economists 


U.S.  MARKETS 

MAY  3 

WEEK 

%  CHANGE 

YEAR  TO    LAST  12 

DATE       MONTHS 

S&P  500 

1307.9 

0.2 

4.8 

12.6 

Dow  Jones  Industrials 

11,400.3 

0.4 

6.4 

11.1 

NASDAQ  Composite 

2304.0 

-1.3 

4.5 

19.2 

S&P  MidCap  400 

804.0 

0.6 

8.9 

26.5 

S&P  SmallCap  600 

396.7 

0.4 

13.1 

29.6 

DJ  Wilshire  5000 
SECTORS 

13,234.3 

0.2 

5.9 

15.9 

BusinessWeek  50* 

766.7 

-1.3 

3.3 

12.8 

BW  Info  Tech  100" 

399.1 

-1.6 

4.9 

18.2 

S&P/Citigroup  Growth 

605.8 

-0.7 

1.6 

7.8 

S&P/Citigroup  Value 

700.2 

1.0 

8.1 

17.7 

S&P  Energy 

434.4 

2.2 

16.6 

36.6 

S&P  Financials 

450.7 

1.4 

5.7 

17.6 

S&P  REIT 

164.0 

-1.2 

7.2 

18.3 

S&P  Transportation 

283.3 

0.5 

13.4 

33.1 

S&P  Utilities 

159.0 

1.8 

-0.4 

4.5 

GSTI  Internet 

188.3 

-2.3 

-8.2 

23.6 

PSE  Technology 

870.9 

-0.1 

4.1 

23.2 

GLOBAL  MARKETS 

MAY  3 

WEEK 

%  CHANGE 
YEAR  TO      LAST  12 
DATE        MONTHS  ' 

S&P  Euro  Plus  (U.S.  Dollar) 

1748.8 

0.1 

15.7 

30.4   i 

London  (FT-SE 100) 

6010.0 

-1.5 

7.0 

23.6  ? 

Paris  (CAC  40) 

5193.9 

-1.1 

10.2 

31.3 

Frankfurt  (DAX) 

5969.0 

-2.3 

10.4 

40.6 

Tokyo  (NIKKEI  225) 

17,153.8 

0.6 

6.5 

55.9 

Hong  Kong  (Hang  Seng) 

17,027.0 

2.1 

14.5 

22.5  * 

Toronto  (S&P/TSX  Composite) 

12,196.2 

-1.0 

8.2 

30.1  f 

Mexico  City  (IPC) 

21,159.2 

2.9 

18.9 

71.2  | 

*Mar.  19, 1999=1000     "Feb.  7,  2000=1000 


FUNDAMENTALS  may2 

S&P  500  Dividend  Yield  1.76% 

S&P  500  P/E  Ratio  (Trailing  12  mos.)  17.8 

S&P  500  P/E  Ratio  (Next  12  mos.)*  14.9 

First  Call  Earnings  Surprise*  5.02% 

TECHNICAL  INDICATORS  may2 
S&P  500  200-day  average               1253.4 

Stocks  above  200-day  average  68.0% 

Options:  Put/call  ratio  0.78 

Insiders:  Vickers  NYSE  Sell/buy  ratio  5.00 


WEEK  AGO      YEARAGC 


1.78% 
18.1 

14.8 


2.06% 

19.2 

15.2 

6.49%      4.70% 

•First  Call  Corp. 
WEEK  AGO       READING 

1251.3       Positive-  u 
67.0%     Neutral 
0.73       Positive 

5.33  Negative 


BEST-PERFORMING 
GROUPS 


LAST 
MONTH* 


LAST  12 
MONTHS* 


Agricultural  Products 

23.0 

Agricultural  Products 

127.4 

Oil  &  Gas  Equipment 

15.2 

Steel 

121.6 

Steel 

12.4 

Divsfd.  Metals  &  Mining 

103.9 

Power  and  Energy  Traders 

11.6 

Oil  &  Gas  Equipment 

100.3 

Home  Furnishings 

11.0 

Employment  Services 

94.0 

EQUITY  FUND  CATEGORIES 

4-WEEK  TOTAL  RETURN                            %      52-WEEK  TOTAL  RETURN 
LEADERS                                                   LEADERS 

% 

Precious  Metals 

11.5 

Precious  Metals 

106.5 

Natural  Resources 

8.0 

Latin  America 

97.5 

Latin  America 

7.9 

Diversified  Emerg.  Mkts. 

65.2 

Diversified  Emerg.  Mkts. 

LAGGARDS 

6.3 

Natural  Resources 

LAGGARDS 

62.1 

Health 

-4.0 

Health 

11.0 

Real  Estate 

-2.3 

Domestic  Hybrid 

11.8 

Technology 

-0.3 

Large-cap  Blend 

16.5 

Large-cap  Growth 

-0.3 

Utilities 

16.5 

WORST-PERFORMING 
GROUPS 

Consumer  Electronics 
Health-Care  Supplies 
Managed  Health  Care 
Specialized  Finance 
Systems  Software 


LAST 
MONTH  % 

-19.4 

-18.1 
-17.3 
-12.5 
-11.1 


LAST  12 
MONTHS 


INTEREST  RATES 


KEY  RATES 

Money  Market  Funds 
90-Day  Treasury  Bills 
2-Year  Treasury  Notes 
10-Year  Treasury  Notes 
30-Year  Treasury  Bonds 
30-Year  Fixed  Mortgage  f 


Educational  Services 
Automobiles 
Health-Care  Facilities 
Food  Wholesalers 
Health-Care  Supplies 


MAY  3 

4.35% 

4.82 

454 

5.14 

5.24 

6.48 


-27.0 , 
-24.C  r 
-17.5* 

m 

k 


WEEK  AGO 

YEARAGI  'f* 

4.30% 

2.431* 

4.78 

2.91    * 

4.99 

3.64 

5.11 

4.17     . 

5.18 

6.' 


4.48 
5.72 


jBanxQuote,  Inc 


EQUITY  FUNDS 

4-WEEK  TOTAL  RETURN  % 

LEADERS 

ProFunds  Precs.  Mtls.  Inv.  18.2 

Midas  17.4 

U.S.  Global  Invrs.  Gold  16  2 

OCM  Gold  15.6 

LAGGARDS 

Ameritor  Investment  -20.0 
ProFunds  Biotech.  Inv.  -12.8 
ProFds.  Sh.  Pre.  Mtls.  Inv.  -11 9 
Allianz  RCM  Biotech.  D       -9.3 


52-WEEK  TOTAL  RETURN  % 
LEADERS 

U.S.  Global  Invrs.  Gold  154.0 

Midas  149.7 

U.S.  Glbl.  Invs.  Pre.  Mnls.  139.8 

ProFunds  Precs.  Mtls.  Inv.  137.9 

LAGGARDS 

Ameritor  Investment  -69.2 

ProFds.  USh.  Sm.  Cap  Inv.  -42.0 

ProFds.  USh.  Mid  Cap  Inv.  -36.1 

Rydex  Dyn.  Vent.  100  H  -25.7 


BLOOMBERG  MUNI  YIELD  EQUIVALENTS 

Taxable  equivalent  yields  on  AAA-rated, 
tax-exempt  municipal  bonds,  assuming 
a  30%  federal  tax  rate. 


tan 
I 

■ 


General  Obligations 


10-YR.  BOND 

4.16% 


30-YR.  BOND 

4.52°/ 


Taxable  Equivalent 


5.94 


6.46 


Insured  Revenue  Bonds 
Taxable  Equivalent 


4.26 
6.09 


4.63 

6.61    hi: 


polled  by  Action  Economics.  The 
March  deficit  was  $85.5  billion. 
RETAIL  SALES  Thursday,  May 
11,8:30  a.m.  EDT  »  Retail 
sales  most  likely  posted  a  second 
consecutive  gain  of  0.6%  in  April. 
Minus  autos,  sales  probably  grew 
by  0.6%  as  well,  after  a  0.4%  gain 
in  March. 

BUSINESS  INVENTORIES 
Thursday,  May  11, 10  a.m. 
EDT  »  March  inventories  most 
likely  rose  by  0.3%. 


INTERNATIONAL  TRADE  Friday, 
May  12,  8:30  a.m.  EDT 
»The  March  foreign  trade  deficit 
probably  widened  to  $67  billion, 
after  narrowing  to  $65.7  billion 
in  February. 

EXPORT-IMPORT  PRICES  Friday, 
May  12,  8:30  a.m.  EDT  » 
April  export  prices  are  forecast  to 
have  edged  up  0.1%,  after  a  0.2% 
rise  in  March.  Import  prices  most 
likely  jumped  0.8%,  following  a 
0.4%  dip  in  the  previous  month. 


The  BusinessWeek  production  ind(  f 
improved  to  273.2  for  the  wet  m. 


ended  Apr.  22,  a  13.6%  jump  from 
year  ago.  Before  calculation  of  tt 
four-week  moving  average,  the  indi 
rose  to  274.6. 


wv, 


").: 


BusinessWeek  bnl  ir 


For  the  BW50,  more  investment 
data,  and  the  components 
of  the  production  index  visit 

www.businessweek.com/magazine/extra. 
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Company  Index 

his  index  gives  the  starting  page  for  a  story  or  feature  with  a 

ignif  icant  reference  to  a  company.  Most  subsidiaries  are  indexed  under 

leir  own  names.  Companies  listed  only  in  tables  are  not  included. 


Euro  Pacific  Capital  13 

Lippincott  Mercer  42 

Ripplewood36 

ExxonMobil  (XOM)  66, 74, 

Lockheed  (LMT)  64 

Royal  Dutch  Shell  66, 74, 76 

3C(DIS)26,92,108 

76 

Logitech  (LOGI)  95 

lengoa  52 

)M  (ADM)  30, 38, 52 

F 

M 

S 

Sakhalin  Energy  74 

rbus  18 

Fast-Ad  14 

Marathon  Oil  (MRO)  74 

Samsung  24, 100 

K  Technologies  96 

FedEx  (FDX)  54 

McDonald's  (MCD)  42 

SanDisk(SNDK)98 

ngen(AMGN)62 

Fidelity  Magellan  50 

MDB  Capital  104 

Sanford  C.Bernstein  66 

np'd  Mobile  92 

Ford  (F)  52 

Mercedes  (DCX)  13 

Saudi  Aramco  66 

dersons(ANDE)52 

Foresight  Research  66 

Merck  (MRK)  62 

Seven  Networks  30 

n  Private  Clients  16 

Founder  Group  24 

Meredith  (MDP)  26, 82 

Shure95 

>ache(APA)66 

Fox  (NWS)  60, 108 

Merrill  Lynch  (MER)  54 

SK48 

iple(AAPL)18,26,98 

Friedman  Billings  Ramsey 

Microsoft  (MSFT)  18, 24, 

SK  Telecom  (SKM)  92 

amark(RMK)30 
chos  98 

(FBR)102 

30,50,100 

Millennium  Fund  36 

Sling  Media  24 

Softbank  46 

R.Schmeidlerl04 

G 

Mintel  88 

Sohu.com  (SOHU)  46 

US  24 

Gateway  (GTW)  24 
Gazprom  74 

Mitsubishi  74 
Mitsui  74 

Sony  (SNE)  16, 24, 98 

Sprint  Nextel(S)  92, 96 

nk  of  America  (BAC)  14 

GE(GE)60 
Gennum95 

MobiTV92 

Morgan  Stanley  (MS)  13, 54, 

Starbucks  (SBUX)  42 
Starcom  Entertainment  60 

relays  (BCS)  32 

Gensler  Studio  585  42 

66 

StarcomMediaVest46 

cton  Dickinson  (BDX)  54 

Gilead  (GILD)  104 

Morningstar(MORN)16 

Statoil(STO)76 
Stifel  Nicolaus  104 

stBuy(BBY)92 

GlaxoSmithKline(GSK)104 

Morton's  (MRT)  104 

/IW13 

GM(GM)46,52 

Motorola  (MOT)  46, 96 

SunGard  Data  36 

eing(BA)18,64 

Goldman  Sachs  (GS)  52 

Movielink.com  80 

SunTrust  Banks  (STI)  14 

rrell  Associates  26 

Google  (GOOG)  18, 30, 50, 

102 
Green  Plains  Renewable 

Energy  52 
Greenwich  Associates  32 

MTV  (VIA)  92 
MySpace.com  (NWS)  92 

'(BP)  54, 66, 74, 76 
and  Keys  42 

T 

N 

NBC  26, 60, 108 

Target  (TGT)  16 

TEN  Technology  95 

rgill  16. 54 

GSD&M13 

Nestle  (NSRGY)  82 

lhomson(l  00)27 
Tiffany  (TIF)  46 

<tlp  Harlan  IfM. 

Networks  in  Motion  96 
New  York  Times  (NYT)  82 

jiic  rial  idi  I  lv*+ 

)S  (CBS)  108 

H 

TiVo(TIVO)98,108 
T-Mobile(DT)100 
TomTom  International  96 

t  a    i  /Twr\  rr   ^r 

evron(CVX)30,38,66, 
6 

Hangaram  Investment  48 
HB0(TWX)108 

Nissan  (NSANY)  42 
Nokia  (NOK)  18, 95 

iemaNow.com  80 

Hetco66 

Northrop  Grumman  (NOC) 

Total  (TOT)  66, 76 

igular  Wireless  92, 100 

Hewitt  (HEW)  32 

64 

Toyota  (TM)  13, 30 

ca-Cola(KO)88 
mmonfund32 

HighMark  Value  50 
Home  Depot  (HD)  54 
HSBC(HBC)66 

tradingmarkets.com  16 

0 

Ocean  Spray  88 

TRowe  Price  (TROW)  62 

mScore  Networks  82 

mverse(CMVT)30 

Hyundai  48 

Ogilvy  &  Mather  14, 46 

U,  V 

nrlp  Nast  R? 

OhmyNews  46 

Oil  Price  Information  52 

UnitedHealth  (UNH)  30 

1 IUC  1 'Idol  Ol. 

nocoPhillips(COP)66, 

I.J 

Universal  Music  92 

| 

IDG  46 

Intel  (INTC)  24 

Vanguard  50 

stco(COST)16 

P 

Verizon  Wireless  96, 100 

eative  Technology 

logen  52 

Pacific  Ethanol(PEIX)  16, 52 

Versace  Sport  16 

:REAF)95,98 

IResearch46 

Palm  (PALM)  100 

Virgin  Mobile  92 

-^— ^— 

iVillage  (IVIL)  60 

P&G(PG)46 

Visto30 

Jabra95 

J&J(JNJ)54,82 

PDVSA66.76 
Pemex  66 

Vivendi  (V)  60 

II  (DELL)  18 

loitte&Touche66 

Janus  Mercury  50 

PepsiCo  (PEP)  88 

W 

stinator  96 

Jefferies(JEF)104 

PFC  Energy  66, 76 

Wachovia  Securities  104 

IQuip(DRQ)16 

J.  H.Whitney  52 

Phelps  Dodge  (PD)  104 

Wal-Mart  (WMT)  16, 54 

— — 

Jiji  Press  46 

Plantronics  95 

Walt  Disney  (DIS)  82, 92 

rthLink(ELNK)92 
ioStar(DISH)98 

JohnS.  Herald  66 

Playboy  (PLA)  16 
Praecis(PRCS)104 

Welch  Foods  88 
WestLB  52 

K,L 

Wnnrt  M;irkpn7ip  7fi 
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icacy  Capital  104 

KohlbergKravis  Roberts  30, 

R 

WWE(WWE)60 

11(E)  76 

36 

RepsolYPF(REP)76 

nisKnupp32 

Kuwait  Petroleum  66 

RHJ  International  36 

Y 

PN(DIS)92 

Lazard(LAZ)62 

RIM(RIMM)30,100 

Yahoo!(YHOO)30,50 
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It's  about  money. 

Earning  it. 

Investing  it. 

Spending  it. 


Check  out  this  weekend's 
show  "Gadgets  on  the  Go" 
May  6  and  7: 

Best  Prices:  How,  where,  and 
when  to  find  the  lowest  prices 
on  cell  phones,  video  players, 
PDAs,  and  cameras. 

Video  Players  &  Headsets: 

Which  models  work  best  whether 
you  travel  by  air,  land,  or  sea. 

Portable  GPS:  Easy-to-use 
navigation  systems  send 
directions  to  your  cell  phone, 
PDA,  or  even  wristwatch. 

Destination  CEO:  Motorola  CEO 
Ed  Zander's  fight  to  regain 
the  world  title  of  number-one 
cell  phone  maker. 


BusinessWeek  weekend 


Airs  Saturday/Sunday  nationwide. 

Check  your  local  listings 

or  view  segments  at 

www.businessweekweekend.com 


IdeasBooks 

Blood,  Sweat,  and  Ratings 


DESPERATE  NETWORKS 

By  Bill  Carter;  Doubleday;  404pp;  $35.95 


Right  from  the  start  of  his  new  book, 
Desperate  Networks,  veteran  TV  writer  Bill 
Carter  lets  us  know  just  how  distressed  the 
giants  are.  He  takes  us  inside  a  52nd-floor 
Rockefeller  Center  office  to  meet  troubled 
NBC  Universal  Chairman  Bob  Wright. 
There's  much  to  worry  Wright,  from  new 
competitors  to  the  pirating  of  shows. 

The  executive,  who  has  presided  over  the 
champ  of  prime-time  ratings,  NBC,  for  nearly 
20  years  is  not  happy  to  find  himself  suddenly 
the  head  of  an  also-ran.  But  what's  really 
bugging  Wright  is  that  he  has  missed  out  on 
one  show,  Desperate  Housewives,  which  has 
become  an  explosive  hit  for  ABC.  In  anger, 
Wright  takes  an  unusual  step:  He  calls  the 
show's  creator,  Marc  Cherry,  directiy  to  see  if 
the  program  was  ever  shopped  to  NBC— and  if 
so,  to  find  out  just  who  screwed  up.  Cherry  tells 
Wright  that  he  did  approach  NBC,  but  won't  say 
much  more  than  that  executives  gave  the  show 
a  pass.  Adamant,  Wright  vows  to  pursue  a 
witch-hunt  and  discover  just  who  should  get 
the  blame. 

In  such  scenes,  The  New  York  Times  reporte? 
Carter  demonstrates  that  he  won't  be  pulling 
any  punches  in  this  book,  even  though  he  might        ~~~ ~~~ 
reasonably  feel  beholden  to  the  top  executives  who  have 
granted  him  remarkable  access  over  many  years.  Desperate 
Networks  is  a  behind-the-scenes,  often  biting  look  at  the 
scramble  for  winning  shows  heading  into  the  2004-2005  TV 
season.  It  is  certain  to  tick  off  more  than  a  few  of  TV's  elite, 
particularly  those  at  NBC. 

Here,  for  example,  is  how  Carter  describes  Jeff  Zucker,  the 
golden  boy  producer  of  Today  who  rose  to  become  president 
of  NBC  Entertainment.  With  the  network's  prime-time 
supremacy  on  the  skids,  his  anxious  colleagues  fume 
"through  gritted  teeth"  that  "Zucker  was  getting  by  on  a 
shoeshine  and  a  smile,  that  he  had  delivered  nothing  of  real 
value  to  NBC  in  his  three  years  running  [the  entertainment 
division]:  no  Survivor,  no  CSI,  no  American  Idol,  no  breakout 
hits  of  any  kind.'" 

Leslie  Moonves,  the  CBS  chairman  who  did  greenlight 
Survivor  and  CSI,  comes  across  as  a  brilliant  instinctual 
programmer  who  is  also  an  incorrigible  micromanager. 
Obsessing  about  his  rivals  during  one  meeting,  Moonves  gets 
so  worked  up  that  his  Do  a  Corleone-like  habit  of  cheek- 
scratching  draws  blood,  which  drips  down  his  face  onto  his 
shirt.  But  the  manic  behavioi  pays  off.  So  sold  is  Moonves  on 
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relatively  unknown  actor  William  Petersen  that  he  inks  a  $1 
million  "holding"  deal,  paying  Petersen  just  to  read  scripts 
until  he  finds  one  he  likes.  The  actor's  ultimate  choice:  crime 
scene  investigator  Gil  Grissom,  the  main  character  in  the 
show,  CSI,  that  pumps  new  blood  into  once-geriatric  CBS. 
It's  all  but  impossible  to  write  a  timely  book  about  the 
television  industry  these  days,  particularly  given  that 
technological  developments  seem  to  suggest  new  business 
models  every  week.  So  Carter  shouldn't  be  blamed  for  ending 
his  account  too  far  back  in  time— or  for  missing  out  on  Katie 
Couric's  big  move  to  the  anchor  chair  at  CBS,  although  he 
hints  such  a  development  may  be  coming.  The  2004-2005 

season  had  plenty  of  drama:  a  resurgent  ABC, 
a  deflated  NBC,  the  retirement  of  two  news 
anchors,  the  death  of  another,  Janet  Jackson's 
Super  Bowl  wardrobe  malfunction,  and  Fox's 
amazing  ride  with  the  megahit  American  Idol. 
All  the  same,  Desperate  Networks  suggests  a; 
strangely  confined  universe,  in  which  the 
broadcast  networks  seem  cognizant  only  of  th 
competitive  pressures  between  themselves  or 
of  internal  peccadilloes.  The  proliferation  and 
influence  of  cable  TV  along  with  such  externa! 
forces  as  TiVo,  the  Internet,  the  iPod,  and 
video-on-demand  get  little  attention  from  the 
author.  Carter's  index  indicates  that  HBO, 
whose  hits  like  The  Sopranos  and  Sex  and  the 
City  certainly  gave  network  execs  plenty  of 
agita,  is  mentioned  only  twice  in  nearly  400 
pages.  And  while  Carter's  narrative  is  certain! 
entertaining,  it  could  have  usee 
a  bit  more  analysis  of  just  whei 
the  network  business  is  headec 

Could  it  be  headed  in  an 
extreme  direction— like  into  a 
mountainside?  It  seems  the 
movers  and  shakers  behind 
reality  TV  have  few  inhibitions 
At  one  point,  Carter  tells  us, 
Mike  Darnell,  the  reality- 
programming  guru  for  reality- 

crazed  Fox,  wanted  to  feature 

the  crash  of  a  727,  after  the  pil< 
bailed  out,  fitting  the  plane  wil 
cameras  that  would  "capture  the  disaster  in  all  its  destructrv 
glory."  Darnell's  proposal  didn't  fly,  but  the  network  still 
encouraged  him  to  "push  the  limits  with  impunity." 

In  the  end,  even  if  Desperate  Networks  begs  for  more  of  a 
forecast  on  the  future  of  network  television,  it  is  an 
engaging  peek  at  what  goes  on  behind  the  small  screen— 
and  into  the  egos  that  determine  what  we  see,  and  these 
days,  what  we  TiVo.  ■ 

-By  Tom  Low 


■ 


Carter  puUs 
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WITH  CLOSE  TO  400  LOUNGES 
WORLDWIDE,  TRAVELING  THE  WORLD 
HAS  NEVER  BEEN  SO  RELAXING. 

All  SkyTeam  lounges  offer  a  leisure  space  to  unwind  before  and  in-between  flights 
with  comfortable  seating,  complementary  newspapers,  beverages  and  snacks. 
With  close  to  400  lounges  around  the  world,  traveling  with  SkyTeam  is  as  relaxing 
on  the  ground  as  it  is  in  the  air.  www.skyteam.com 
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IdeasFaceTime 

WITH  MARIA  BARTIROMO 


Straight  Talk  from  the  Fed 


A  LOT  OF  INK  has  been  spilled  and  hot  air 
emitted  over  comments  Fed  Chairman  Ben 
Bernanke  made  to  me  and  two  other  guests  at 
the  Apr.  29  White  House  Correspondents 
Dinner  in  Washington.  His  point  was  that  the 
markets  and  the  media  had  misread  his  re- 
marks to  Congress  the  previous  week:  A  more 
flexible  approach  to  raising  inter- 
est rates  was  interpreted  as  soft- 
ness. The  larger  point  was  that 
trying  to  be  clearer  about  the  cen- 
tral bank's  goals  is  not  always 
easy.  But  there  is  a  new  openness 
at  the  Fed.  That  was  evident 
when  I  had  a  chance  to  visit  with 
Tim  Geithner,  president  of  the  in- 
fluential Federal  Reserve  Bank  of 
New  York. 

How  worried  are  you  about  $70  oil  cutting  into 
economic  growth? 

The  world  has  handled  this  energy  price  shock 
surprisingly  well.  But...future  price  moves 
could  cause  more  damage  than  they  have  so  far. 

How  worried  should  we  be  about  the  imbalances  created  by  the 
twin  deficits  [budget  and  trade]? 

The  imbalances  in  the  world  economy— they  are  not  solely  in 
the  U.  S.— are  too  large  and  are  clearly  unsustainable.  But. ..we 
will  be  living  for  the  next  decade  with  the  shadow  caused  by 
these  imbalances  and  also  with  the  risk  they  present  of  occa- 
sional volatility  of  asset  prices  and  perhaps  periods  of  slower 
growth  here  and  elsewhere. 

Has  real  estate  really  slowed  down? 

A  range  of  indicators  suggest  housing  is  cooling,  but. ..the  hard 
question  is  assessing  the  degree  to  which  households  might  be- 
come more  cautious  in  response  to  the  end  of  the  housing 
boom....  So  far  we  haven't  seen  much  evidence  of  higher  savings 
or  slower  spending  growth.  But  that  doesn't  mean  we  won't. 

What  regulation  is  appropriate  for  hedge  funds? 

Hedge  funds...help  make  our  markets  more  liquid,  more  effi- 
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cient,  better  at  matching  capital  to  its  highest  return 
But...there  is  some  risk  that  they  could  exacerbate  a  crisis.  Th 
most  effective  way  to  mitigate  this  risk  is...for  major  financial  in 
stitutions  to  maintain  an  adequate  cushion— in  terms  of  capita 
margins,  liquidity— against  a  more  adverse  future  and  to  mak 
sure  the  infrastructure  that  supports  our  markets  is  robust.  Ou 
principal  objective  [is]  to  make  sure  the  core  is  strong  enoug: 
to  withstand  financial  distress  in  the  hedge  fund  sector. 


Is  there  another  LTCM  [the  Long-Term  Capit; 
Management  crisis  of  1998]  lurking  out  there; 

Even  though  the  core  institutions  are  strong  i 
terms  of  capital,  and  risk  is  now  spread  mot 
broadly,  rapid  growth  in  derivatives  and  hedg 
funds  creates  risk  that  future  financial  stre; 
may  be  harder  to  manage. 

How  have  things  changed  inside  the  Fed  post- 
Greenspan? 

This  is  an  institution  where  the  chairman  hi; 
a  big  role,  so  of  course  there  will  be  change 
But  as  Ben  [Bernanke]  has  said,  his  basic  aj 
proach  to  thinking  about  monetary  policy 
very  similar  to  Greenspan's.  I  suspect  that  evt 
though  the  way  the  meetings  are  run  w 
change,  you  will  see  continuity  in  policy. 

Will  the  Fed  be  more  transparent? 

It's  a  sensitive  question  to  answer.  Ben  is 
champion  of  transparency  in  monetary  policy,  but  he  also  re 
ognizes  that  there  are  limits  to  what  we  know  about  the  ec 
nomic  forecast  and  what  that  means  to  monetary  policy.  And 
understands  that  we  can't  give  the  markets  more  clarity  abo 
the  forecast  or  about  future  policy  than  we  have  ourselves. 

Sarbanes-Oxley  is  controversial  in  the  U.S.  but  even  more  so 
overseas.  And  international  companies  seem  to  be  increasingl 
listing  in  London  and  Hong  Kong  as  a  result  of  the  tight 
regulation.  What  is  the  risk  to  U.S.  capital  markets?  And 
is  SOX  worth  the  enormous  cost  for  U.S.  companies? 
It  is  important  to  try  to  preserve  the  basic  benefits  of  SOX  a 
achieve  the  broad  objectives  that  motivated  it,  but  with  a  bet 
ratio  of  cost  to  return.  We  do  see  some  troubling  signs...tl 
some  people  [may  be]  less  willing  to  raise  capital  in  the  L 
[It's]  important  to  watch  this  very  carefully.  Anything  that  c 
ates  a  significant  risk  of  making  people  less  willing  to  raise  a 
ital  in  the  U.S.  or  to  invest  in  the  U.S.  should  be  a  concern. 

Maria  Bartiromo  is  the  host  of  CNBC s  Closing  Bell. 
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BY  JACK  AND  SUZY  WELCH 


How  to  Get  Elected  Boss 


I  was  just  promoted  and  will  now  become  the  manager  of  the 
team  I  once  belonged  to.  Any  advice  on  how  to  make  a 
successful  transition? 

-Tim  Purkis,  Folsom,  Calif. 

Yes,  start  campaigning.  The  higher-ups  have  just  appointed 
you  boss.  Congratulations.  Now  you  need  to  go  out  and  get 
elected  by  your  former  peers. 

The  transition  from  peer  to  manager  is  one  of  the  most 
delicate  and  complicated  organizational  situations  you  will 
ever  experience.  For  months,  or  even  years,  you  have  been  in 
the  trenches  with  your  co-workers  as  a  friend,  confidant,  and 
(probably)  fellow  grouser.  You've  heard  secrets  and  told  a  few. 
You  know  about  every  little  feud  and  grudge.  You've  sat 
around  in  airport  waiting  rooms  and  at  weekend  barbecues 
and  ranked  everyone  else  on 
the  team.  You've  pontificated 
about  who  would  go,  who 
would  stay,  and  generally  what 
you  would  do  if  you  ran  the 
group.  And  now  you  do. 

Surely,  some  of  your  former 
peers  are  cheering  your 
promotion  and  are  eager  to  fall 
in  line.  That  will  feel  good,  but 
don't  let  their  support  lead  you 
to  do  something  disastrous— 
namely,  gallop  into  town  with 
guns  blazing. 

Why?  Because  just  as  surely 
as  some  are  cheering,  others 

are  uncomfortable  with  your  promotion.  A  couple  may  have 
thought  they  deserved  the  job  themselves.  So  they're  feeling 
anything  from  hurt  to  bitter.  Still  others  will  simply  have 
some  level  of  anxiety  about  your  going  from  "one  of  us"  to 
"one  of  them."  Either  way,  these  former  peers  are  in  a  holding 
pattern  now,  checking  you  out. 

Which  is  why  you  need  to  start  the  campaign  to  win  them 
over  by  creating  an  atmosphere  of  stability  and  cohesion 
where  sound  judgments  about  the  future  can  be  made— by 
everyone.  Look,  the  last  thing  you  want  in  your  new  role  is  an 
exodus  or  even  low-level  disgruntlement.  You  want  people  to 
settle  down  and  function.  The  reason  is  straightforward 
enough.  When  and  if  there  are  changes  down  the  road,  you 
want  to  make  them  on  your  terms.  You  want  a  team  of 
engaged  supporters  who  buy  in  to  your  vision,  not  the 
resistance  and  nattering  of  a  confused  or  chaotic  crew. 

But  here's  the  rub:  You  have  to  campaign  without 
compromising  your  new  authority.  That's  right.  You  have  to 
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Being 

promoted  to 
manager  of 
your  team  is 
just  the  first 
step  in 
leading  it 


run  for  office  while  holding  office.  If  s  a  critical  component  in 
moving  from  peer  to  manager,  and  all  effective  managers  go 
through  it,  often  several  times  in  their  careers. 

Getting  this  transition  right  is  all  about  timing.  Your 
kinder,  gentler  election  drive  can't  last  forever.  Give  it  three 
months.  Six  at  most.  If  you  haven't  won  over  the  skeptics  by 
then,  you  never  will.  In  fact,  after  a  certain  point,  the  softer 
you  are,  the  less  effective  you  will  become.  And  you'll  be 
fighting  battles  that  do  nothing  but  wear  you  down.  Save  youii 
energy  for  bigger  things  and  begin  the  process  of  moving  out! 
steadfast  resisters  and  bringing  in  people  who  accept  the 
changes  that  you  and  your  core  of  supporters  deem  necessary 

Fortunately,  the  transition  period  doesn't  last  forever,  and  i 
you  handle  it  right— with  a  campaign  and  not  chaos— you'll 
be  in  a  position  to  do  whaf  s  best  for  the  organization  and 
yourself:  lead  from  strength. 

After  a  successful  career,  I  am  getting  to  the  point  where  my 
grandchildren  are  turning  to  me  for  advice  about  career  paths 
for  themselves.  What  would  you  tell  them? 

-Bill  Gutzwiller,  Milwaukei 

Every  era  has  its  "next  big  thing."  In  the  '70s,  college  kids 
were  pressed  to  study  geology  and  capitalize  on  opportunitiet 
in  oil  and  gas.  In  the  '80s,  investment  banking  and  consultin 
were  the  gold  mines.  In  the  '90s,  the  mantra  was:  "Go 
Internet,  young  man."  All  in  all,  not  bad  advice.  The  oil  and 
gas  industries  continue  to  flourish.  Investment  banking  and 
consulting  have  made  fortunes  for  a  lot  of  people.  And  the 
Net,  after  a  rough  patch,  is  strong  and  getting  stronger. 

Today,  all  arrows  point  toward  biotech,  nanotech,  info  tecl 
and  their  convergence.  That's  where  the  growth  and  greatest 
excitement  likely  will  be  over  the  next  decades. 

But  whenever  we  get  this  question,  a  friend  of  ours  comes  > 
to  mind.  She  was  encouraged  tq  attend  (she  would  say 
"shoved  into")  medical  school  by  her  parents.  At  the  time, 
becoming  a  doctor  was  like  winning  the  lottery,  but  with  mo: 
respect  attached.  So  as  her  parents  cheered,  she  soldiered  on 

Fast  forward  to  the  present.  Our  friend  is  taking 
photographs  for  a  living— joyfully,  we  might  add.  At  45,  she 
ditched  her  career  as  a  neurologist  with  the  words:  "Life  is 
too  short  to  spend  every  day  doing  something  you  don't  love 
It  took  our  friend  20  years  to  learn  that  simple  truth.  It  woul 
be  quite  a  gift  to  save  your  grandchildren  the  time.  ■ 

Jack  and  Suzy  Welch  look  forward  to  answering  your  questions  abo  | 
business,  company,  or  career  challenges.  Please  e-mail  them  at 
thewelchway@businessweek.com.  For  their podcast  discussion  m 
this  column,  go  to  wwwbusmessweehcom/search/podcastmg.htm 
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embedded  in 
everyday  life. 


It's  Power  Architecture™  technology. 

It's  hard  to  imagine  modern  life  without  it.  In  fact,  Power  Architecture  technology 
offers  the  broadest,  most  pervasive  coverage  of  any  microprocessor  architecture.  It 
is  a  leading  microprocessor  architecture  for  automotive  systems,  networks,  gaming 
consoles,  servers,  even  supercomputers.  As  the  worldwide  demand  for  products 
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Power  Architecture  technology  will  only  continue  to  build.  And  that  will  make 
everyday  life  better  for  everyone,  freescale.com 


t    freescale 


semiconductor 


Freescale™  and  the  Freescale  logo  are  trademarks  of  Freescale  Semiconductor,  Inc.  Power  Architecture™  is  a  trademark  of  the  International  Business 
Machines  Corporation  in  the  United  States,  other  countries,  or  both.  All  other  product  or  service  names  are  the  property  of  their  respective  owners. 
©Freescale  Semiconductor,  Inc.  2006. 


imii— nirwinnnfM 


-) 


>iness  Week 
06  May  %T~ 


I 


* 


u/n 


I 


i  II 


BURLINGAME  PUBLIC  LIBR/i 


55839  0 


* 


***■-<•  ' 


wr 


In  America 


ijBXBBGDD  *****  CftR-RT  LOT  **  C-030 
#BMK0010729275/6#  30OCT06 


ll.l...lulll..n..llllIu,|I,r 


BURLINGAME 


BURLINGAME  PUBLIC  LIB       ,.„  .  _ 

480  PRIMROSE  RD  MAY     1   5    9flflR 

BURLINGAME  Cfl     94010-401'        mMI      '   J    ^UUD 


Inside  Crispin  Porter + Bogusky's 
wacky,  ambitious  plan  to  rekindle 
our  love  affair  with  Volkswagen 


BYDAVIDKILEY(R72) 


LIBRARY 


mw.businessweek.com 


V 

V 

* 

1 HH| 


r.  ^  >-^- 


' 


520(15  \rncrican  HoihIj  MntnrC 


XM*  Satellite  Radio.  h4 


^  V 


i^HBHIH 


_  . 


& 


V.    ; 


•■*»' 


-  •     . 


,    •-      . 


r  scats  and  available  navigation  svstem.  Feel  free  to  show  it  off.  The  Accord  K.X  V-(). 


ffc^v 


I  checked  next  week's^ 

I  confirmed  my  client  meetings 

AND 

We  learned  Bob  prefers  his 
s'mores  well-done. 


:  I 


A 


&P*lJ 


>--;vv 


INTRODUCING  THE  T-MOBILE SDA. 
YOUR  OUTLOOK®  ON  THE  GO. 


Take  care  of  work  and  life  with  the 


new  T-Mobile  SDA.  With  Microsoft 


Office  Outlook®  Mobile,  this  compact 


phone  gives  you  easy  access  to  your 


e-mail,  calendar  and  contacts.  Plus, 


get  unlimited  e-mail,  internet  and 
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STRATEGIES 

Poll    ..::  Jp*::" 

Previously  we  asked  you: 

WHAT  WOULD 
MOST  HELP  YOUR 
COMPANY  SUCCEED? 

Improved  access  to  current  information 
Easier  ways  to  communicate  with  colleagues 


More  powerful  computer  systems 


Larger  staff 


Results  as  of  5/4/06. 


THIS  WEEK'S  QUESTION: 


WOULD  A  WIRELESS 
NETWORK  MAKE 
YOUR  COMPANY 
MORE  PRODUCTIVE? 

Tell  us  your  answer  at: 

businessweek.com/ 
go/successpoll 

A  marketing  poll  conducted  by 


BusinessWeek 


Research 

Services 

Sponsored  by 

Microsoft 


What's  Hot  This  Week  At 

BusinessWeekcoi 

Updated  every  business  day.  BusinessWeek  magazine  is  available  online  free  to 
subscribers:  Go  to  www.businessweek.com  and  follow  instructions  to  register. 


Investing  21st  Century-Style 

In  the  mood  for  something  different?  If  you're  an  investor,  you 
have  plenty  of  choices  for  putting  your  money  to  work  in  the 
21st  century,  including  new  types  of  securities,  leading-edge 
technologies,  and  rocket-science  stock  selection  strategies.  Our 
Special  Report,  Frontiers  of  Investing,  zeroes  in  on  some  of  today's 
most  fascinating  trends.  Take  a  look  at  our  story  on  exchange 
traded  funds,  for  example.  These  super-specialized  funds  not  only 
offer  investors  fresh  ways  to  diversify  their  portfolios,  they  alsc 
provide  ordinary  folks  with  ways  to  play  such  esoteric  technologic 
as  nanotech  or  new  advancements  in  health  care.  Speaking 
of  which,  check  out  a  related  slide  show  for  a  deeper 
understanding  of  how  nanotech  works.  And  take  a  look  at  the 
latest  installment  in  our  popular  Five  for  the  Money  series,  whic 
profiles  stocks  at  the  cutting  edge  in  such  fields  as  energy, 
medicine,  and  real  estate.  Among  the  new  investing  frontiers  ai 
some  advanced  strategies— for  instance,  an  S&P  analyst's 
portfolio  that  uses  a  "Neural  Net"  to  help  identify  the  most 
attractive  stocks,  or  a  Berkeley  professor's  innovative  approach 
to  unlocking  the  mysteries  of  currency  swings.  You'll  find  this  and 
more  at  www.businessweek.com/go/06frontiers 


BusinessWeek  weekend 


ab  Your  TV  Clicker  This  Weekend  for: 

Banking  on  Interest  Rates  I  High-End  Watches 
Check  your  local  TV  listings  for  program  dates  and  times.  For  video  clips  go  to  www.businessweekweekend.com 
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Welcome  to  the  people  J_ ready  business. 


06  Microsoft  Corporation.  All  rights  reserved.  Microsoft  and  "Your  potential.  Our  passion "  are  either  registered  trademarks  or  trademarks  of  Microsoft  Corporation  in  the  United  States  and/or  other  countries. 


THE  NEW  TD  AMERITRADE. 
AN  INVESTOR'S  COMPANY, 
NOT  AN  INVESTMENT  COMPANY 


At  the  new  TD  AMERITRADE,  we  put  you,  the  investor,  first.  In  fact,  we  view  it  as  our  mission  to  support  you, 
so  you  can  pursue  financial  independence  your  way.  So  we  ask,  "How  independent  do  you  want  to  be?" 

Some  of  you  want  to  call  your  own  shots,  but  you  may  also  want  some  assistance.  With  knowledgeable 
people  in  more  than  100  branch  offices,  we  can  help.  Some  of  you  merely  want  a  bit  of  reliable  intelligence 
to  confirm  your  brilliant  idea.  We  offer  that  in  the  form  of  solid,  independent  research.  Still  others  just  want 
advanced  trading  tools  and  a  fast  reliable  trading  platform.  We  offer  that  too. 

Clearly,  many  of  you  slide  along  this  spectrum.  One  day  feeling  brisk  and  confident.  The  next,  wanting 
a  shoulder  to  lean  on.  Once  again,  we  can  help.  And  you'll  always  get  fair,  straightforward  pricing.  Every 
Internet  equity  trade  has  a  $9.99  flat-rate  commission.  And  no  maintenance  fees. 

It's  what  makes  TD  AMERITRADE  an  investor's  company,  not  an  investment  company. 

TD  AMERITRADE.  The  Independent  Spirit. 


Call,  click  or  stop  by  today,    i   8/7-TDAMERITRADE   |   TDAMERITRADE.COM 


AMERITRADE 


Market  volatility,  volume  and  system  availability  may  delay  account  access  and  trade  executions.  Trades  executed  in  multiple  lots  on  the  same  day  are  charged  a  single  commission.  Trac 
partially  executed  over  multiple  trading  days  are  subject  to  commission  charges  for  each  trading  day.  TD  AMERITRADE,  Division  of  TD  AMERITRADE,  Inc. ,  member  NASD/SIPC.  TD  AMERITRA 
is  a  trademark  jointly  owned  by  TD  AMERITRADE  IP  Company,  Inc.  and  The  Toronto-Dominion  Bank.  ©2006  TD  AMERITRADE  IP  Company,  Inc.  All  rights  reserved.  Used  with  permissii 
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"Ifs  like  a  big  pack  of 
wolves  going  from  one 
commodity  to  the  next" 

-  Caesar  Bryan,  manager  ofGAMCO 

Gold  Fund,  on  copper  and  platinum 

reaching  record  prices  on  May  9  as  gold 

topped  $700  an  ounce  for  the  first  time 

since  1980,  to  USA  Today 


ITED  BY  DEBORAH  STEAD 
>ORTS  BIZ 

N  OUTSIDE 
ITCH  FROM 
HE YANKS? 

WONDER  George 
linbrenner  is  one  of  the 
hest  owners  in  pro  sports, 
me  teams  pay  hefty  fees  to 
Lrch  firms  to  recruit 


Moior  League  Baseball.  AAajL 
e  Special  Assignment  Coatf* 
iw/mm  2vrs.exp.  in  prof,  minor 
Kvelwach^Foxresume^ 

873-230Z  Attn:  Abel  Guerra  Ne* 
Yankees,  Bronx,  NY: 

.♦.on  Arm.'""   r~*-wo.M*    D"^ 

iches.  Steinbrenner's  New 
k  Yankees  organization 
pears  to  have  posted  the 
» in  a  newspaper's  help- 
nted  section.  That's  right, 
the  classified  ad  pages  of 
:  Sunday  (May  7)  edition  of 
e  New  York  Times— 
ldwiched  between  an  ad 


for  civil  engineers  and  one  for 
a  position  in  collection 
accounts— the  Yankees  are 
advertising  for  a  "special 
assignment"  coach,  someone 
who  works  on  certain  players' 
skills.  The  key  criterion:  at 
least  two  years'  coaching 
experience  in  college,  the 
minors,  or  majors.  Applicants 
are  to  fax  resumes  to  Abel 
Guerra  at  a  Tampa  number. 

There's  always  the 
chance  that  the  ad  was 
posted  as  a  fair-hiring 
formality  or  by  a  fan  fed  up 
;    with  Randy  Johnson's  ERA. 
(A  Yankees  spokesman  did 
not  return  calls  seeking 
J    comment.)  Whatever  the 

story,  that  fax  machine 
may  be  jammed  with 
resumes  by  now.  If  Seinfelds 
fictional  George  Costanza, 
who  famously  lucked  into  a 
job  with  the  team,  didn't 
give  the  average  fan  hope 
about  working  for  the  Yanks, 
the  real-life  George 
Steinbrenner  has.  -Tom  Lowry 


McCOLL 

Joining  the 

private-equity 

crowd 


3E  BIG  PICTURE 

HAT  A  BRAND  BRINGS  Research  published  in 
anagement  Science  breaks  out  the  values  of 
ree  brand  equity  components,  using  mobile 
lones*  marketed  in  South  Korea  as  a  case 


udy.  Here's  what  each  element  is  worth: 


Motorola.  Qualcomm.  Samsung    Data:  Seenu  Srinivasan,  Stanford  business  school;  Chan  Su  Park, 
Korea  University  business  school;  Dae  Ryun  Chang,  Yonsei  business  school 


DEAL  MILL 

HungryAgain, 
But  for  Smaller  Fry 

BEFORE  HE  RETIRED  as  chairman  and  CEO  in  2001,  Hugh 
McColl  built  what  became  today's  Bank  of  America  by  acquiring 
roughly  50  companies  in  about  18  years.  Now,  after  running  a 
mergers-and-acquisitions  advisory  firm  for  about  five  years, 
he's  again  eyeing  financial  services  companies— this  time  as  an 
investor.  McColl  has  launched  a  private-equity  firm,  Falfurrias 
Capital  Partners,  based  in  Charlotte,  N.C.,  just  like  BofA.  His 
partner  at  Falfurrias  is  BofA's  former  chief  financial  officer, 
Marc  Oken.  Like  McColl,  he  has  property  in  the  Falfurrias 
ranch  country  of  southern  Texas.  McColl  is  starting  his 
venture,  as  are  other  private  equity  funds,  to  invest  in  small 
banks:  community  institutions  that  are  fighting  the 
cutthroat  pricing  and  savvy  marketing  tactics  of  big  banks 
with  old-fashioned  service.  Funds  such  as  Belvedere  Capital  of 
San  Francisco  and  Resource  Financial  Institutions  Group  of  New 
York  are  expected  to  inject  these  players  with  fresh  capital. 

With  M&A  heating  up  in  the  banking  sector,  there  are  plenty 
of  deals  to  be  made.  So  far,  Falfurrias  has  raised  about  half  of 
the  $85  million  to  $100  million  if  s  seeking  from  investors  to 
use  starting  this  summer.  Says  Oken:  "We  won't  be  taking 
over  any  big  banks  at  that  level."  -Mara  Der  Hovanesian 
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GUY  TALK 

LIKE  CANDY, 
BUT  FOR 
DUDES 

IS  THERE  a  market  for  a 
DailyCandy  for  guys?  Since  its 
October  launch,  Thrillist,  a 
New  York-based  e-mail 
newsletter  about  gadgets, 
bars,  and  travel  for  young, 
urban,  affluent  men,  has 


attracted  15,000  subscribers 
to  its  local  edition.  It  just  got 
4,000  more  with  a  new 
national  edition.  Next  may  be 
Dallas  and  Los  Angeles 
versions.  "There  are  guys 
that  want  and  need  this 


BLOGSPOTTING 

POVERTY  LINES 

www.nextbillion.net 

»  WHY  READ  IT  Backed  by  the 
World  Resources  Institute,  it 
features  frank  debate  about 
investing  in  poor  economies. 

»  NOTABLE  POST  "Optimists 
often  cite  microfinance 
[lending]  as  a  'development 
success  story,'  but  realists 
know. . .  it  suffers  from  high 
interest,  misrepresentation  of 
repayment  rates,  poor  risk 
management,  and  insufficient 
scale ....  Similarly,  there's  a 
lot  of  talk  about  the  benefits 
of  computers,  PDAs,  cell 
phones,  the  Internet,  etc., 
when  it  comes  to 
development.  Take  off  the 
rose-colored  glasses, 
however,  and  you'll  notice 
a  slew  of  defunct 
telecenters...." 
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information,"  says  co- 
founder  Ben  Lerer.  "If  s  a 
neglected  demographic." 

Like  the  popular 
DailyCandy,  which  sends  chic 
shopping  newsletters  to 
young  women,  Thrillist  sells 
ad  space  on  its  e-mails,  which 
are  written  with  an  almost 
comical  swagger— high- 
lighting, for  instance,  "late- 
night  gorging"  destinations. 
Lerer  says  he  solicits  business 
advice  from  friends  at 
DailyCandy,  which  has  1.3 
million  subscribers  and  11 
regional  editions.  He  sees  just 
as  much  potential  in  Thrillist, 

JupiterResearch  media 
analyst  Barry  Parr  says 
figuring  out  what  men  want 
from  this  format  will  be 
tricky.  But  advertisers  such  as 
American  Apparel  are  paying 
about  $1,200  for  banners  and 
$12,000  for  separate  e-mails 
containing  only  their  ads.  If 
Thrillist  convinces  others  it  is 
the  next  DailyCandy,  more 
money  may  flow  in  soon. 

-Elizabeth  Woyke 


VERTICAL 
MARKETING 

IT  MAY  BE 

America's  next 
branding 
frontier.  Design 
Barcode,  a 
Tokyo-based 
company  that 
customizes  bar 
codes  for  Japanese  companies  such  as  WacoaL 
an  apparel  maker  (above),  has  teamed  with  a 
Seattle-based  distributor,  Pacarc,  to  take  its 
business  stateside.  James  Allard,  Pacarc's  co- 
founder,  says  Pacarc  is  already  in  serious  talks 
with  two  major  U.S.  consumer  product  compa- 
nies. Would  U.S.  consumers  notice  bar  codes 
with  logos  or  images?  Allard  says  a  trend  towarcj 
self-checkout  counters  will  put  millions  of  eye- 
balls on  the  codes,  letting  companies  "connect 
with  their  customers  on  a  daily  basis."  In  Japan1 
he  adds,  media  buzz  about  the  codes  gave 
companies  free  publicity.   -Lindsey  Gerdes 


CADILLAC  STS 

NICELY  EQUIPPED  AT  $44,035' 


PERFORMANCE-TUNED  WITH  AVAILABLE  AWD 
5-SPEED  AUTOMATIC  WITH  DRIVER  SHIFT  CONTROL 
KEYLESS  ACCESS  WITH  PUSH-BUTTON  START 
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SAY  WHAT? 


»Oticon's  Delta 
(actual  size) 


HIPPER 
HEARING  FOR 
BOOMERS 

A  hearing  aid  used  to  be  right 
up  there  with  dentures  as  an 
unwelcome  sign  of  aging.  But 
the  bulky  beige  devices  are 
yielding  to  sleek,  colorful 
ones  as  America's  baby 
boomers  become  part  of  the 
$3.5  billion  hearing  aid 
market.  Oticon,  based  in 
Denmark,  offers  the  Delta, 
designed  to  look  like  an 
electronic  gadget.  "We  tried 
to  make  it  cool,"  says  Gordon 
Wilson,  Oticon's  marketing 
vice-president.  The  aid 
(above)  has  a  stylish  behind- 
the-ear  amplifier  that  comes 
in  bold  colors.  Teresa  Clark,  a 
San  Mateo  (Calif.) 
audiologist,  says  she  has  sold 
about  20  of  the  aids  since 
their  debut  some  six  weeks 
ago.  They  sell  for  $1,700  to 
$3,000,  depending  on  the 
features.  GN  ReSound, 
another  design-conscious 
hearing  aid  maker,  also  based 
in  Denmark,  has  sold 
300,000  of  its  ReSoundAIRs 
since  their  launch  in  2003. 
Some  15%  of  America's 
77  million  boomers  have 
hearing  loss,  and,  says  Sergei 
Kochkin,  head  of  the  nonprofit 
Better  Hearing  Institute,  aids 
that  look  like  "a  cool  little 
consumer  electronics  device" 
fit  their  generation's  vigorous 
self-image.  -Louise  Lee 


LIFE  DIVIDEND 

THE  PAYOFF 
OF  A  CURE 
FOR  CANCER 

IT'S  NOT  NECESSARY  to  put  a 

dollar  amount  on  a  cure  for 
cancer  to  consider  it  a 
tremendous  medical  advance. 
But  two  economists  at  the 
University  of  Chicago's 
Graduate  School  of  Business 
have  tried  to  do  just  that, 
concluding  that  a  cure  for  the 
disease,  which  killed  more 
than  570,000  Americans  last 
year,  would  be  worth  about 
$50  trillion.  In  fact,  just  a  1% 
reduction  in  overall  cancer 
mortality  could  be  valued  at 
nearly  $500  billion,  they 
estimate. 

Kevin  Murphy  and  Robert 
Topel,  who  have  long  studied 
the  economics  of  health, 
calculated  the  return  on 
increasing  the  average 
American  life  span  by 
eradicating  the  disease.  Their 
study,  slated  to  appear  in  an 
upcoming  issue  of  the  Journal 
of  Political  Economy,  found 
that  the  value  of  such 
longevity  gains  would  far 


exceed  even  today's  rapidly 
rising  medical  expenditures. 
To  measure  the  economic 
benefit  of  longer  lives, 
Murphy  and  Topel  looked  at 
longevity  gains  made  in  the 
20  th  century,  during  which 
the  nation's  average  life 
expectancy  increased  by  30 
years,  to  age  78,  thanks 
largely  to  improved 
sanitation,  refrigeration,  and 
vaccination  measures.  Those 
additional  30  years  were 
worth  about  $1.2  million  per 
person,  the  study  concludes. 
And  the  improvements  in  life 
expectancy  from  1970  to 
2000  alone  (primarily 


through  medical  advances) 
added  $3.2  trillion  a  year  to 
the  economy.  The  two 
professors  came  up  with 
their  numbers  by  creating  a 
model  that  deducts  medical 
research  and  health- care 
expenditures  from 
productivity  and  other  gain; 

Total  health-related 
research  spending  in  the  UJ 
last  year  was  $28  billion. 

The  lesson  of  the  last  50 
years,  says  Murphy,  is  that  \ 
must  "address  the  issue  of 
research  that  will  continue  j 
extend  longevity  without 
breaking  the  bank." 

-Catherine  AnM 


BANNER  YEARS 

AS  COMPANIES  sink  more  than  $12.5  billion  into  all  types  of  online  ads 
banners  are  becoming  mini  Web  sites  within  sites.  Here's  how  those 
of  one  advertiser,  iN  DEMAND  Television  Networks,  have  evolved: 


1999 

$25,000* 


Most  like  a  print  ad 
Simple  graphics 
and  text. 


2001 

$15,000*         ± 

2003  Using  animation 

<ZOO  znn*  "ashes  through 

q>zz,Duu  eignt  images 


¥50,000* 
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Rich-media  technology  lets  viewers  select  from 
a  rotating  wheel  of  embedded  videos  and  use 
pull-down  menus  without  leaving  the  Web  page. 

'Estimated  cost  of  10  million  impressions  (viewings). 
Data:  Blattner  Brunner.  AgencyNet 


Keeping  up  with  new  customers. 

Kimberly-Clark  Corporation  is  home  to  some  of  the  world  s  most  trusted 
brands-like  HUGGIES'  and  KLEENEX.  With  operations  in  43  countries, 
the  company  needed  to  simplify  its  operations.  HP  Services  implemented 
a  standardized  IT  environment  running  on  HP  Integrity  servers  that  helped 
streamline  the  move  into  new  markets  and  speed  the  integration  of  disparate 
technology  into  their  operations. Today,  Kimberly-Clark  enjoys  a  41%  lower 
TCO  of  IT,  and  is  able  to  stay  ahead  of  its  customers. 

HP  Integrity  servers  |   HP  Services 


iv  -  company  product  anajfoi»Servi<£  names  aTid  symLj,  n    i iti-.rWM  hereinare  tradenracisj  and  are  the  property  of  their  respective  owners 
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I  love  my  virtual  life.  Yes, 
I  have  a  real  life,  too,  but 
I've  learned  to  balance 
with  one  foot  in  both 
dimensions." 


-Nickname:  Janara 
Apr.  23, 2006, 12:59  p.m. 


WHERE  DOES  THE  FIRST  LIFE  END 
AND  THE  SECOND  LIFE  BEGIN? 

"My  virtual  life,"  our  May  1  Cover  Story 
about  the  virtual  worlds  of  massive  multi- 
player  games,  among  them  Second  Life, 
drew  many  reader  comments  on  Business- 
Week.com.  Here  are  edited  excerpts  (posted 
by  nickname,  as  is  customary): 

"UNLIKE  IN  THE  CORPOREAL  world,  we 
can  make  of  our  second  lives  whatever  we 
choose."  So  do  we  just  give  up  on  making 
our  real  lives  worthwhile  and  crawl  into 
the  box  inside  our  homes?  What  happens 
when  we  have  to  interact  with  real  people 
during  the  day?  Do  we  know  how?  Is  this 
enhancing  our  lives  or  are  we  rotting 
away?  Entertainment  is  one  thing,  but 
some  people  are  choosing  this  as  their  life 
after  work.  How  about  building  up  the 
real  community  down  the  street  instead 
of  some  virtual  amphitheater?  I  hate  to 
sound  like  some  old  guy,  but  I  just  don't 
get  it. 

Nickname:  Rubba 
Apr.  21, 2006,  8:06  p.m. 

I'LL  DEFEND  VIRTUAL  LIFE.  I'm  dis- 
abled and  unable  to  partake  of  many  ac- 
tivities healthy  people  take  for  granted. 


Virtual  life  helps  relieve  the  boredom,  ti 
frustration,  of  getting  left  behind.  It's 
way  to  stimulate  my  creativity,  as  well 
to  indulge  myself  in  social  interaction.  B 
ing  a  senior  intensifies  the  experience . . 
I  love  my  virtual  life.  Yes,  I  have  a  real  li 
too,  but  I've  learned  to  balance  with  oil 
foot  in  both  dimensions. 

Nickname:  Janai 
Apr.  23, 2006, 12:59  p.. 

IT  SOUNDS  A  BIT  freaky  and  definite 
like  The  Matrixl  Will  there  be,  like,  virt 
ally  married  couples  next? 

Nickname: 
Apr.  25, 2006, 3:16  p. 

I  FAIL  TO  UNDERSTAND  why  the  peoji 
here  find  socializing  in  virtual  worlds  - 
be  inferior  to  socializing  in  the  aii 

around  you I  know  that  there's  mc 

to  do  in  SL  than  in  my  town. 

Nickname:  Anthony  Astur 
Apr.  25, 2006, 11:11  p.' 

BRILLIANT  ARTICLE  with  a  healthy  d(| 
of  both  wonder  and  suspicion.  I  recen 
joined  Second  Life  (after  overcomij 
some  skepticism),  and  now  my  son  an  J 
are  building  an  institute  for  advancl 
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an  integrated  wireless  network, 
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ReadersReport 


studies,  an  art  gallery,  and  a  conference 
center.  We  listen  to  music  and  go  to  clubs. 
We  fly  throughout  various  SIMs  together. 
Even  though  he  lives  3,000  [miles]  dis- 
tant in  this  world,  we  have  a  new  world  in 
which  to  share  and  collaborate.  This  op- 
portunity would  never  have  happened  if  it 
weren't  for  SL. 

Nickname:  Trevelian  Petrichor 
Apr.  26, 2006, 2:21  a.m. 

THE  MOST  PROVOCATIVE  aspect  of  this 
new  medium  is  how  it  will  have  an  im- 
pact on  advertising.  No  longer  do  those 
wanting  an  online  audience  with  a  par- 
ticular demographic  have  to  rely  on  not- 
so-loved  banner  ads.  Instead,  they  can 
work  with  the  virtual  world  to  integrate 
their  brand  into  the  world.  Whyville— a 
virtual  world  for  tweens— does  this  with 
organizations  ranging  from  Toyota  Motor 
Corp.  to  NASA  to  the  J.  Paul  Getty  Muse- 
um. In  all  instances,  the  virtual  world  is 
enriched  because  of  the  authentic  pres- 
ence of  the  "sponsor."  This  takes  adver- 
tising to  an  entirely  new  level. 

Nickname:  Jay 
Apr.  26, 2006, 3:03  a.m. 

I  LOVE  SL.  I  actually  met  my  boyfriend 

through  the  game.  We  are  married  in  the 

game  as  well  as  expecting  a  baby  in  SL. 

Nickname:  Betty 

Apr.  26, 2006, 2:34  p.m. 

I  AM  A  REAL-LIFE  victim  of  how  SL  love 
affairs  encroach  upon  real-life  (RL)  fami- 
ly units.  Granted,  many  may  say  that  per- 
haps our  20-plus-year  RL  relationship 
was  not  viable  in  the  first  place  if  an  SL  af- 
fair could  happen.  Or,  the  favorite  ...SL  is 
only  fantasy,  and  such  affairs  are  not  real. 
It  is  devastating  nonetheless  to  the  un- 
suspecting RL  spouse  who  always  had 
complete  trust  and  love  for  the  RL  part- 
ner. Confronted  by  the  choice,  my  RL 

spouse  chose  SL How  can  an  RL 

spouse  compete  with  an  SL  world  where 
every  emotional,  sexual,  visual,  creative, 
intellectual  need  can  be  satisfied? 

Nickname:  brokenheart 
Apr.  26, 2006,  8:03p.m. 

Yeah,  I  can  spend  all  day  behind  a  PC,  too. 
Actually  I  do  in  the  real  world  economy. 
Get  a  life! 

Nickname:  Diamon 
Apr.  29, 2006, 2:03  p.m. 

WHAT  YOU  PEOPLE  fail  to  grasp  is  the 
significance  of  nearly  a  quarter  million 
people,  most  of  whom  are  running  a  self- 
financed  experiment  in  social  capitalism. 
This  "game"  is  the  leading  edge  that  20 
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years  from  now  people  will  point  to  as  the 
beginning  of  the  blurred  [line]  that  for 
now  separates  our  First  Life  and  Second 
Life.  The  rules  that  will  govern  how  we  all 
function  and  interact  in  a  truly  global 
economy  without  borders  is  being  crafted 
at  Linden  Labs. 

Nickname:  Vanettda 
Apr.  29, 2006, 5:35  a.m. 

SHARING  A  CONSULTANT  DOESN'T 
MEAN  A  SHARED  STRATEGY 

"IN  TOUGH  HANDS  at  Allstate"  (Legal 
Affairs,  May  8)  misrepresents  a  relation- 
ship between  Fireman's  Fund  Insurance 
Co.  and  McKinsey  &  Co.  The  clear  impli- 
cation of  the  reference  was  that  McKin- 
sey was  providing  us  with  the  same  ad- 
vice on  claims  handling  that  it  allegedly 
provided  to  Allstate.  That  is  untrue.  As  a 
company  that  has  built  its  favorable  rep- 
utation by  working  diligently  to  achieve 
outstanding  claims  performance— in- 
cluding our  response  to  the  recent  Hur- 
ricane Katrina  disaster— we  feel  a  "box- 
ing gloves"  approach  is  bad  for 
business.  Rather,  143  years  of  experience 
tells  us  that  dealing  with  customers  fair- 
ly and  compassionately  is  essential  to 
building  the  loyalty  and  trust  upon 
which  our  success  depends. 

-Paul  Stachura,  Chief  Claims  Officer 

Fireman's  Fund  Insurance  Co. 

Novato,  Calif. 

THE  NITTY-GRITTY  ON  MEDICARE'S 
PRESCRIPTION  DRUG  PLAN 

"MEDICARE  SURPRISE"  (News:  Analysis 
&  Commentary,  May  1)  states:  "Once  sen- 
iors spend  $2,250  for  prescription  drugs 
under  Medicare's  new  Part  D  insurance 
this  year,  they'll  have  to  pay  the  next 
$2,850  out  of  their  own  pocket."  In  fact, 
that  $2,250  is  the  sum  of  what  the  senior 
spends  and  what  the  pharmacy  spends 
for  the  drugs.  One  plan  I  talked  to  re- 
garding how  to  estimate  this  cost  said  to 
multiply  my  costs  by  a  factor  of  three— 
when  I  spend  $750  out-of-pocket,  I  will 
enter  the  "doughnut  hole." 

-Donald  Howell 
La  Verne,  Calif. 

THE  EXISTENCE  of  the  hole  in 
Medicare  Part  D  was  explained  in  every 
possible  way.  Your  article  should  have 
said  that.  Instead,  you  imply  that  the 
program  has  failed  to  do  what  it  said  it 
would  do.  We  are  just  coming  out  of  that 
annual  hole,  but  overall  the  program  is 
great  for  us,  compared  with  anything 
available  before. 

-Leslie  Follett 
Bountiful,  Utah 


BEFORE  COMPUTERWORLD, 

THERE  WAS  DATAMATION 
RE  "INSIGHTS  FOR  dummies"  (Voice 
of  Innovation,  May  1)  on  Patrick  J.  Mc 
Govern:  I  must  challenge  the  assertioi 
that  McGovern's  creation,  Computer 
world,  was  the  "first  trade  journal  fo 
tech  types."  That  distinction  may  insteai 
belong  to  Datamation,  a  magazine  I  hai 
the  privilege  to  serve  as  editor-in-chief  c 
in  the  early  1990s.  Datamation  wa 
founded  in  1957,  a  full  10  years  befor 
Computerworld. 

Unfortunately,    Datamation    ceasei 

publication  in  the  late  1990s.  But  it  con 

tinues  today  as  a  Web  site  published  b 

Jupitermedia  Corp.  If  Datamation  ha 

had  the  steady  vision  and  firm  hand  of 

Patrick  McGovern,  today  it,  too,  would  b 

enjoying  its  place  in  publishing  history. 

-David  Brousell,  Editor-in-Chu 

Managing  Automatio 

New  Yor 


CORRECTIONS  &  CLARIFICATIONS 

In  "A  body  blow  to  illegal  labor?"  (Social 
Issues,  Mar.  27),  we  wrote  that  Bubba's 
Pawn  Shop  had  closed.  In  fact,  it  relocated 
to  a  different  spot  in  Calhoun,  Ga. 

In  "Real  skin  in  the  (ad)  game"  (Up  Front, 
May  1),  Haggar  Clothing  Co.  Chief  Marketing 
Officer  Stephen  Croncota  was  quoted 
saying  about  ad  agency  Crispin  Porter  + 
Bogusky,  "I  love  that  they  aren't  part  of  the 
fashion  agency  mafia."  Croncota  contends 
that  he  did  not  use  the  word  "mafia." 

"Will  Praecis  announce  a  lucrative  deal?" 
(Inside  Wall  Street,  May  15)  stated  that 
Praecis  Pharmaceuticals'  Plenaxis  is  on  the 
market  in  Germany.  It  has  been  approved, 
but  Praecis  has  no  plans  to  market  it  there. 
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We  prefer  to  receive  letters  via  e-mail,  without 
attachments.  Writers  should  disclose  any  connection  or 
relationship  with  the  subject  of  their  comments.  All  lette 
must  include  an  address  and  daytime  and  evening  phon 
numbers.  We  reserve  the  right  to  edit  letters  for  clarity  ai 
space  and  to  use  them  in  all  electronic  and  print  edition: 
E-mail:  bwreader@businessweek.com 
Fax:  (212)  512-6458 
Mail:  BusinessWeek  Readers  Report,  1221  Avenue  of  the 
Americas,  43rd  floor,  New  York,  NY  10020 
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Hello  Again,  Speech  Recognition 

Back  in  the  bubbly  1990s,  many  folks  in  and  out  of  the  tech  industry 
believed  they  would  soon  be  controlling  their  computers  simply  by  talking 
to  them.  This  never  happened,  of  course,  but  when  the  hype  died,  the 
research  work  went  on  and  great  progress  was  made.  Speech  may  now  be 
poised  for  a  comeback  on  PCs  and,  even  more  so,  on  handheld  devices. 


I  recently  spent  a  day  at  IBM's 
Thomas  J.  Watson  Research  Center  in 
Yorktown  Heights,  N.Y.,  catching  up  on 
the  progress  in  speech  recognition, 
computer  synthesized  speech,  and  au- 
tomatic translation.  Since  the  mid- 
1990s,  speech  recognition  programs 
have  helped  the  relatively  small  group 
of  PC  users  who  can't  manage  a  key- 
board. You  can  still  buy  several  versions 
of  IBM  ViaVoice  from  about  $75  or 
Dragon  NaturallySpeaking  from 
Nuance  Communications  for  $150  and 
up,  but  PC-based  speech  recognition  has  never  outgrown  its 
niche  status.  That's  because  it  takes  lots  of  practice  to  reach 
the  point  where  the  computer  recognizes  95%  of  what  you 
say— which  means  one  error  in  every  20  words.  For  most  peo- 
ple, typing  is  far  more  efficient. 

Speech  recognition  in  call  centers  is  a  different  story.  Many 
have  replaced  those  horrid  "press  1  for  English"  automated 
response  systems  with  more  user-friendly  voice  recognition. 
This  shows  that  a  technology  doesn't  have  to  be  perfect  to 
please  customers,  just  less  annoying  than  what  it  replaces. 
The  real  progress  has  been  in  the  quality  of  the  synthesized 
responses.  In  the  best  samples  that  I  heard  at  Watson,  cyber- 
voices  could  almost  be  mistaken  for  a  real  human. 

LOOK  FOR  VOICE  TECHNOLOGY  TO  BECOME  a  lot  more  common 
in  cars,  where  hands-free  operation  of  everything  but  the  car 
itself  can  be  a  real  safety  plus.  My  favorite  system  is  in  the 
Acura  TL,  where  the  driver  can  control  the  navigation, 
climate-control,  and  audio  systems,  as  well  as  a  Bluetooth- 
equipped  phone,  just  by  speaking.  Most  luxury  cars  now  have 
some  sort  of  voice-control  system,  and  this  should  move 
rapidly  into  the  mass  market  over  the  next  couple  of  years. 
Speech  recognition  became  more  accurate  as  computer 
scientists  found  ways  for  software  to  grasp  some  of  the 
meaning  of  language,  so  that  it  could  put  individual  words  in 
context.  That  same  understanding  is  being  extended,  though 
not  without  difficulty,  from  simple  recognition  to 
simultaneous  translation.  One  approach  is  a  medical 
translation  system  that,  in  the  prototype  I  saw,  would  allow  a 


Chinese-speaking  patient  to  discuss 
symptoms  and  treatment  options  in 
some  detail  with  an  English-speaking 
doctor.  The  translations  into  English, 
both  spoken  and  written,  are  a  bit 
stilted  but  easily  comprehensible. 

Given  the  scarcity  of  human 
interpreters,  fast  machine  translation  is 
a  hot  topic  in  both  academia  and 
industry.  Watson  researchers  showed  a 
demo  that  takes  a  foreign  language 
television  feed  (from  Al  Jazeera,  in  this 
case)  and  translates  it  in  real 
time.  This  is  much  harder  than 
the  medical  translation  because 
the  subject  matter  is  unrestricted: 
and  the  syntax  is  far  more 
complex  than  "Where  does  it 
hurt?"  The  output  is  just  good 
enough  to  give  you  a  sense  of 
what  is  being  said  and  can  be 
used  to  determine  what  parts  of  J 
broadcast  are  worth  the  attentior 
of  a  human  translator. 

While  dictation  is  never  likely 
to  become  the  dominant  method 
for  entering  text  on  PCs  (keyboards  simply  work  too  well  to  b 
displaced),  applications  such  as  translation  could  give  speech 
technology  a  big  boost  on  laptops  and  desktops.  Plus, 
recognition  software  is  becoming  more  efficient,  and 
handheld  devices  are  acquiring  greater  processing  power.  Th 
combination  should  soon  make  recognition  practical  on  your 
Palm  or  BlackBerry,  where  data  entry  remains  a  challenge. 
Speech  has  been  flying  below  the  radar  for  quite  a  while, 
promising  more  than  it  delivers.  This  next  wave  of  tools  coulc 
make  devices  easier  to  use  and  users  more  productive.  ■ 

E-mail:  techandyou@businessweek.coi 
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For  past  columns  and  online-only  reviews, 
go  to  Technology  &  You  at  businessweek.com/go/techmaven/ 
To  hear  Steve  Wildstrom's  podcast  on  his  latest  column,  go  to 
www/businessweek.com/search/podcasting.htm 
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with  the  amount  of  money  wasted  by 
non-AMD  powered  servers. 


You  probably  know  how  much  your  servers  cost  But  do  you  have  any  idea  of  how  much  the/re  costing 
you?  Every  second,  every  day,  every  year;  millions  of  dollars  are  being  wasted  running  power  hungry 
servers. That's  your  profrt  that's  vanishing.  AMD  Opteron™  processor-based  servers,  on  the  other  hand, 
are  designed  to  run  efficiently,  run  cool,  and  thanks  to  dual-core  technology  deliver  great  performance.' 
They  not  only  run  fast,  but  may  help  keep  you  running  in  the  blackTo  learn  more  about  the  power  of 
AMD  Opteron™  processors,  and  the  power  of  cool  ^  visit  www.amd.com/lessmoney 
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Ted's  Excellent  Adventure 

"If  I  only  had  a  little  humility,  I  would  be  perfect."  Ted  Turner  always 
managed  to  give  us  good  quote.  For  that  alone,  we  will  miss  the  outrageous 
from  Captain  Courageous,  as  he  became  known  for  his  yachting  prowess. 
On  May  19,  Robert  Edward  Turner  III  bids  adieu  to  the  media  world  when 
he  steps  off  the  Time  Warner  Inc.  board  at  the  company's  annual  meeting  in 


TURNER 

,1„  Un"l- 


Atlanta.  Except  for  his  remaining  33  million 
Time  Warner  shares,  Turner's  resignation  will 
sever  his  ties  to  the  media  industry,  ending  a 
prolific  career  that  began  in  1961  when  the 
Brown  University  dropout  joined  his  father's 
billboard  business. 

Even  though  Turner  has  been  relegated  to 
background  status  these  past  years,  his 
footprints  are  all  over  the  media  landscape.  A 
complicated  mix  of  arrogance 
and  vulnerability,  Turner  is  one      JULY  17, 1989 
of  the  rare  visionaries,  like  his 
arch-nemesis  Rupert  Murdoch,  who  trusts  his 
gut  over  financial  models.  He  was  the  first  to  see 
the  potential  of  satellites  to  beam  programming 
across  the  country.  In  1976  he  took  local  Adanta 
UHF  Channel  17  and  transformed  it  into  a 
"superstation."  Where  would  TV's  heavyweight, 
ESPN,  be  today  without  that  first  bold  stroke? 

Turner  also  hit  on  the  concept  of  dual  revenue  streams  for 
cable,  taking  the  ad-supported  broadcast  model  and  adding 
to  it  new  revenues  from  distribution  fees.  How  much  extra 
value  has  that  created  for  programmers  over  the  decades?  In 
doing  so,  Turner  helped  turn  once-backwater  cable  into  a 
viable  alternative  to  the  Big  Three  networks.  Cable  pioneer 
John  Malone  may  have  coined  the  phrase  "500-channel 
universe,"  but  Turner  helped  make  it  a  reality.  And  though 
Turner  may  not  have  fully  grasped  the  Internet's  potential,  he 
warmed  up  consumers  to  the  idea  of  on-demand  service.  His 
24/7  news  channel  CNN,  launched  in  1980,  essentially  took 
folks  off  prescheduled  time  grids.  "This  was  such  an 
important  step.. .toward  being  able  to  [give  consumers] 
random  access,"  says  his  old  friend  Malone.  "That  was  always 
the  ultimate  goal  for  all  of  us." 

TODAY  A  NEW  GENERATION  has  built  cable  empires  using  lessons 
from  the  maverick.  "Every  once  in  a  while  super-personalities 
come  along,  with  their  flaws  for  all  die  world  to  see,  who  do 
larger-than-life-work,"  says  Brian  Roberts,  CEO  of  Comcast,  the 
No.  1  U.S.  cable  operator,  and  a  ont.  ti  me  Turner  Broadcasting 
board  member.  Roberts,  who  holds  an  undergraduate  degree 
from  Wharton,  says  his  experience  with  Turner,  especially  on 
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board  trips  to  Russia  and  Cuba,  was  "my  MBA." 
When  it  comes  to  moguldom,  Turner  is  retir- 
ing early  at  67  (consider  that  Murdoch  is  75  and 
Sumner  Redstone  a  mere  82).  But  it  could  be 
that  Turner  is  just  tired  of  the  game.  Three  year! 
ago  he  lost  the  tide  of  vice-chairman  at  Time 
Warner,  and  the  board's  decision  in  February  to 
i    sell  his  Turner  South  sports  network  to 
Murdoch  was  the  final  straw,  friends  say. 
Living  large  for  so  long  can  wear  you  out.  And 
how  many  media  acts  can  you  have? 
Remember,  this  was  an  executive  who  almost! 
I       lost  it  all  in  the  late  1980s,  paying  too  much 
1       for  MGM's  film  library  before  salvaging  his 
I       company  thanks  to  a  bailout  by  fellow  cable 
*      operators,  including  Malone's  TCI. 

Now  Turner  says  he  wants  to  devote  time 
to  his  bison  burger  restaurant 
chain,  Ted's  Montana  Grill, 
including  an  outiet  set  to  open 
later  this  year  in  Time  Warner's 
Time-Life  building  in  New  York 
Mainly,  though,  he's  a 
philanthropist— he  pledged 
$1  billion  to  the  United  Nations 
in  1997.  Murdoch  may  be  the 
most  global  media  boss,  but 
^^^^^^^™  Turner  truly  embraced  inter- 

national issues.  CNN's  coverage 
of  far-flung  wars,  famines,  and  natural  disasters  helped  to  mak 
the  world  a  smaller  place.  "The  other  guys  focus  on  their  globs 
businesses,"  says  Brad  Siegel,  vice-chairman  of  the  Gospel 
Music  Channel,  who  worked  for  Turner  for  a  decade.  "Ted's 
world  interests  are  far  more  broad.  He  wants  to  make  sure  it  it 
secure,  clean,  and  that  it  doesn't  get  blown  up." 

In  an  era  of  scripted,  Sarbanes-Oxley-cautious  executives, 
the  media  business  won't  be  as  much  fun  without  Ted  and  his 
wicked  tongue.  "He  provided  the  core  humor  for  our  industry 
for  years,"  says  Malone.  Not  to  mention  the  core  concept.  ■ 


CNN  freed 
viewers  from 
the  tyranny  of 
network  time 
schedules 
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Jon  Fine  is  on  vacation.  His  blog  on  media 
and  advertising  is  at  businesweek.com/innovate/FineOnMedia 
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leady  for  an  upgrade?  Fidelity  gives  you  what  you  need  to  trade  like  a  pro  for  less.  Powerful  tools  that  let 
ou  test  and  hone  your  trading  strategies.  More  free  third-party  research.  Dedicated  trading  specialists  to 
ive  you  the  support  you  need.  Maybe  that's  why  we  were  recently  awarded  the  Keynote  #1  Discount  Broker 
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idelity  Active  Trader  Services.  Power.  Price.  Service.  No  compromises? 


O    Call  a  trading  specialist  today. 
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Smart  move! 


Fidelity  was  the  top-ranked  broker  in  the  Keynote  Q1  2006  Discount  Broker  Scorecard,  which  compared  the  online  products  and  service  of  14 

brokerage  firms  across  a  broad  range  of  categories,  including  functionality,  ease  of  use,  privacy  and  security,  quality,  and  availability. 

Active  Trader  Services  available  to  investors  in  households  annually  making  120+  stock,  bond,  or  options  trades  and  maintaining  $25K 

in  assets  across  eligible  Fidelity  brokerage  accounts. 

Schwab  pricing  based  on  making  30+  household  trades  per  quarter  or  120+  trades  per  year. 

E*Trade  pricing  based  on  making  30  to  149  stock  or  options  trades  per  quarter  More  trading  may  result  in  lower  commission  rates. 

Margin  trading  entails  greater  risk,  including  but  not  limited  to  risk  of  loss  (losing  more  funds  than  you  deposit)  and  incurrence  of  margin 

interest  debt,  and  is  not  suitable  for  all  investors.  Please  assess  your  financial  circumstances  and  risk  tolerance  prior  to  trading  on  margin. 

Margin  rates  are  not  guaranteed  and  are  subject  to  change  without  prior  notification.  Fidelity  margin  credit  is  extended  by  National  Financial 

Services,  Member  NYSE,  SIPC,  a  Fidelity  Investments  company.  Competitor  rates  and  eligibility  may  vary  at  higher  margin  balances,  but  rates 

are  not  less  than  6.74%. 

System  availability  and  response  time  may  be  subject  to  market  conditions. 

idelity  Brokerage  Services,  Member  NYSE,  SIPC  424346 
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Why  are  our  customers  so  passionate  about  their  enterprise  software? 

Because  we  designed  it  just  for  them. 

We  focus  on  delivering  solutions  to  the  manufacturing  and  distribution  industries. 
Whether  it  is  ERP  or  supply  chain  solutions,  we  are  experts  in  solving  the  essential 
challenges  our  customers  face  everyday  -  we  know  their  business,  speak  their  lan- 
guage and  maka  promises  we  can  keep. 


focus  on  essentials 


Our  customers  love  us  and  it  shows.      1 .866.244.5479 
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^Vhat  Could  Spoil  the  Fed's 
Slowdown  Scenario 

urprisingly  strong  growth  may  make  it  hard  to  forestall  a  June  rate  hike 


U.S.  ECONOMY 


Investors  are  betting  heavily  on  the  Federal 
eserve's  forecast  of  slower  growth,  tame  inflation,  and  less  pressure 
11  the  labor  markets  and  production  capacity.  But  the  real  question 
tvestors  should  be  asking  is:  How  much  faith  does  the  Fed  put  in  its 
wn  projections?  Back  in  February,  the  Fed  expected  the  economy  to 


>w  about  3-5%  this  year,  with  core  inflation  holding  at 
i  and  the  unemployment  rate  ending  the  year  between 
'5%  and  5%.  If  the  Fed  believes  those  numbers,  then 
l  quarter-point  hike  in  its  target  rate,  to  5%,  on  May  10 
ght  be  the  last  for  a  while. 

The  trouble  is,  there's  not  much  evidence  that  the  Fed's 
ecast  is  playing  out  the  way  policymakers  would  like, 
e  latest  reports  from  the  labor  markets  show  why. 
/roll  gains  in  April  did  seem  to  cool,  but  jobs  are  still 
jwing  fast  enough  to  push  the  unemployment  rate 
ver  and  keep  upward  pressure  on  wage  growth. 
Plus,  the  recent  trend  in  productivity  growth  has 
wed,  meaning  that  more  rapid  wage  growth  is  pushing 
unit  labor  costs.  Faster  unit  costs,  along  with  higher 
arges  for  energy  and  materials,  are  giving  companies  a 
ison  to  raise  prices,  and  they  appear  to  be  having  some 
:cess.  Despite  increased  costs,  first-quarter  profits,  even 
tside  the  energy  sector,  look  very  healthy. 
Second-quarter  economic  growth  will  not  keep  up  with 
I  first  quarter's  rapid  clip  of  nearly  5%,  but  the  March 
d  April  data  show  plenty  of  momentum.  Outside  of 
yrolls,  all  the  other  April  labor  market  indicators  look 
;tty  warm,  including  wage  growth,  which  was  red-hot 
tart).  The  job  numbers  also  imply  that  industrial 
tput  continues  to  accelerate,  far  outstripping  the 
iwth  in  production  capacity.  All  in  all,  it's  a  pattern  that 
es  not  instill  much  confidence  that  inflation  will  stay 
tiign  and  that  the  Fed  will  be  able  to  pause  in  June. 
After  its  May  10  hike,  the  Fed's  post-meeting  statement 
peared  to  be  crafted  in  a  way  to  give  policymakers 
tximum  flexibility.  The  Fed  put  the  possibility  of  a 
use  on  the  table,  while  saying  subsequent  policy 
cisions  would  depend  on  how  the  data  behave.  But  the 
mbers  so  far,  especially  those  from  the  labor  markets, 
ike  it  hard  to  rule  out  a  June  hike. 

ART  WITH  THE  APRIL  employment  report.  On  the 
rface,  it  offered  conflicting  signals.  The  138,000  gain  in 
yrolls  was  weaker  than  expected,  suggesting  the  slower 
Dwth  scenario.  But  other  key  readings  from  the  report 
)k  strong,  including  big  gains  in  overall  hours  worked 
d  average  hourly  pay. 
The  small  payroll  gain  appears  to  be  the  anomaly.  The 


softness  was  concentrated  in  the  service-producing 
sector,  including  an  unusually  large  36,000  drop  among 
retail  businesses.  That  decline  followed  a  singularly  large 
advance  in  March,  and  it  doesn't  square  with  widespread 
reports  of  strong  April  retail  sales.  The  drop  might  be 
related  to  the  timing  of  Easter  and  its  effect  on  the  way 
the  government  adjusts  its  raw  data  for  seasonal 

employment  variations. 


PAY  PACKETS  ARE 
GETTING  FATTER 


PERCENT  CHANGE  FROM  A  YEAR  AGO 
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Data:  Labor  Dept,  Global  Insight  Inc. 


More  important,  the 
April  increase  in  private 
service  sector  jobs  of  only 
94,000,  vs.  a  much 
stronger  average  monthly 
gain  of  nearly  150,000  in 
the  previous  six  months, 
is  at  odds  with  other 
positive  April  readings 
from  the  service  sector. 
Notably,  the  Institute  for 
Supply  Management's 
index  of  business  activity 
among  nonmanufacturers,  mostly  service  producers,  rose 
strongly  last  month,  far  exceeding  its  first-quarter 
average.  Also,  the  ism's  index  for  service  sector 
employment  rose  to  a  level  consistent  with  solid  job 
growth.  Consequently,  the  tepid  April  rise  in  service 
payrolls  does  not  seem  to  be  the  start  of  a  slowing  trend. 

THE  REST  OF  THE  JOB  REPORT  showed  plenty  of 

strength.  The  April  unemployment  rate  remained  at  a  low 
4.7%,  and  overall  hours  worked,  comprising  both 
employment  and  the  workweek,  rose  0.5%  from  March, 
the  largest  increase  since  last  summer.  So  far  this  year, 
total  work  time  is  climbing  at  a  3.5%  annual  rate,  the 
fastest  four-month  growth  in  two  years.  The  big  advance 
in  April  puts  hours  worked  in  the  second  quarter  on  a 
pace  to  exceed  the  3%  rise  in  the  first  quarter.  That/ s  a 
strong  sign  that  the  economy  is  retaining  some  of  its  first- 
quarter  pizzazz. 

The  forward  thrust  in  manufacturing  is  especially 
clear.  Factories  added  19,000  workers  to  their  payrolls  in 
April,  the  largest  monthly  gain  in  two  years.  That  means 
second-quarter  factory  output  shows  little  sign  of  slowing 
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from  its  5.8%  growth  rate  in  the  first  quarter.  Strong 
factory  output  is  placing  increasing  demands  on 
production  capacity.  Over  the  past  year,  manufacturing 
output  has  grown  at  twice  the  rate  that  new  production 
capacity  is  being  put  in  place.  The  utilization  rate  is 
already  above  its  long-run  average,  a  level  that  can  often 
create  tight  market  conditions  and  higher  prices. 

SO  FAR,  THE  POTENTIAL  inflation  pressures  from  tight 
labor  markets  have  not  been  worrisome.  But  that  may  be 
changing.  April  hourly  earnings  of  production  and 
nonsupervisory  workers,  which  make  up  about  80%  of 
private-sector  payrolls,  jumped  a  sharp  0.5%  from  March, 
and  over  the  past  year  pay  has  grown  3.8%,  the  fastest 
yearly  advance  in  five  years.  The  pace  is  accelerating.  So 
far  this  year  the  annual  growth  rate  of  hourly  pay  has 
clocked  in  at  4.8%,  the  most  rapid  four-month  clip  since 
1997,  led  by  strong  growth  in  service  sector  pay. 

The  pickup  in  pay  is  a  key  reason  why  households 
continue  to  spend,  despite  the  runup  in  gasoline  prices. 
The  underlying  momentum  of  income  growth  is  evident 
in  a  gauge  based  on  the  product  of  overall  hours  worked 
and  hourly  pay.  This  proxy  for  wage  and  salary  income  in 
April,  to  be  reported  later  this  month,  rose  a  steep  1% 
from  March,  and  the  yearly  growth  rate,  at  6.3%  last 
month,  continues  to  speed  up.  Consumer  spending  this 
quarter  is  sure  to  ease  from  its  robust  5.5%  annual  rate  in 
the  first  quarter,  but  labor  markets  continue  to  provide 
ample  support  to  basic  household  income. 

Of  course,  pay  gains  are  not  inflationary  as  long  as 
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productivity  is  growing  fast  enough  to  offset  upward 
pressure  on  unit  labor  costs.  But  that's  the  crucial 
question.  Productivity  growth  in  the  first  quarter, 
measured  as  output  per  hour  worked,  rebounded  to  a 
3.2%  annual  rate  after  declining  0.3%  in  the  fourth 
quarter.  But  over  the  past  two  quarters,  the  wages, 

salaries,  and  benefits  paic 


WAGE  GAINS  INFLATE 
PRODUCTION  COSTS 


PERCENT  CHANGE  FROM  PRIOR 
QUARTER,  ANNUAL  RATE 


to  workers  have  increase* 
well  faster  than 
productivity  (chart). 
First-quarter 
compensation  grew  at  a 
5.7%  annual  rate. 

Even  if  the  Fed's 
forecast  of  3.5% 
economic  growth  is  on 
target,  pressure  on  wage; 
isn't  guaranteed  to  ease. 
Last  year  the  economy 
expanded  3.2%,  and  the 
unemployment  rate  fell  by  half  a  percentage  point.  If  tha 
pattern  holds,  the  jobless  rate  could  decline  to  4.4%  by 
the  end  of  2006,  well  below  the  4.75%  low  end  of  the 
Fed's  expectation.  Moreover,  core  inflation  so  far  this  yea< 
is  running  at  a  2.5%  annual  rate,  a  half-point  above  the 
Fed's  projection. 

For  now,  investors  would  be  wise  to  assume  that  the 
Fed's  forecast  is  wrong  until  proven  right.  If  the  Fed  has 
the  same  view,  then  a  June  rate  increase  may  not  be  out 
of  the  question.  II 


Data:  Labor  Dept.,  Global  Insight  Inc. 


Heavy  Fallout  From  a  Weaker  Greenback 


THE  U.S.  DOLLAR  has  taken  a 
beating  in  the  past  few  weeks.  Since 
early  April  it  has  fallen  5%  against  a 
basket  of  major  currencies,  to  a  12- 
month  low  vs.  the  euro  and  an  eight- 
month  low  vs.  the  yen.  The  decline 
mainly  reflects  a  realignment  of 
global  interest  rates,  which  is  making 
non-dollar  assets  more  attractive.  The 
slide,  if  it  continues,  could  seriously 
complicate  Fed  policy. 

The  Fed's  May  10 
policy  statement 
clearly  opened  the 
possibility  that, 
economic  data 
permitting,  it  wii] 
soon  end  its  two-year 
string  of  rate  hikes. 
The  expected  pause  is 
likely  to  come  just  as 
rates  in  the  euro  zone 
and  Japan  rise.  At  its 
May  4  policy  meeting, 
the  European  Central 


THE  DOLLAR  BEATS 

A  HASTY  RETREAT 


Bank  held  rates  steady  but  indicated 
more  hikes  are  likely,  and  economists 
expect  the  Bank  of  Japan  to  end  its 
0%  interest  rate  policy  this  summer. 
As  spreads  between  U.S.  and  foreign 
rates  narrow,  demand  for  the  dollar 
could  weaken. 

A  falling  greenback  could  trigger 
extra  inflation  pressures  by  making 
imports  costlier  and  giving  U.S. 
companies  room  to  raise  prices. 

While  a  28%  drop  in 
the  dollar  vs.  the 
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major  currencies 
between  2002  and 
2004  had  a  limited 
impact  on  prices,  this 
time  might  be 
different. 

For  starters,  the 
global  economy  is 
expected  to  grow  by 
nearly  5%  this  year, 
after  three  years  of 
more  than  4% 


growth.  This  is  gobbling  up  the  idle 
production  and  labor  capacity  that 
had  kept  a  lid  on  inflation.  Tighter 
labor  markets,  along  with  costlier 
energy,  also  have  altered  inflation 
expectations,  which  can  open  the 
door  for  price  increases.  April  data 
from  the  University  of  Michigan  sh< 
that  inflation  expectations  for  the 
next  year  jumped  to  3-3%,  up  from 
3%  in  March. 

What's  more,  the  latest  dollar  drc 
has  been  rapid.  "A  faster  decline, 
especially  if  producer  and  investors 
are  unhedged,  could  catch  them  off 
guard  and  promote  pricing  power," 
says  Morgan  Stanley  chief  U.S. 
economist  Richard  Berner  in  a  Maj 
research  note.  If  the  dollar  keeps 
falling  at  this  pace,  it  could  force  th 
Fed  to  lift  rates  at  a  time  when 
domestic  issues,  such  as  the  housir 
slowdown,  would  otherwise  dictate 
holding  rates  steady.  II 

-By James  Mehring  in  New  I  \ 


Health  care  costs  have  you  burning  the  midnight  oil? 

Rising  health  care  costs  rank  as  the  top  concern  of  today's  CFO's*  -  so  it's  no  wonder  some  are 
losing  sleep  trying  to  find  solutions.  But  what  keeps  you  up  at  night  keeps  us  accountable. 
■  We're  UnitedHealthcare,  a  national  health  care  company  dedicated  to  tailoring  high  quality, 
affordable  health  benefit  solutions  that  work  for  your  company.  Here's  how: 

^  Simply  Accountable5"1  -  provides  up  to  30%  guaranteed  health  care  cost  savings  for 
new  self-funded  customers 

^  Definite  HSAs  and  HRAs  -  give  your  employees  control  over  their  health  and  health 
care  spending  with  our  industry-leading,  cost-effective  consumer-driven  plans 

^  Packaged  SavingsSM  -  save  on  combined  dental,  vision,  life  or  disability  plans  -  and 
simplify  your  administrative  workload 

^  Total  Affordability  Management™  -  take  advantage  of  our  unique  approach  to  working 
with  physicians,  hospitals  and  consumers  to  optimize  health  care  quality  and  affordability 

We're  UnitedHealthcare,  and  we're  a  health  care  company  you  can  hold  accountable  for 
building  strategies  to  help  you  succeed...  not  lose  sleep. 


Stop  pacing  the  floor  -  to  learn  more  about  our  innovative  products  and  programs,  contact 
your  broker  or  consultant  today,  or  visit  www.uhc-accountable.com/bw 
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UnitedHealthcare* 


It  just  makes  sense.' 


rsity/CFO  Business  Outlook  Survey  results  published  in  CFO.  January  2006  Administrative  services  to  self-funded  plans  provided  by  United  HealthCare  Insurance  Company  or  United  HealthCare  Service  LLC  Insurance  coverage  provided  by  or  through  United  HealthCare 

Company,  United  HealthCare  Insurance  Company  of  New  York,  or  their  affiliates  Specialty  products  may  not  be  available  in  all  states  or  for  all  group  sizes-  Packaged  Savings  program  may  not  be  available  in  all  states.  Simply  Accountable  is  a  performance  guarantee  of  savings 
le  expected  claims  during  the  first  contract  year  as  projected  from  claims  experience  and  estimated  trend  The  products  and  services  selected  will  affect  the  amount  of  savings  possible  UnitedHealthcare's  Definily  Health  Savings  Account  high  deductible  medical  plan  (Definily 
plies  with  IRS  requirements  and  allows  eligible  enrollees  to  open  a  Health  Savings  Account  with  a  bank  of  their  choice.  "Definity  HSA"  refers  generally  to  the  product  that  includes  a  HDHR  although  in  some  cases  "Definity  HSA"  may  refer  only  to  the  Health  Savings  Account 
UnitedHealthcare's  Definity  Health  Reimbursement  Account.  (Definity  HRA],  combines  a  medical  benefit  plan  with  an  employer-funded  account.  ©2006  United  HealthCare  Services,  Inc. 
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Bllffett'S  CirCUS  Devotees 
of  Warren  Buffett  descended 
on  Omaha  once  again  to 
seek  the  Sage's  insight— on 
everything  from  investment 
strategy  to  global  warm- 
ing—at Berkshire  Hathaway's 
annual  meeting  on  May  6 
(right).  The  75-year-old  CEO 
and  chairman  quieted  some 
of  the  intense  acquisition 
buzz  when  he  said  the  night 
before  that  the  insurer  was 
buying  80%  of  Iscar  Metal- 
working,  an  Israeli  company, 
for  $4  billion.  With  $43  bil- 
lion in  its  piggybank,  Berk- 
shire is  eager  to  buy  more.  Buffett  as  usual  dropped  only 
cryptic  hints,  alluding  to  a  $15  billion  deal  as  a  "remote" 
possibility. 

Buffett  is  still  bearish  on  the  U.S.  dollar  because  of  the 
escalating  current-account  deficit.  But  he's  moving  away 
from  foreign  currency  derivatives,  a  pricey  strategy  right 
now.  Instead  he's  looking  to  "develop  earnings  power  in 
other  currencies  around  the  world,"  whether  by  buying 
stocks  or  businesses  outright.  Of  course,  his  shareholders 
are  counting  on  him  to  boost  their  earning  power  at  home. 
See  "Under  Warren  Bujfetfs  big  top," 
www.businessweek.com/go/tbw 


Rate  Hike  Ho.  16  The  sun  rose  in  the  east,  the  tides  flowed 
in  and  out,  and  the  Federal  Open  Market  Committee  raised  rates 
for  the  16th  time  in  a  row,  to  5%— all  equally  surprising.  Ben 
Bernanke's  Fed  had  telegraphed  the  May  10  move,  and  now 
the  real  guessing  game  intensifies  over  when  the  long  rate- 
hiking  streak  will  come  to  an  end.  Fewer  Fed  watchers  than 
before  expect  it  to  sit  tight  at  the  June  meeting,  but  the  FOMC 
left  wiggle  room  either  way,  saying  decisions  will  depend  on 
how  the  economy  seems  to  be  behaving. 
See  "Uftat  could  spoil  the  Fed's  slowdown  scenario," page  75, 
BBHE>  and  "Interest  rates:  Look,  Ma,  no  pause!" 
www.businessweek.com/go/tbw 
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WachOVia  Goes  West  If  s  the  third-largest  U.S.  deal  ( 
the  year,  but  Wall  Street  greeted  it  like  a  plugged  nicke 
Wachovia  on  May  8  agreed  to  pay  $24  billion  for  Califo 
nia  thrift  Golden  West  Financial.  While  the  cross-counti 
hookup  makes  Wachovia  a  bigger  player  in  a  rich  marke 
the  Charlotte  (N.C.)  bank's  shares  tumbled  nearly  7%  ami 
fears  that  it  was  buying  Golden  West— and  its  huge  portfi 
lio  of  adjustable-rate  mortgages— at  a  time  when  mar 
analysts  figure  overheated  California  housing  may  cool  o! 
See  "Banks:  Let  the  bidding  begin 
www.businessweek.com/go/tb 


Dell  Disappoints  Lately  the  big  D  stands  for  disillusioi  jii 
ment.  On  May  8,  for  the  third  time  in  a  year,  Dell  warm 
that  fiscal  first-quarter  earnings  and  sales  wouldn't  me 
expectations.  Shares  of  the  world's  No.  1  computer  selh 
which  have  been  sliding  for  nine  months,  fell  4.6%.  D< 
blamed  its  most  recent  troubles  on  its  strategy  in  the  se 
ond  half  of  the  quarter,  when  it  cut  prices  on  some  boxes 
superlow  levels  in  order  to  soup  up  unit  sales. 

See  "Dell:  Burned  by  a  fire  salt 
www.businessweek.com/go/tlk 


The  Tax  Watch  Finally,  Congress  is  achieving  a  meetiiin 
of  the  minds  on  taxes.  It's  moving  fast  to  O.K.  $70  billiioi 
in  tax  cuts  that  will  extend  the  15%  rate  on  capital  gain g 
and  dividends  from  2008  through  2010,  shield  about 
million  taxpayers  from  the  fearsome  Alternative  Minimi 
Tax  (but  only  for  a  year),  and  allow  wealthy  investors 
convert  their  regular  IRAs  to  more  generous  Roths.  Smi|3| 
businesses  get  fat  new  breaks  for  buying  computer  equi  ii 
ment,  but  oil  companies,  the  ogres  of  the  day,  will  lc  | 
$189  million  in  breaks  over  10  years. 

See  "Roth  IRAs  go  upscale,"  page 


Suspense  On  the  Street  The  Dow  flirted  with  its  recc 
high  this  week,  closing  on  May  10  at  11,643— about 
points  short  of  the  last  top  reached  in  January,  2000.  Tl 
has  investors  wondering  whether  this  level  might  becoi 
a  new  floor— or  remain  the  ceiling.  In  any  case,  the  exci 
ment  seems  misplaced  since  taking  six  years  to  claw  bj 
is  nothing  to  crow  about.  The  broader  S&P  500  and  te< 
heavy  NASDAQ  remain  well  below  their  peaks. 
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A  Laboratory  Wedding  Massachusetts  medical  giz  1 8ut 
makers  sure  are  doing  their  bit  for  merger  mania. 
May  8,  Thermo  Electron  and  Fisher  Scientific  announce* 
$10.6  billion  deal  that  creates  a  lab  equipment  colos; 
with  $9  billion-plus  in  sales.  This  follows  Boston  Scientil 
grab  of  Guidant  that  closed  in  April.  Wall  Street  can't  wai 
see  who  might  be  scooped  up  next.  Stocks  of  competit 
like  Varian  and  Applied  Biosystems  levitated  on  the  news. 


For  Sale  at  Kodak  Everyone  knows  Kodak's  film  busir 
is  in  free  fall.  Now,  CEO  Antonio  Perez  admits  the  $2.7  bill 
medical  imaging  unit  has  no  chance  of  catching  the  top  tr 
players:  GE,  Siemens,  and  Philips.  "We  need  more  scale,"  Pt 
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d  BusinessWeek.  On  May  4  he  revealed  that  he's  looking  to 
1  or  find  a  partner.  Don't  expect  him  to  dawdle:  "I  don't 
int  to  keep  this  out  there  too  long,  because  that  would 
stabilize  the  business."  Estimates  of  what  the  unit  could 
eh  range  from  $1.5  billion  to  nearly  $4  billion. 


Ily  Loses  One  Big  Pharma  may  need  to  pop  some 
ozac  after  this.  On  May  4  a  Boston  jury  ruled  that  Eli  Lilly 
ist  pay  $65.2  million  in  royalties  to  Ariad  Pharmaceuticals, 
jiotech  outfit  that  has  licensed  the  patent  to  a  cellular 
ocess  in  the  body  triggered  by  a  major  protein.  Lilly's  os- 
)porosis  drug  Evista  and  its  septic-shock  medication  Xi- 
s  trigger  the  same  process.  Lilly  vows  an  appeal,  con- 
lding  Ariad's  patent  is  almost  as  broad  as  claiming  the 
;hts  to  gravity.  The  drugmaker  has  at  least  one  ally:  In  a 
parate  suit,  Amgen  is  asking  a  judge  to  zap  Ariad's  patent. 


Storm  Hits  ConseCO  Conseco  investors  must  wish 
W  had  CEO  coverage.  Wall  Street  slammed  the  Carmel 
id.)  insurer  when  Chief  Executive  William  Kirsch  abrupdy 
it  hours  before  reporting  a  21%  slip  in  quarterly  operat- 
l  income.  Conseco  stock  slid  nearly  7.4%  on  May  4  and  5 
analysts  groused  about  the  lack  of  explanation  from 
rsch,  who  cited  unnamed  personal  reasons  and  fielded 
questions  during  an  earnings  conference  call.  He's  leav- 
;  on  May  23  but  will  stay  on  the  payroll  until  Aug.  31— 
o  weeks  after  his  options  and  stock  grants  vest. 


lyoffs  at  Whirlpool  Having  absorbed  Maytag  in  April, 
airlpool  started  its  cleanup  cycle  on  May  10,  saying  it 
11  shed  4,500  workers  and  shutter  several  facilities,  in- 
iding  Maytag's  historic  headquarters  in  Newton,  Iowa. 


Filing  of  the  Week 

low  did  such  a  hot  company  go  so  cold?  Silicon  Graph- 
is,  founded  in  1982  by  Stanford  professor  Jim  Clark  and 
ome  grad  students,  hopes  to  end  a  long  death  watch 
ia  a  Chapter  11  restructuring  announced  on  May  7.  The 
omputer  maker  once  was  a  bastion  of  hardware  break- 
hroughs,  especially  in  "visualization"— whether  help- 
rig  engineers  lay  out  millions  of  circuits  to  create  a  new 
hip  or  bringing  the  dino- 
aurs  in  Jurassic  Park  to  life, 
hit  disastrous  strategic  bets 
nd  management  turmoil 
aused  SGI  to  miss  out  on 
he  Internet  boom,  a  mistake 
hat  was  compounded  by  a 
hort-lived  attempt  to  split 
rom  its  high- end  ways  to 
reate  Windows-based  computers.  Even  as  it  floun- 
lered  in  recent  years,  SGI  remained  a  haven  for  talented 
echies,  who  kept  pushing  the  state  of  the  art  in  many 
lirections,  including  the  use  of  computer  networks  for 
lomeland  security  applications.  By  shedding  $250  mil- 
ion  in  debt,  the  company  hopes  to  emerge  in  six 
rionths  with  a  rosier  outlook. 
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Todd  Meredith 

VP  of  Operations 
Joe  Gibbs  Racing 


When  you  race  around  the 
country,  you  need  the  largest 
mobile  broadband  network. 


Sprint  > 


Mobile 
Broadband 

Card 


Joe  Gibbs  Racing  won  last  year's  NASCAR 
NEXTEL  Cup  Series.™  To  stay  on  top, 
his  team  carries  laptops  and  Sprint  Mobile 
Broadband  cards  from  the  #1  wireless 
provider  to  business. 

The  cards  wirelessly  extend  the  team's 
workplace  for  high-speed  answers.  From 

the  tracks,  they  can  instantly  download  huge  files  of 

performance  data  from  their  servers  at  headquarters. 

Information  that  lets  them  quickly  analyze  and  adjust 

Tony  Stewart's  car. 

The  Gibbs'  team  said  yes  to  making  better 

decisions  faster.  They're  all  card-carrying  Yes-men. 

1-8SPRINT-BIZ       sprint.com/business 


Sprint  Jr  Yes  you  can." 

Together  with  NEXTEL 


Sprint  Power  Vision  Network  reaches  over  150  million  people  Coverage  is  not  available 
everywhere -see  in-store  maps  for  details.  "#1  wireless  provider  to  business"  claim 
based  on  independent  survey  of  corporate  liable  users.  ©Joe  Gibbs  Racing.  ©2006 
Sprint  Nextel.  All  rights  reserved.  Sprint,  the  "Going  Forward"  logo  and  the  NEXTEL 
name  are  trademarks  of  Sprint  Nextel.  The  NASCAR  NEXTEL  Cup  Series  marks  are  used 
under  license  by  NASCAR,  Inc.,  and  Nextel  Communications,  Inc. 
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IT  FEELS  LIKE  1998 
ALL  OVER  AGAIN 

Signs  of  a  new  bubble  in  Silicon  Valley 
are  rising,  but  whether  that's  cause 
for  concern  is  a  matter  of  fierce  debate 
BY  JUSTIN  HIBBARD  AND  HEATHER  GREEN 
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HEN  CATERINA 
Fake,  co-founder  of 
the  Flickr  photo- 
sharing  Web  site, 
sat  down  in  March 
to  write  a  blog  en- 
try, she  expected  to 
rankle  some  readers.  Her  post,  tided  "If  s 
a  bad  time  to  start  a  company,"  was  a 
frank  argument  that  a  bubble  was  rein- 
flating  Internet  businesses.  Valuations  are 
rising,  hordes  of  copycat  companies  are 
getting  funded,  and  venture  capitalists 
are  flooding  hot  areas  with  money  again. 
Fake,  who  bootstrapped  her  company  on 
$250,000  after  the  dot-com  bust  and  sold 
it  last  year  to  Yahoo!  Inc.,  wrote  that  those 
trends  are  making  it  impossible  for  up- 
starts to  stand  out.  She  dissed  the  notion 
that  a  second  wave  of  Net  development, 
dubbed  Web  2.0,  will  benefit  all  the  new 
ventures,  many  of  which  she  called  "fea- 
tures," not  companies.  The  fiothiness,  she 
added,  reminded  her  of  1998. 

No  sooner  had  Fake  pushed  the  pub- 
lish button  than  comments  started  pour- 
ing in.  Most  said  she  was  dead  wrong.  "I 
must  totally  disagree  with  you,"  wrote  the 
first  respondent,  arguing  that  the  time  is 
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right  to  strike  out  on  one's  own.  "Now 
that  money  is  flowing  again,  working  for 
yourself  is  the  only  way  to  really  cash 
out."  That  reaction  left  Fake  more  con- 
vinced than  ever.  "  It  basically  proves  my 
point,"  she  says.  "I  see  so  much  me-too 
that's  happening  now— people  who  are 
saying:  We're  going  to  add  tagging,  so- 
cial networking,  and  sharing,  and  voila, 
we  will  get  rich.' " 

SEE  NO  EVIL 

ARE  WE  OR  ARE  WE  NOT  in  an  Internet 
bubble?  The  debate  flares  up  at  industry 
parties,  conferences,  and  in  blog  discus- 
sions like  a  never-ending  marital  spat, 
dragging  in  even  those  who  are  tired  of 
the  question.  John  Doerr,  partner  at  ven- 
ture capital  firm  Kleiner  Perkins  Caufield 
&  Byers,  won't  even  use  the  word  bubble, 
preferring  to  call  the  late  '90s  "the 
boom."  Others  find  the  whole  discussion 
counterproductive.  "There  are  lots  of 
people  saying:  'Gee,  we're  busy  trying  to 
build  real  businesses  here,  and  people  are 
wasting  our  time  talking  about  whether 
this  is  a  bubble,'"  says  David  Hornik, 
partner  at  VC  firm  August  Capital. 

But  comparisons  with  the  roaring  '90s 


are  inescapable.  San  Francisco's  South 
Market,  or  SOMA,  district,  a  barren  wast 
land  after  the  dot-com  bust,  is  once  aga: 
bustling  with  startups,  bars,  and  resta 
rants.  In  April  the  district  was  beset  by 
record  9,000  attendees  of  the  annu 
ad:tech  conference.  The  three-day  Intern 
industry  get-together  featured  compan 
sponsored  parties  that  recalled  the  Gre 
Bubble's  hedonistic  days,  even  including 
Girls  Gone  Wild  party. 

Amid  the  resurgence,  startups  s 
again  throwing  attention-grabbing  parti 
to  rise  above  the  din,  albeit  with  model 
tion  born,  of  hindsight.  "I  call  it  ratioi 
exuberance,"  says  David  Thompson,  CI 
and  co-founder  of  Genius  Inc.,  a  San  IV 
teo  (Calif.)  Web  analytics  software  startt 
Genius  rented  out  the  San  Francisco  M 
seum  of  Modern  Art  on  May  3  for  its  co 
ing-out  fete.  Employees  donned  bright 
ange  shirts,  bartenders  poured  orar 
Genius  cocktails,  and  television  came: 
captured  the  400  guests  for  a  local  ne 
broadcast.  Conspicuously  absent  w 
such  '90s  touches  as  $10,000  ice  scu 
tures.  Instead,  Thompson  handed 
acrylic  award  statuettes  to  favorite  cliei 
subtly  reminding  guests  that,  unlike  d 
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corns  of  yesterday,  the  company's  debut 
comes  with  a  finished  product  and  paying 
customers. 

Concerns  about  a  second  bubble  aren't 
baseless.  Clearly,  valuations  of  startups 
are  rising.  In  the  fourth  quarter,  75%  of 
startups  with  VC  funding  were  valued 
higher  than  when  they  last  raised  cash- 
up  from  60%  a  year  earlier,  according  to 
Palo  Alto  (Calif.)  law  firm  Cooley  God- 
ward.  And  acquirers  have  paid  eye-pop- 
ping prices  for  a  few  startups:  eBay  Inc. 
shelled  out  more  than  $2.6 
billion  for  Skype  Technolo- 
gies, and  News  Corp.  forked 
over  $650  million  for  My- 
Space.com.  In  the  last  quar- 
ter, VC  firms  plowed  $5.6 
billion  into  761  companies, 
up  12%  from  last  year,  says 
MoneyTree  Report. 


LAUNCH  PARTY 

Genius 
rented  out  the 
San  Francisco 
Museum  of  i 
Modern  Art 


work  laid  by  the  first  generation.  Like  the 
New  Economy  and  other  theories  that  ac- 
companied past  bubbles,  Web  2.0  main- 
tains that  we  have  entered  a  new  era  in 
which  the  rules  are  different:  Net  startups 
no  longer  require  lots  of  capital,  they  can 
build  cheaply  on  Net  infrastructure  that 
didn't  exist  10  years  ago,  and  a  critical 
mass  of  consumers  is  now  online. 

Still,  the  craziness  is  far  from  the  level 
that  preceded  the  Net  bust.  Credit  a  picky 
market  for  initial  public  offerings  and 
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Signs  that  things  are  heating  up  again  in  Silicon  Valley: 


SOARING  PRICES 


WW  Buyers  are 

rf  paying 
eye-popping  prices 
for  Net  startups, 
including  eBay 's 
$2.6  billion  deal  for 
Skype  Technologies 


TOO  EARLY 

THE  CULT  OF  startups  is 
reemerging,  too,  with 
breathless  speculation  sur- 
facing in  the  mainstream 
media  or  on  hot  blogs  long 
before  the  companies  launch.  "It  doesn't 
help  to  get  attention  at  such  an  early 
point,"  says  Jakob  Lodwick,  24,  a  partner 
in  CollegeHumor.com,  a  popular  video 
site  that  soldiered  through  the  downturn. 
"Ifs  land  of  like  if  you  have  a  gifted  kid 
and  tell  the  parents  he'll  be  a  genius  and 
make  a  lot  of  money  when  he  grows  up, 
the  parents  might  change  the  behavior 
that  made  him  a  genius." 

The  Net  revival  even  has  a  catchy 
name.  Although  no  one  agrees  on  the  pre- 
cise meaning  of  Web  2.0,  its  ideology 
holds  that  a  second  generation  of  Internet 
companies  will  improve  on  the  ground- 
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REVIVED  VCs 

ww  Last  quarter 

rf  venture  capital 
firms  plowed 
$5.6  billion  into 
761  companies, 
up  12%  from  a 
year  ago 
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THE  PARTY'S  ON 

San  Francisco's 
SOMA  district, 
a  wasteland  after  the 
dot-com  bust,  is 
again  bustling  with 
startups,  bars, 
and  restaurants 


reasonable  prices  for  most  publicly  traded 
tech  stocks.  Last  year,  56  VC -backed 
companies  raised  $4-5  billion  through 
IPOs,  nowhere  near  the  223  companies 
that  raised  $17.8  billion  in  1999.  And  the 
NASDAQ  Composite  Index  on  May  5  was 
down  54%  from  its  peak  of  5,048  on 
Mar.  10, 2000. 

Ultimately,  the  question  of  whether  an- 
other Internet  bubble  is  forming  may  be 
unanswerable.  Still,  the  debate  is  key  to 
understanding  the  industry's  mindset. 
The  Great  Bubble  of  the  late  '90s  shaped 
a  generation  of  Internet  entrepreneurs 
and  investors  much  as  the  Great  Depres- 


sion shaped  a  generation  of  economize) 
in  the  mid-20th  century.  "The  bubb 
generation  is  much  more  attuned  to  tr.W 
fact  that  things  can  get  really  out  i 
hand,"  says  Bill  Burnham,  a  former  par 
ner  at  Mobius  Venture  Capital.  "There's 
level  of  caution  that  has  been  ingrained 
That' s  why  entrepreneurs  have  develops 
an  ultra-practical  approach  to  creatir 
companies.  In  the  '90s,  founders  rais« 
tens  of  millions  of  VC  dollars  with  plan 
to  expand  until  a  company  could  go  pul '  I 
lie  at  a  ten-figure  valuation.  Today,  than] 
to  open-source  software,  falling  hardwa  n 
costs,  and  outsourcing,  companies  can  1 
created  on  less  than  $1  million  and  so 
fast.  Case  in  point:  News  Corp.  on  Maj 
bought  NewRoo  Inc.,  a  year-old  news  a 
gregator  that  had  not  raised  venture  ca  I 
ital  or  even  launched  its  service. 

JUST  A  LITTLE  TWIST 

BUT  THE  RISING  PRICES  of  Net  startu 
are  fueling  a  surge  of  me-too  companies 
hot  areas  such  as  social  networking.  Wi 
little  investment  required,  these  produc 
are  easily  imitated.  "We're  in  a  compar 
creation  bubble,"  says  Joe  Kraus,  c 
founder  of  Web  publisher  JotSpot  Inc. ' 
lot  of  these  companies  will  die." 

Over  the  past  decade  entrepreneti 
and  investors  have  developed  a  peculii^ 
tunnel  vision  about  what  works  ai 
what  doesn't.  That  can  hi 
der  creativity.  Financie 
and  founders  may  s 
they're  looking  for  new  N'jw 
ideas  when,  in  tru 
they're  not.  "They  we# 
only  an  idea  that  has  be 
shown  to  work  in  the  p;|SD 
with  just  enough  twist 
make  it  a  new  idea,"  s;|ra 
Edward  de  Bono,  an  exp  | 
on  creative  thinking. 

So  if  cheap,  identi 
startups  are  multiplyi  N 
daily,  is  the  Internet  indi  fen 
try  necessarily  headed 
another  colossal  crash?  Hardly.  The  Gr 
Bubble  may  have  destroyed  fortunes  a 
jobs  when  it  burst.  But  the  history  of  S 
con  Valley  is  replete  with  many  small  bi 
bles  that  served  to  motivate  entreprene 
and  investors  without  causing  wi 
spread  harm.  The  lure  of  instant  wes 
drove  the  development  of  industries  fr 
disk-drive  manufacturing  to  compv. 
gaming.  "Silicon  Valley  needs  cha 
pagne  bubbles  all  the  time  to  be  perco 
ing  up  for  the  whole  system  to  work,"  s 
James  F.  Fulton  Jr.,  an  attorney  at  Coc 
Godward.  But  a  few  more  $1  billion-p 
deals  could  shake  up  the  bottle.  ■ 
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[AKING  THEIR 
BUSINESS  ELSEWHERE 

oreign  companies  are  spurning  U.S. 
^changes.  Regulation  isn't  the  only  reason 


JANESASSEEN 
ID  JOSEPH  WEBER 

F  THE  STATE-OWNED  RUSSIAN 
giant  OAO  Rosneft  Oil  Co.  had  been 
going  public  a  decade  ago,  it  would 
have  jumped  through  hoops  to  list 
its  shares  on  a  U.S.  stock  exchange. 
Back  then  a  U.S.  listing  was  viewed 
as  a  rite  of  passage  for  up-and- 
ning  global  companies,  offering  not 
[y  direct  access  to  the  world's  largest 
)ital  market  but  also  a  certain  cachet, 
rhis  is  2006,  though,  and  Rosneft 
its  to  list  its  shares  on  the  London 
tck  Exchange.  Its  initial  public  offer- 
;,  which  could  happen  as  soon  as  July, 
sxpected  to  raise  up  to  $10  billion,  one 
the  biggest  takes  ever.  Rosneft  isn't 
ne.  Companies  are  increasingly 
saking  the  U.S.  for  friendlier  overseas 
/irons. 

ITie  New  York  Stock  Exchange  and 
SDAQ  pin  much  of  the  blame  on  the 
■banes-Oxley  Act  (SarbOx),  the  contro- 
sial  2002  corporate  governance  rules, 
their  recent  woes  in  attracting  new 
ings.  But  there's  another  potent  threat 
their  businesses  they  don't  talk  much 
nut:  the  rise  of  stronger,  more  compet- 
e  markets  overseas  that  are  quickly  be- 
ning  major  capital  hubs.  SarbOx  isn't 


TALE  OF  TWO  CITIES 


Number  of  new  foreign  listings 
at  New  York  and  London  exchanges 
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helping,  but  the  forces 
driving  the  shift  overseas 
have  been  gathering  for 
years.  Indeed,  they're  a  key 
reason  why  NASDAQ  is  ma- 
neuvering to  buy  the  LSE 
and  why  the  NYSE,  too, 
wants  to  acquire  a  Euro- 
pean exchange. 

The  numbers  show  just 
how  dramatic  the  move 
has  been.  Of  the  top  25  global  IPOs  in 
2005,  only  one  took  place  in  the  U.S.; 
back  in  2000,  9  of  the  top  10  were  listed 
on  American  soil.  Equally  telling,  be- 
tween 1996  and  2001  the  NYSE  averaged 
50  non-US.  listings  annually;  in  2005,  it 
gained  just  eight.  Meanwhile,  the  Lon- 
don Stock  Exchange  drew  93  new  foreign 
companies  in  2005. 

There's  more  at  stake  than  global 


Of  the  top  25 
global  IPOs 
in  2005, 
only  one  was 
in  the  U.S. 


bragging  rights.  If  U.S.  exchanges  can't 
attract  new  overseas  listings,  they'll  lose 
out  on  the  trading  that  follows— their 
lifeblood.  They  warn  that  if  more  trading 
moves  overseas,  jobs  and  economic 
growth  will  go,  too. 

"NATURAL  EVOLUTION" 

THE  EXCHANGES  SAY  the  expense  and 
difficulty  of  dealing  with  SarbOx  could 
transform  the  U.S.  from  one  of  the  most 
attractive  markets  in  the  world  to  one  of 
the  least.  But  beyond  SarbOx  lies  a  trou- 
bling trend  that's  far  less  easily  reme- 
died—companies simply  don't  need  to  list 
in  New  York  anymore.  Globalization  and 
electronic  trading  have  made  U.S.  in- 
vestors mobile  as  never  be- 
fore. While  some  argue  that 
the  higher  governance  stan- 
dards in  the  U.S.  boost  in- 
vestor confidence,  lead  to 
higher  valuations,  and  could 
prevent  fraud,  many  compa- 
nies no  longer  want  to  put  up 
with  the  regulatory  nui- 
sances given  the  availability 
of  money  abroad.  "U.S.  ex- 
changes are  losing  their  pri- 
macy in  the  world,"  says 
Doug  Atkin,  CEO  of  Majestic 
Research  Corp.  "It's  a  natu- 
ral evolution  as  capital  mar- 
kets expand  overseas." 

Europe's  three  main  ex- 
changes—the London  Stock 
Exchange,  the  Deutsche 
Borse,  and  Euronext,  which 
runs  the  Paris,  Amsterdam, 
and  Brussels  exchanges— 
are  ready  for  the  business. 
They  spent  years  investing  in 
technology  and  modernizing 
their  back  office  and  regula- 
tory structures.  Now  they're 
reaping  the  rewards:  bigger, 
more  liquid  and  more 
sought-after  capital  markets. 
Much  the  same  is  true  in 
Hong  Kong,  where  a  flood  of 
foreign  money  has  boosted 
the  capital  available  locally 
That's  a  key  reason  why 
Hong  Kong's  exchange  was 
able  to  pull  off  last  October's  $9.23  billion 
offering  for  China  Construction  Bank,  the 
world's  largest  IPO  in  five  years.  It  would 
have  been  unthinkable  a  decade  ago. 

London  has  been  especially  aggres- 
sive in  wooing  big  Russian  companies, 
which  raised  some  $4.8  billion  on  the 
LSE  last  year.  Gergely  Voros,  a  managing 
director  of  Morgan  Stanley  in  London, 
points  out  that  a  whole  community  of 
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traders  and  analysts  has 
sprung    up    who    are 
more  sophisticated  about 
Russian  stocks.  "It's  a  self- 
reinforcing  process  whereby 
most  of  the  trading  that  isn't  in 
Moscow  is  in  London,"  he  says. 

London  is  attracting  wee  companies, 
too.  Its  fast-growing  Alternative  Invest- 
ment Market  (aim)  is  rapidly  becoming 
the  location  of  choice  for  startups  from 
Europe,  Israel,  and  across  the  globe. 
AIM  has  even  attracted  35  U.S.  compa- 
nies, including  19  last  year.  Here,  too, 
London's  traders  are  sometimes  more 
astute,  says  Thomas  H.  Stoner,  CEO  of 
Econergy  International  Corp.,  a  Boulder 
(Colo.)  developer  of  clean  energy  proj- 
ects that  raised  $107  million  in  Febru- 
ary. Londoners  "have  more  experience 
investing  in  the  technologies  we're  in- 
volved in,"  he  says. 

Charlotte  Croswell,  who  oversees 
NASDAQ's  international  efforts,  dis- 
misses AIM  as  a  direct  rival,  aim's  com- 
panies are  far  smaller,  she  says,  and 
many  aren't  yet  ready  to  meet  NASDAQ's 
higher  listing  standards.  But  if  AIM 
picks  off  startups  at  an  earlier  stage  and 
provides  ready  access  to  capital,  they 
may  see  little  reason  to  turn  to  NASDAQ 
as  they  mature. 

BYE-BYE  BLUE  CHIPS 

IT'S  NOT  ONLY  NEW  listings  that  are  go- 
ing overseas.  The  NYSE  has  seen  a  sharp 
drop  in  listings  of  big  European  blue 
chips  as  well.  In  the  '90s  companies 
flocked  to  the  NYSE  in  hopes  of  attracting 
a  broader  investor  base,  only  to  find  that 
most  trading  remained  in  their  home 
markets.  Now,  some  are  reconsidering. 

Foreign  bourses  have  become  so  at- 
tractive to  corporate  chiefs  that  the 
NASDAQ  and  the  NYSE,  eager  to  com- 
pete, are  trying  to  buy  them.  Since  mid- 
April,  NASDAQ  has  acquired  a  24.1% 
stake  in  the  LSE,  and  will  likely  take  it 
higher.  The  NYSE  has  held  talks  with 
both  the  LSE  and  Euronext— which  is 
itself  in  merger  negotiations  with  the 
Deutsche  Borse.  For  the  NYSE  or 
NASDAQ,  a  successful  deal  would  go  a 
long  way  toward  reversing  the  impact 
of  foreign  companies  shunning  the 
U.S.— and,  ultimately,  could  do  more  to 
bolster  their  global  mpctitiveness 
than  any  tweaking  ol  SarbOx.  Says 
Jamie  Selway,  managing  director  of  in- 
stitutional broker  Whir:  Cap  Trading: 
"If  you  can't  beat  'em  buy 'em."  Si 

-With  Kei  '  in  London, 

Jason  Biv.i  in  Moscow,  and 

Frederik  Balfour  in  Hong  Kong 
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FREQUENT  FLIER 

Lott  tops  current 
lawmakers  in  use, 
of  corporate  jets 


CAMPAIGN  FINANCE 


LOOPHOLES  A  JET 
CAN  FLY  THROUGH 

How  politicians  get  around  pesky  laws 
prohibiting  corporate  contributions 


BY  RICHARD  S.  DUNHAM 

FEDERAL  LAW  COULDN'T 
be  clearer:  Corporations  are 
prohibited  from  donating  to 
federal  political  campaigns. 
Case  closed?  Not  quite.  As  is 
often  the  case  in  Washing- 
ton, there  are  the  rules  and 
then  there  are  the  loopholes. 

Corporations  and  their  political  action 
committees  can  curry  favor  in  various 
ways  without  violating  the  letter  of  the 
law.  Some  are  well-known:  underwriting 
lavish  Presidential  nominating  conven- 
tions and  making  large  gifts  to  politicians' 
favorite  charities  or  personal  "leadership" 
committees.  But  more  obscure  loopholes 
exist  that  you  probably  haven't  heard  of, 
sr.ch  as  the  one  companies  use  to  fly  Sen- 
ator Trent  Lott  (R-Miss.)  and  other  law- 
makers in  style  and  comfort. 

hen  there's  the  quirk  that  allows 


would-be  Presidential  candidates  to  i 
ceive  unlimited  corporate  cash— as  lol 
as  it's  given  to  committees  set  up  in  t  :| 
state  of  Virginia.  And  members  of  Cc  f 
gress  with  White  House  aspirations  c. 
take  advantage  of  a  perfectiy  legal  end  r  i 
that  benefits  Presidential  contenders  w 
already  hold  federal  office  (table,  page  3 
As   candidates   and   their   financ 
backers  rev  up  for  the  2006  midte 
races  and  the  2008  Presidential  contc 
they  can  be  counted  on  to  employ  all 
these  election  law  maneuvers. 

IN-FLIGHT  LOBBYING 

COMPANIES  HAVE  BEEN  banned  sil 
1974  from  giving  cash  to  federal  can 
dates  and  must  be  reimbursed  at  "1 
market  value"  for  any  services  render 
But  corporations  have  discovered  a  loi 
hole  in  Federal  Election  Commission  r 
ulations  through  which  they  can  fly  po' 
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cians  on  sleek  executive  jets.  Pols  ferried  in 
this  fashion  may  reimburse  their  hosts  at 
the  rate  of  a  first-class  commercial  airline 
tickef  to  the  destination.  As  a  result,  mem- 
bers of  Congress  and  Presidential  candi- 
dates can  fly  in  luxury  at  a  savings  of  up  to 
90%  on  the  cost  of  chartering  a  private 
plane.  Companies,  in  turn, 
earn  the  gratitude  of  power- 
ful people  and  the  opportu- 
nity for  some  exclusive  in- 
flight lobbying. 

LETTER  OF  THE  LAW 

SINCE  2001,  192  candi- 
dates have  made  about 
2,300  flights  aboard  corpo- 
rate aircraft,  according  to 
PoliticalMoneyLine,  a  non- 
partisan campaign  finance 
data  collector.  Among  cur- 
rent legislators,  Senator 
Lott  has  logged  the  most 
flights:  at  least  116.  His  po- 
litical committees  have  re- 
imbursed 27  companies 
and  one  law  firm  a  total  of 
$165,724,  a  small  fraction 
of  what  he  would  have  paid 
to  rent  private  jets.  On  av- 
erage, he  has  used  a  corpo- 
rate plane  about  once  every 
two  weeks.  Among  his  fa- 
vorite benefactors  are  UST 
Inc.  and  R.J.  Reynolds  To- 
bacco Co.  Lott  and  the 
companies  did  not  respond 
to  requests  for  comment. 

Other  politicians  and 
their  aides  say  corporate 
flights  provide  convenient 
transportation  to  campaign 
events  in  home  districts 
and  other  locales  not  easily  reached  by  com- 
mercial flights.  "It  would  be  all  but  impos- 
sible to  do  these  campaign-related  trips 
unless  members  sometimes  have  access  to 
corporate  jets,"  says  Jim  Manley,  spokes- 
man for  Senate  Minority  Leader  Harry 
Reid  (D-Nev.),  who  ranks  second  among 
senators  in  using  company  planes.  "We 
follow  all  necessary  laws,"  Manley  adds. 

Not  all  of  the  trips  are  political,  however. 
Destinations  include  resorts,  golf  courses, 
and  even  the  Super  Bowl.  In  one  unusual 
case,  R.J.  Reynolds  flew  then-House  Ma- 

More  W&y&  To  Give 

In  addition  to  relal  pensive 

corporate  air  travel,  companies  take 
advantage  of  these  legal  loopholes: 


jority  Leader  Tom  DeLay  (R-Tex.)  home  for 
his  criminal  arraignment  last  October  on 
charges  of  laundering  political  contribu- 
tions. DeLay,  who  announced  his  resigna- 
tion in  April,  says  he  couldn't  fit  a  com- 
mercial flight  into  his  busy  schedule  and 
that  Reynolds  had  a  plane  available. 


Air  Congress 

These  lawmakers  and  their  PACs  reported  the  largest  total 
reimbursements  for  corporate  air  travel  from  2001  through  2005.  The 
amounts  paid  are  a  small  fraction  of  the  value  of  the  flights.  On  the 
right  are  the  companies  that  received  the  largest  reimbursements. 

TOP  TEN 
FREQUENT  FLIERS 

TOP  TEN 

CORPORATE  BENEFACTORS 

SEN.  TRENT  LOTT 

(R-Miss.) 

$165,724 

UST 

$407,048 

REP.  ROY  BLUNT 

(R-Mo.) 

125,187 

FEDEX 

278,429 

REP.  MICHAEL  0XLEY 
(R-Ohio) 

108,710 

BARON  &BUDD 

(law  firm) 

208,982 

REP.  DON  YOUNG 

(R-Alaska) 

83,077 

BELLSOUTH 

164,114 

SEN.  HARRY  REID 

(D-Nev.) 

69,551 

BURLINGTON 
NORTHERN  SANTA FE 

112,886 

SEN.JOELIEBERMAN 

(D-Conn.) 

66,242 

RJ.  REYNOLDS 

TOBACCO 

110369 

SEN.  BILL  FRIST 

(R-Tenn.) 

64,347 

BARR 
PHARMACEUTICALS 

98,299 

REP.  TOM  REYNOLDS 

(R-NY.) 

63,185 

WELDBEND 

95,646 

REP.  TOM  DELAY 

(R-Tex.) 

62,513 

UNION  PACIFIC 

73,728 

REP.  HENRY  B0NILLA 

(R-Tex.) 

57,361 

SWISHER 
INTERNATIONAL 

71,404 

jneyLine,  BusinessWeek 

David  Bolger,  a  Washington  lobbyist  for 
United  Parcel  Service  Inc.,  says  he  occa- 
sionally receives  calls  on  a  Thursday  or  Fri- 
day from  lawmakers  in  a  hurry  to  find  a 
corporate  plane.  He  apologetically  in- 
forms them  that  UPS  doesn't  have  an  exec- 
utive fleet:  "We  tell  them,  We  have  a  num- 
ber of  jets,  but  they  don' t  have  any  seats.' " 
UPS's  primary  competitor,  FedEx  Corp.,  is 
the  second-ranking  corporate  flier.  A 
spokesperson  says  FedEx  is  open  to  re- 
quests for  flights  and  "complies  fully  with 
the  law." 

THE  VIRGINIA  CONNECTION  The 

Old  Dominion  has  become  a  haven  for 
corporate  donors  by  allowing  them  to  give 
unlimited  amounts  to  political  committees 
registered  in  the  state.  This  kind  of  "soft 
money"  is  banned  at  the  federal  level. 


Companies  say  the  benefits  of  flying  id 
islators  are  well  worth  the  costs.  "This  cei 
tainly  gives  us  an  opportunity  to  talk  to  thi 
elected  officials  about  legislation  that's  im 
portant  to  our  customers  and  their  voters; 
says  Joe  Chandler,  spokesman  for  Bell 
South  Corp.,  the  fourth-ranking  corporat 
flier.  Carol  A.  Cox,  vice-pres 
ident  at  Barr  Pharmaceutj 
cals  Inc.,  explains  that 
flight  "presents  the  compa 
ny  with  an  opportunity  t 
discuss  the  complex  issue 
related  to  health  care, 
an  environment  where  th 
complexities  of  these  issue 
can  be  more  fully  addresse< 
in  a  longer  and  uninterrupi 
ed  dialogue."  Without 
corporate  fleet,  UPS's  Bolge 
says  his  company  gets  b 
"lobbying  the  old-fash 
ioned  way:  shoe  leather  an; 
a  presence  in  every  congret 
sional  district." 

Critics  say  the  discounts 
flights,  while  legal,  M 
unethical.  They  provici 
"members  of  Congress  witi 
their  own  private  Air  Forci 
courtesy  of  companies  th  I 
are  clearly  doing  it  to  curr 
favor  with  them,"  sa\ 
Fred  Wertheimer,  CEO 
Democracy  21,  a  campaig 
reform  advocacy  group. 

Some  lawmakers 
starting  to  think  twi 
about  the  practice.  The  p 
litical  odd  couple  of  libei 
Senator  Barack  Oban 
(D-Ill.)  and  conservati 
Rick  Santorum  (R-Pa.)  u 
successfully  pushed  a  proposal  earlier  tl 
year  to  ban  discounted  air  travel.  "If  9 
want  to  be  serious  about  showing 
constituents  that  we're  fighting  for  the 
and  not  just  the  wealthy  and  powerfu 
says  Obama,  "we  can't  allow  a  sm 
number  of  special  interests  to  be  sub 
dizing  our  travel." 

Even  Obama  hasn't  been  able  to  res 
the  lure  of  corporate  flights,  however.  T 
first-term  senator  acknowledges  taki 
23  last  year.  Chastened,  he  now  says  hi 
pay  full  freight  or  go  commercial.  ■ 


THE  CAPITOL  HILL  BONANZA  Federal 
officeholders  may  transfer  leftover  funds 
from  congressional  campaigns  to 
Presidential  races,  giving  them  an  edge  ir 
corporate  PAC  fund-raising  over  governor 
and  other  White  House  hopefuls. 


For  more  information  about  these  loopholes,  go  to  www.businessweek.com/ex 
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TV  COMMERCIALS 


THE  SOUND  OF  MANY 
HANDS  ZAPPING 

As  new  numbers  show  ad-skipping  DVRs 
on  the  rise,  advertisers  press  for  lower  rates 


BY  RONALD  GROVER 

APPING  COMMERCIALS 
seemed  like  a  threat  the 
networks  could  afford  to 
deal  with  later.  Well,  later 
is  here.  Since  December, 
ratings  agency  Nielsen 
Media  Research  Inc.  has 
been  revising  its  measurements  to  in- 
clude how  many  folks  TiVo,  or  record, 
shows  to  be  watched  later— with  the  op- 
tion of  skipping  the  ads.  Nielsen  now  has 
the  numbers  to  provide  a  meaningful 
picture  of  whaf  s  going  on  out  there.  And 
it's  sure  to  make  network  brass  squirm. 
Based  on  BusinessWeek's  analysis  of  the 
Nielsen  numbers,  when  American  Idol 
judge  Simon  Cowell  eviscerated  crooner 
Ace  Young  on  Apr.  18,  some  1  million 
homes  caught  the  action  an  hour  or  more 
later  on  their  digital  video-recorders 
(DVRs).  Of  those  viewers,  perhaps  800,000 
fast-forwarded  past  the  commercials. 

DVRs  aren't  yet  ubiquitous  in  America. 
Fewer  than  5%  of  Idol's  28.5  million  view- 
ers TiVoed  the  Apr.  18  show,  and  a  rela- 
tively tiny  half-million  or  so  people  did  the 
same  for  recent  episodes  of  CBS's  Without 
a  Trace  and  CSI:  New  York.  But  with  the  ca- 
ble guys  pushing  DVR 
technology  hard,  20% 
of  U.S.  viewers  could 
be  in  a  position  to  zap 
ads  by  the  end  of  next 
year,  according  to  re- 
searcher In-Stat.  Pam 
McNeely,  group  me- 
dia director  at  Dailey 
&  Associates  Advertis- 
ing, figures  the  num- 
ber could  go  to  40%. 
"You     tell     that    to 
clients,"     she     says, 
"and  they  say,  'Oh,  my 
God!  I'm  cutting  TV 
spending."' 


You  can  bet  the  DVR  will  be  a  divisive 
issue  as  network  executives  and  advertis- 
ers gather  in  New  York  this  month  for  the 
annual  "upfront"  scrum,  when  most  of 
the  haggling  over  ad  rates  happens. 
Some  big  ad  agencies  say  they  intend  to 
pay  only  for  "live"  viewing,  such  as  the 
10.6  million  homes  that  tuned  in  recently 
for  ABC's  Grey's  Anatomy. 

Mike  Shaw,  ABC's  sales  president,  pub- 
licly blasted  the  ad  industry's  position  as 
"unfair  and  unjust"  and  intimated  he 
wouldn't  negotiate  with  those  who  won't 
pay  for  more  than  live  viewers.  He  and  his 
counterparts  at  the  other  networks  argue 


COWELL  On  Apr.  18,  some 
1  million  homes  recorded 
American  Idol  on  DVR 
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While  only 
about  11%  of 
U.S.  homes  have 
DVRs  so  far, 


of  those  households 
zap  commercials 

Data:  Nielsen  Media  Research.  In 


that  DVR  households  are  watching  mor 
shows  now  that  they  can  record  program 
to  watch  later.  And  CBS,  ABC,  NBC,  an 
Fox  participated  in  a  study  that  found  DV 
owners  are  more  likely  to  pay  attention  t 
ads  than  viewers  who  may  leave  or  zon 
out  during  the  commercial  breaks.  The  uj 
shot:  Network  executives  want  their  rate 
based  on  the  total  number  of  viewers,  ir 
eluding  those  who  see  a  show  later. 

HUSTLING  TO  ADAPT 

THE  NETWORKS  WILL  FIND  it  harder  1 
defend  their  position  as  Nielsen  gets  be 
ter  at  tracking  DVR  use.  So  far  tr 
agency  gathers  that  metric  in  only  5% 
the  12,000  homes  in  its  national  sampl 
But  Nielsen  says  about  11%  of  U. 
households  have  DVRs.  That  means  tl 
593,000  homes  Nielsen  says  recorde 
American  Idol  may  be  closer  to  1.2  mi 
lion.  And  while  if  s  hard  to  put  a  precia 
number  on  ad  skipping,  the  practii: 
seems  common.  In  a  survey  of  406  DV 
owners,  says  senior  In-Stat  analyst  Mil 
Paxton,  87%  said  they  used  the  sk« 
function  frequently. 

For  all  their  combativeness,  the  nc» 
works  and  advertisers  are  hustling 
adapt.  A  new  Ford  Motor  spot  on  Amelia 
Idol  features  the  cut-down  lineup  of  co 
testants  and  is  shot  to  look  like  part  of  ti 
show,  a  ploy  to  prevent  viewers  from  zas 
ping  the  ad.  And  advertisers  already  | 
negotiating  for  perks,  including  fii 
placement  in  each  string  of  comim 
rials,  so  viewers  will  see  some  of  th 
ad  before  they  manage  to  grab  the 
mote,  says  Garth  Ancier,  outgoii 
chairman    of  The    WB    Netwoi 
"Thaf  s  all  about  the  DVR." 
With  fewer  than  3%  of  ads  bei 
zapped,  the  TV  advertising  model  is 
from  dead.  But  with  the  Age  of  the  D 
upon  us,  if  s  in  serious  need  of  c 
rective  surgery.  "The  t 
sides  have  to  talk  now, ; 
cause  [the  DVR]  threat* 
both  networks  and  adv 
risers  if  they  don't,"  s 
Brad    Adgate,    resea 
vice-president  at  ad  a 
sultant  Horizon  Me 
Inc.  There's  no  zapp 
past  that  grim  reality 
-With  Jon  Fin 
New  It 


BusinessWeek  online 


For  a  list  of  the  top 
shows  recorded  by 
DVRs,  go  to 
www.businessweek. 
com/extras 
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FAMILY  LIFE 


CAN  THIS  MARRIAGE 
BE  MANAGED? 

Two  United  execs  say  partners  can  use 
work  principles  to  create  a  turnaround 


BY  SUSAN  BERFIELD 

JULIE  BELL  AND  DONNA 
Brown,  executives  at  United 
Air  Lines  Inc.  in  Chicago,  are 
each  very  happily  married. 
That's  how  this  story  ends.  It 
begins  a  few  years  ago, 
when  Julie  and  Donna  were 
contemplating  divorcing  their  husbands 
and  raising  their  children  on  their  own. 
Instead,  over  the  course  of  a  long  year, 
they  managed  to  change  their  men  and 
save  their  marriages,  and  they  did  so  by 
behaving  like  executives  at  home.  They 
stated  their  expectations  in  no  uncertain 
terms,  set  goals  (for  the  wayward  men) 
with  corporate  precision,  and  measured 
the  results.  "It's  like  really  good  project 
management,"  says  Donna.  And  some- 
how it  worked. 

For  Julie  and  Donna,  apply- 
ing business  principles  to 
their  marriages  came  natural- 
ly. They  were  women  who  had 
accomplished  much  profes- 
sionally. Julie,  now  32,  is  direc- 
tor of  strategic  sourcing;  Don- 
na, 42,  is  director  of  corporate 
human  resources.  They  had 
confidence  in  their  skills  in  the 
workplace.  But  they  were  mis- 
erable at  home,  and  they  blamed  their 
husbands  for  ruining  their  family  lives. 
Things  got  so  bad  that  in  the  fall  of  2001 
Donna  kicked  out  Dave,  who  was  then 
home  watching  their  two  kids;  Julie  told 
Phillip,  a  cop,  to  leave  in  the  spring 
of  2002. 

It  wasn't  until  2004,  after  their  hus- 
bands had  become  model  partners  and 
returned  home,  that  Donna  and  Julie 
learned  they  had  taken  the  same  ap- 
proach to  their  marital  problems.  Their 
boss,  privy  to  the  details  of  their  private 
lives,  had  suggested  they  talk.  Then  she 
encouraged  them  to  put  together  a  book. 

May  22, 


Business  Strategies 
To  Apply  at  Home 


Treat  your  spouse  with  as  much 
respect  as  you  treat  your  colleagues 

Be  explicit  about  your  expectations 

Set  goals  together 

When  it  comes  to  problem-solving, 
be  creative  and  focus  on  the 
end  results 

Give  good  feedback 


The  result  is  The  Scorecard: 
How  to  Fix  Your  Man  in  One  Year  or  Less, 
published  on  May  4,  which  they  wrote 
with  Judith  Newman. 

In  the  tradition  of  self-help  books  and 
management  seminars,  Julie  and  Donna 
offer  a  five-step  program:  set  priorities,  fil- 
ter (is  it  a  problem  you  can  easily  fix  your- 
self?), analyze  (how  much  cooperation 
are  you  likely  to  get?),  plan  the  right  ap- 
proach, measure  your  progress.  They  de- 
scribe their  method  as  strategic  (focusing 
on  the  root  cause  of  a  problem),  not  tacti- 
cal (trying  to  fix  the  symptoms).  And,  as 
with  any  project,  they  suggest  reassessing 
priorities  from  time  to  time. 


When  the  two  women  presented  theij 
turnaround  plans  to  Phillip  and  Dave 
who  were  eager  to  reconcile,  there  was 
nonetheless  a  little  of  what  executive! 
would  call  pushback.  And  no  wonder 
Julie  and  Donna  asked  the  men  to  rethinl 
everything  from  their  careers  to  thei 
roles  as  fathers  to  their  love  lives.  "We  die 
start  out  being  very  demanding,"  Julid 
says.  "As  they  showed  us  they  were  will 
ing  to  change,  we  became  softer."  Donn; 
tells  of  one  test  she  gave  Dave  midway 
through  the  year.  She  had  asked  him  to  g»: 
into  therapy  to  deal  with  what  shn 
thought  was  depression;  he  said  the 
might  benefit  from  marriage  counseling 
Instead  of  embracing  the  idea  and  mak 
ing  all  the  arrangements,  she  left  i 
up  to  Dave  to  find  a  counselo: 
work  out  the  insurance  issue; 
hire  a  babysitter  for  the  kids,  an 
pick  her  up  for  each  appointmen 
And,  much  to  her  surprise,  he  die 

WORKS  BOTH  WAYS 

ONE  THING  LED  to  another,  an' 
soon  Donna  and  Julie  realize! 
they  had  to  conduct  themselve 
differently,  too.  "Our  work  selve' 
had  been  the  best  of  us,"  say 
Donna.    "Now,   at   home   we'] 
more  like  the  people  we  are  i 
work."  She  goes  on  to  say:  "I  tai 
about  managing  communication 
all  day  at  the  office.  You  have  i 
think  about  it  or  it  will  go  wron 
How  could  I  have  been  so  idiot 
at   home?    I    left    so    much 
chance."  Julie  puts  it  this  way:  " 
work  you  are  never  accidental 
successful.  You  can't  be  accide 
tally  successful  at  home,  either.' 
So  far,  they  say,  male  colleagui 
have  reacted  to  the  notion  of  ma 
aging  a  marriage  with  curiosity, 
not  enthusiasm.  Julie  and  Doni 
are  sure  that  husbands  ever 
where  will  come  around  as  th 
realize  that,  as  Julie  says,  this  approa 
"does  away  with  the  drama  and  emotio 
al  blackmail"  common  in  many  relatio 
ships.  And  that  it  works  both  ways. 

Dave  and  Phillip,  for  example,  ha 
learned  to  use  their  wives'  tactics  rig 
back  at  them.  Recently,  Donna  says,  s 
was  getting  increasingly  anxious  as  s 
and  Dave  prepared  to  leave  for  a  vac 
tion  with  her  parents.  When  she  mad' 
sarcastic  comment  about  his  efforts, 
said:  "Your  to-do  list  isn't  the  same 
mine.  If  you  need  help,  let's  talk  ab( 
our  priorities."  To  which  Donna  repli< 
"Are  you  using  my  tools  on  me?  Thf 
so  sexy."  ■ 
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LOOK  WHO'S  PUMPING 
OUT  ENGINEERS 

The  headlines  are  about  low-wage  illegals,  but 
Mexico  is  swiftly  upgrading  its  workforce 


BY  GERI  SMITH 

FOR  YEARS  THE  MEXICAN 
workforce  has  meant  one 
thing  to  multinationals: 
cheap,  reliable  labor,  perfect 
for  assembling  cars,  refriger- 
ators, and  other  goods  in  the 
maquiladoras  lining  the  bor- 
der with  America.  More  complex  engi- 
neering and  design  work  was  better  done 
elsewhere  in  the  global  economy— usual- 
ly at  company  headquarters  in  the  U.S., 
Europe,  and  Japan. 

But  as  maquila-style  assembly  work 
migrated  to  cheaper  locales,  and  India 
and  China  grabbed  more  sophisticated 
design  and  engineering  assignments, 
Mexican  officials  knew  they  had  to  do 
something  to  stay  in  the  global  race.  Qui- 
etly and  steadily,  they  have.  Over  the  past 
10  years,  the  country's  policymakers  have 
TECH  TRAINEES  been        building 

A  Queretaro  UP  enrollment  in 

aerospace  class  four-year    degree 

programs  in  engi- 
neering, develop- 


ing a  network  of  technical  institutes  that 
confer  two-year  degrees,  and  expanding 
advanced  training  programs  with  multi- 
nationals from  the  U.S.  and  elsewhere. 

The  result  is  a  bumper  crop  of  engi- 
neers. Currently,  451,000  Mexican  stu- 
dents are  enrolled  in  full-time  under- 
graduate programs,  vs.  just  over  370,000 
in  the  U.S.  The  Mexican  students  benefit 
from  high-tech  equipment  and  materials 
donated  to  their  schools  by  foreign  com- 
panies, which  help  develop  course  con- 
tent to  fit  their  needs.  Many  of  these  engi- 
neers graduate  knowing  how  to  use  the 
latest  computer-assisted  design  (CAD) 
software  and  speaking  fluent  English. 

This  expanding  workforce  is  changing 
the  way  multinationals  view  the  country. 
They  can  now  shift  more  complex  pro- 
duction to  Mexico,  along  with  higher- 
skilled  jobs.  But  it  goes  beyond  manufac- 
turing: Companies  such  as  General 
Electric,  General  Motors,  Honeywell,  and 
Delphi  have  created  large  research  and 
development  centers  employing  hun- 
dreds of  Mexican  engineers  to  carry  out 


MEXICO'S 
EDUCATION  PUSH 


Number  of  undergraduate 
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American  Society  for  Engineering  Education 


42  I  BusinessWeek  |  May  22,  2006 


sophisticated  design  modifications  anc 
handle  the  testing  of  everything  from  nev 
car  models  to  military  and  commercial  je 
engines.  "In  the  past  five  years,  Mexicai 
engineers  have  become  increasinghl 
qualified  and  gained  valuable  experi 
ence,"  says  Alfredo  Juarez,  a  director  a: 
the  country's  top  engineering  school,  thn 
National  Polytechnic  Institute  in  Mexicc 
City.  "We  constantly  have  major  multinaa 
tionals  here  trying  to  recruit  dozens  oc 
engineers  at  a  time." 

MEXICALI  MECCA 

ONE  IS  GE,  which  employs  550  engineer 
at  a  tech  center  in  the  colonial  city  c 
Queretaro  to  help  design  and  test  jet  er 
gines  and  energy  turbines.  It's  one  of 
handful  of  Global  Engineering  Centen 
that  the  company  has  worldwide,  indue' 
ing  India,  Poland,  and  Russia.) 

Eduardo  Lemini  is  a  GE  engineer  * 
Queretaro.  He  spends  his  days  huddle- 
over  CAD  displays,  making  desig. 
changes  and  performance  calculation 
running  tests  on  commercial  and  militai 
jet  engines,  and  working  with  his  G 
counterparts  around  the  world.  The  2 i 
year-old  holds  a  doctorate  in  engineerin 
from  the  Institute  of  Science  &  Technoli 
gy  at  the  University  of  Manchester,  En; 
land,  where  his  research  focused  on  con 
putational  fluid  dynamics.  Mexico 
National  Council  of  Science  &  Technoloj 
footed  the  bill  for  Lemini's  studii 
abroad.  Says  Lemini,  who  was  immec 
ately  hired  by  GE  when  he  return( 
home:  "This  is  a  great  time  to  be  an  eng 
neer  in  Mexico." 

And  a  great  time  to  employ  one.  Cor 
panies  are  creating  or  expanding  resean 
and  development  and  testing  cente 
from  Mexico  City  to  Mexicali.  The  youi 
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ngineers  being  hired  are  capable,  and 
tie/re  a  bargain,  earning  on  average 
ne-third  what  their  U.S.  counterparts  do. 
j  newly  minted  engineer  earns  around 
15,000  a  year,  and  those  with  experience 
ike  home  $25,000  to  $35,000. 
ladimiro  de  la  Mora,  director  of  GE's 
&D  center  in  Queretaro,  figures  he'll  hire 
00  new  engineers  this  year,  as  GE's  Avi- 
tion  and  Energy  divisions  throw  more 
/ork  his  way:  "We're  growing  because 
Mexico's  technical  expertise  is  deepening, 
lit  also  because  it  costs  us  30%  to  40% 
:ss  to  do  the  work  here  than  in  the  U.S." 
The  global  aerospace  industry  is  the 


INSIDE  JOB 

GE  engineers  in 
a  disassembled  , 
jet  engine      /;  " 


latest  to  seek  out  Mexican  expertise. 
Honeywell  Aerospace  recently  broke 
ground  on  a  $40  million  systems  integra- 
tion and  testing  laboratory  in  Mexicali, 
along  the  border  with  Arizona.  It  will  em- 
ploy 300  Mexican  engineers  and  run  sim- 
ulations for  aircraft  systems  developed  by 
Honeywell  worldwide.  Canadian  aircraft 
maker  Bombardier  Inc.,  meanwhile,  is  re- 
locating all  electrical  wire  harness  work 
for  its  planes  to  Queretaro  from  Montreal, 
Toronto,  and  Wichita,  and  shifting  fuse- 
lage assembly  to  Mexico  from  Belfast.  If 
all  goes  according  to  plan,  the  Canadian 
company  will  be  assembling  entire  air- 


IS 

sending 
more 
complex 
work  to 
Mexico 


r^XT  jc  craft  in  Mexico  in  7 

to  10  years.  To  win 
the  Bombardier  in- 
vestment, Mexico 
even  pledged  to 
build  a  new  aero- 
space university 
nearby.  "We're  im- 
pressed by  the  gov- 
ernment's commit- 
ment," says  Real 
Gervais,  a  Bom- 
bardier vice-presi- 
dent who  heads  the  Mexico  operations. 
A  success  story?  Yes,  but  one  with 
some  caveats.  As  promising  as  the  future 
is,  Mexico's  engineering  schools  may  be 
a  few  years  ahead  of  the  country's  indus- 
trial development  curve,  churning  out 
too  many  professionals  for  current  de- 
mand. While  multinationals  are  taking 
the  cream  of  the  crop,  the  rest  of  Mexi- 
co's engineers  must  compete  against  less 
educated  but  experienced,  lower-cost 
technicians  for  a  limited  number  of  su- 
pervisory positions.  Mexico  has  been  ed- 
ucating these  technicians  in  record 
numbers  as  well. 

Electrical  engineer  Jorge  Perez,  42, 
knows  what  this  competition  is  like. 
Perez  worked  for  Siemens'  medical 
equipment  group  for  12  years.  He  just 
completed  Bombardier's  training  course 
and  hopes  to  work  as  a  supervisor  in  the 
wire  harness  factory,  a  task  for  which  he 
is  probably  overqualified.  "An  engineer- 
ing degree  doesn't  guarantee  you  a  job  in 
Mexico,  even  today,"  says  Perez.  "I  know 
a  lot  of  underemployed  engineers." 

Mexican  officials  hope  that  as  more 
multinationals  get  hooked  on  the  ex- 
pertise of  local  technicians  and  engi- 
neers, they  will  keep  sending  more  so- 
phisticated work  to  Mexico,  providing 
plenty  of  quality  jobs  for  everyone  and 
moving  the  country  further  up  the  lad- 
der of  development. 

The  youngest  Mexican  engineers  fer- 
vently believe  this  will  happen.  Twenty- 
three-year-old  Mayra  Ponce  holds  an  un- 
dergraduate degree  in  aeronautics 
engineering  from  National  Polytechnic. 
She  is  about  to  wrap  up  a  12-week  inten- 
sive training  course  that  will  put  her  first 
in  line  for  an  engineer's  job  assembling 
aircraft  fuselages  for  Bombardier.  "I  see 
this  as  a  great  opportunity  to  start  at  the 
bottom  and  learn  how  airplanes  are 
made,"  she  says.  Her  goal:  design  air- 
craft someday,  even  though  Bombardier 
has  not  announced  plans  to  do  such 
work  in  Mexico.  A  lofty  aspiration,  but 
also  a  sign  that  Mexico  is  still  in  the 
global  race  for  the  best  jobs.  II 
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WHY  FREE-TRADE 
TALKS  ARE  IN  FREE  FALL 


The  developing  nations  made  a 
miscalculation  that  hurt  their  chances 


BY  PETER  COY 

TIME    IS    RAPIDLY    RUN- 
ning  out  on  the  current 
round  of  free-trade  talks, 
which    began    in    Doha, 
Qatar,  in  the  shadow  of 
September  11  as  a  global 
mission  to  promote  devel- 
opment in  poor  countries  through  trade. 
Negotiators  missed  a  key  April  deadline. 
Pascal    Lamy,   director-general   of  the 
World  Trade  Organization,  says  the  talks 
are  in  a  "red  zone"  and  could  fail  unless  a 
OT    deal  is  struck  by  the  end  of  this  year. 
g        The  easy  explanation  for  the  impasse  is 
g    the  usual  one:  the  political  need  to  protect 
P    powerful  special  interests.  From  French 
•    dairy  farmers  to  Florida  sugar  growers  to 
«    Brazilian  auto  makers,  groups  that  would 
£   be  hurt  by  falling  trade  barriers  are  threat- 
>  ening  retaliation  against  administrations 
2    that  make  trade  concessions  and  legisla- 
£    tures  that  approve  them. 

But  there's  a  deeper  problem.  Econo- 
S  mists,  1(  g  'he  main  advocates  of  free 
«  trade,  1  >a\  been  reducing  their  estimates 
2    of  the  pote  nl  ial  benefits  of  even  an  aggres- 
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sive  trade  deal.  As  the  total  benefits  from 
lowering  trade  barriers  in  goods  dimmish, 
there  simply  isn't  enough  added  wealth 
generated  to  buy  support  for  the  deal  by 
such  measures  as  retraining  unemployed 
workers.  So  the  winners  in  each  nation  are 
drowned  out  by  the  losers. 

Consider  this:  The  Doha  round  was  de- 
signed from  the  start  to  focus  on  the  kinds 
of  trade  most  important  to  developing 
countries,  namely  farm  and  industrial 

Is  a  Trade  Deal 
Worth  It? 

The  World  Bank  has  cut  its 
estimate  of  the  gain  in  global 
output  in  2015  from  removing  all 
merchandise  trade  barriers* 


2003  Estimate 

$413 

BILLION 


2005  Estimate 

$287 

BILLION 

•2001  dollars    Data:  World  Bank 


SCHWAB  The 

U.S.  Trade  Rep 
nominee  says 
she's  committed 
to  a  deal 


goods.  Yet  a  2005  study  by  the  World  Bank, 
which  favors  free  trade,  estimated  that 
complete  liberalization  of  trade  in  goods 
would  boost  income  by  just  $287  billion  by 
2015.  That  number  is  30%  lower  than  its 
previous  calculation  of  $413  billion,  done 
in  2003. 

UNEVEN  GAINS 

EVEN  MORE  SURPRISING,  the  World 
Bank  estimated  that  the  Doha  round,  at 
best,  would  raise  world  incomes  by  just 
$119  billion.  That's  just  one-quarter  of 
1%,  or  pennies  a  day  per  person. 

Why  is  Doha  less  than  if  s  cracked  up  to 
be?  One  reason  is  that  trade  in  goods  is  al- 
ready reasonably  free,  so  the  further  gains 
to  be  had  are  relatively  small.  The  world  is 
already  benefiting  from  China's  lowering 
of  tariff  barriers,  the  removal  of  textile  and 
clothing  quotas,  and  the  eastward  expan- 
sion of  the  European  Union. 

Most  of  the  gains  would  be  concentrat- 
ed in  a  few  nations.  In  the  World  Bank's  \ 
most  optimistic  sce- 
nario for  Doha,  the 
biggest      percentage 
income  gains  would 
go  to  South  Korea,., 
Taiwan,    and    Thai 
land.  Africa  would  see; 
scant  gains,  and  Mexico  and  Bangladesh  If 
would  lose.  The  projected  U.S.  gain  is  less 
than  a  rounding  error:  $6.6  billion. 

What's  more,  at  the  insistence  of  de- 
veloping countries,  Doha  largely  ignored 
trade  in  services,  even  though  man\;yj 
economists  believe  that  the  consumer 
benefits  from  liberalization  of  services— 
from  advertising  to  banking— are  fai 
greater  than  the  remaining  opportunities 
in  goods  trade.  That  may  have  been  i 
miscalculation  by  the  poor  nations.  Witl 
little  to  gain  on  the  services  front,  the  U.S 
and  Europe  have  less  motivation  tc 
budge  on  the  farm  and  factory  issues  tha 
developing  nations  care  most  about. 

Despite  all  that,  Susan  Schwab,  Presi 
dent  George  W  Bush's  nominee  for  U.S 
Trade  Representative,  says  she's  full; 
committed  to  cutting  a  deal.  "This  is  ; 
once-in-a-generation  chance  to  reduo 
trade  barriers  and  raise  living  standards 
and  we  cannot  allow  it  to  slip  away,: 
Schwab  and  the  current  U.S.  Trad' 
Representative,  Rob  Portman,  wrote  in 
May  1  op-ed  in  The  Wall  Street  Journal. 
For  Schwab  and  others,  a  successfu 
conclusion  to  the  Doha  round  wouL 
avoid  setting  a  bad  precedent.  But  wit 
the  potential  gains  as  modest  as  they  arc 
negotiators  are  having  a  hard  time  piec 
ing  together  a  deal  that  they  can  sell  t 
the  folks  back  home.  ■ 
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£ BASKET 
STRUGGLES  TO  SCORE 

t's  an  uphill  battle  for  lesser  teams,  but 
Loops  are  gaining  momentum  in  Europe 


1  CAROL  MATLACK 

IT'S  A  SATURDAY  NIGHT  AT  THE 
Pierre  de  Coubertin  arena  in  Paris, 
and  home  team  Paris  Basket  Rac- 
ing is  struggling  to  score.  "Execute, 
execute!"  coach  Gordy  Herbert 
pleads  in  English  from  the  side- 
lines as  the  clock  ticks  down.  Final- 
,  Norman  Richardson,  a  U.S. -born  for- 
ard,  gets  off  a  shot,  helping  Paris'  pro 
isketball  team  grind  out  a  66-61  win. 
Basketball  in  Paris?  The  City  of  Light  is 
mous  for  many  things,  but  basketball 
n't  one  of  them.  And  Paris'  pro  team 
>esn't  inspire  much  confidence  that  le 
isket,  as  the  game  is  known  here,  will 
tch  on  anytime  soon.  Its  home  court  is  a 
J-year-old  municipal  gym  bereft  of  lux- 
y  boxes  and  other  amenities.  Typically, 
lly  a  few  hundred  of  the  4,800  seats  are 
led,  and  no  wonder:  With  a  15-16 
cord  this  season,  Paris  ranks  13th  of  18 
ams  in  its  division.  Paris  Basket  Racing 
tn't  even  shake  off  its  awkward  moniker, 
le  team  belongs  to  the  Racing  Club  of 
•ance,  a  venerable  association  that  re- 
lires  its  teams  to  include  the  word  "rac- 
g"  in  their  names. 


But  if  Parisians  aren't  excited  about 
their  team,  some  Americans  are.  A  group 
of  U.S.  investors  organized  by  Entersport 
Management  Inc.,  a  New  Canaan  (Conn.) 
sports  agency,  bought  Paris  Basket  Rac- 
ing from  its  French  owners  in  2004  for 
$60,000  and  the  assumption  of  $2.3  mil- 
lion in  debt.  Now  they're  pushing  to  turn 
the  club  around.  "We  believe  teams  like 
this  will  start  to  have  some  real  market 
value,"  says  Reed  Salwen,  the  club's  new 
president.  Salwen,  a  39-year-old  New 
Yorker,  has  been  Entersport's  chief  Euro- 
pean agent  since  1999,  helping  to  recruit 
such  players  as  France's  Tony  Parker,  now 


EuroB-Ball? 

It's  growing  fast,  but  Europe's  top 
basketball  league  is  no  NBA. 

EUROIFAGUE                              NBA 
IN  MILLIONS 

Annual  attendance 

1.4 

21.6 

Broadcast  rights* 

$19 

$766 

Top  player  salary 

$4 

$20 

•Annual  value               Data:  Euroleague.  National  Basketball  Assn..  Businessweek 

CITY  OF  HOOPS  with  the  San  Anto- 

Star  Paris  player         nio  Spurs. 
John  Linehan  was  Salwen's      not 

^j^d  crazy.  Across  Eu- 

rope, hoops  are 
catching  on.  Since  2000,  paid  attendance 
at  Euroleague,  the  region's  top  pro  organ- 
ization, has  tripled  to  1.4  million  annually. 
A  sellout  crowd,  including  a  big  NBA  del- 
egation, watched  CSKA  Moscow  win  the 
Apr.  28-30  Euroleague  Final  Four  in 
Prague.  Companies  such  as  Nestle  and 
L'Oreal  have  signed  up  as  Euroleague 
sponsors,  and  the  league  sold  broadcast 
rights  to  its  current  season  for  almost  $20 
million.  Says  league  consultant  and  for- 
mer Portland  Trail  Blazers  President  Mar- 
shall Glickman:  "We're  seeing  a  big  in- 
crease in  exposure." 

FULL-COURT  PRESS 

STILL,  EUROPEAN  basketball  has  a  long 
way  to  go  before  it  rakes  in  the  hundreds 
of  millions  that  the  NBA  gets.  But  teams 
from  Vilnius  to  Siena  are  making  enough 
to  build  new  arenas.  Top  players  such  as 
David  Andersen  of  CSKA  Moscow  earn 
close  to  the  NBA's  average  of  $4  million. 
True,  the  NBA  is  skimming  off  the  cream 
of  European  talent.  Its  rosters  include  49 
European  players,  including  such  stars  as 
Parker  and  Spain's  Pau  Gasol  of  the  Mem- 
phis Grizzlies.  But  that  just  fuels  more  in- 
terest. These  players  remain  popular  in 
their  home  countries,  thanks  to  heavy 
promotion  by  the  NBA  The  U.S.  league 
has  TV  deals  across  Europe  and  sends 
teams  there  for  exhibition  games. 

Second-rate  teams  like  Paris  Basket 
Racing  still  aren't  cashing  in,  though.  To 
become  contenders  they  must  recruit  bet- 
ter players,  jazz  up  marketing,  and  im- 
prove facilities.  Salwen  and  his  partners 
are  working  to  tap  Paris'  media  and  corpo- 
rate presence.  So  far,  only  a  few  sponsors 
have  signed  up,  including  Alice,  a  Net 
provider  owned  by  Telecom  Italia.  Salwen 
says  he'd  love  to  move  to  a  modern  arena. 
But  he's  so  strapped  for  cash  that  earlier 
this  year  he  sold  the  club's  best  player  to  ri- 
val Strasbourg.  Salwen  says  the  club  is  on 
track  to  make  a  profit  of  about 
$60,000  this  year  and  to  pay  off  its 
debt  by  mid-2007. 

Even  with  that  modest  success, 
he'll  be  hard-pressed  to  assemble 
a  contending  team.  And  without  a 
lot  more  wins,  it  won't  be  easy  to 
win  over  the  likes  of  Mahamadou 
Diaby,  a  young  basketball  fan 
from  the  Paris  suburbs.  "My  fa- 
vorite team?  The  Spurs,"  he  says. 
For  now,  le  basket  looks  like  a 
tough  sell  in  Paris.  II 
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Behind  the  sexual 
harassment  suit 
roiling  the  carmaker 
U.S.  executive  suite 


i 


im*.' 


KOBAYASHI    *fe 
She  says  the    ^ 
company's 
reaction  to  her ; 
charg^sVforc^ 
her  riarra, 


■ 


BY  MICHAEL  OREY 

ON  DEC.  6  OF  LAST  YEAR, 
Sayaka  Kobayashi  sent  a 
letter    by    e-mail    to 
Dennis  C.  Cuneo,  senior 
vice-president  of  Toyota 
North  America.  The  let 
ter  gave  a  detailed  ac 
count  of  alleged  romantic  and  sexual  ad-  j 
vances  she  had  endured  for  three  months 
at  the  hands  of  her  boss,  Hideald  Otaka. 
the  chief  executive  of  Toyota  Motor  Northl 
America  Inc.  "Nowadays,  I  come  to  work 
with  anxiety  and  pray  that  Mr.  Otaka  wil 
not  ask  me  to  accompany  with  him  to  an- 
other lunch,  another  dinner,  anothei 
business  trip,"  wrote  Kobayashi,  who  pro- 
vided a  copy  of  the  letter  to  BusinessWeek*"! 
"I  would  like  to  seek  advice  from  you  or  if, 
the  issue  that  I  feel  helpless." 

How  did  Cuneo  respond?  According  tc  fc 
a  sexual  harassment  lawsuit  Kobayash!  ^ 
filed  against  Toyota  and  Otaka,  Cunec^ 
told  her  that  he  would  discuss  her  lette;, 
with  Otaka— but  that  he  didn't  want  to  of ! H 
fend  him.  So  he  said  he  planned  to  infornr 01 
Otaka  that  it  was  Kobayashi's  boyfriend'10 
who  was  upset,  rather  than  Kobayasbt 
herself.  On  Dec.  9,  Cuneo  e-mailee. 
Kobayashi,  noting  that  he  had  met  witlr 
Otaka  but  "didn't  go  into  any  detail  witt M 
him."  He  then  recommended  in  hill  jj 
e-mail  that  Kobayashi,  who  was  OtakaV '" 
executive  assistant,  meet  privately  witt!:' 
him  to  air  her  concerns. 

Kobayashi's  suit,  filed  on  May  1  in  Ne1  * 

York  State  court,  offered  rich  fodder  fc '  f 

re 

in 


lit 


ns 


headline  writers  around  the  world.  "Olil 
What  A  Feeling!"  blared  the  New  Yon 
Post,  reprising  Toyota's  onetime  advertiif  j 
ing  tag  line  as  it  splashed  the  groping  ai 
legations  on  its  front  page.  Yet  largely  al 
sent  from  accounts  of  the  salacioi 
accusations  is  an  equally  astonishir; 
story:  how  the  giant  carmaker,  which  ty] 
ically  does  so  much  so  well,  bungled  tl 
handling  of  Kobayashi's  concerns  whe 
she  first  raised  them  with  the  company, 
is  a  tale  that  reflects  the  struggles  that  fo 
eign  executives  sometimes  have  wr; 
U.S.  sexual  harassment  laws— and  that ; 
companies  have  when  the  alleged  haras 
er  sits  in  the  corner  office. 


Si 
k 
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POLICY  REVIEW 

THE  LAWSUIT  was  just  filed,  ai 
Kobayashi  has  not  proved  any  of  h 
claims.  But  Toyota  itself  now  seems 
have  recognized  that  significant  change 
in  order.  In  a  statement  issued  on  May 
it  announced  the  creation  of  a  task  for 
headed  by  former  U.S.  Labor  Secreta 
Alexis  Herman  to  review  its  policies  a 
practices  on  harassment  and  discrimir     °a 
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)n.  It  is  also  ordering  additional  training 
r  executives  "to  enable  them  to  better 
cognize,  prevent,  and  handle  any  in- 
ances  of  inappropriate  behavior." 
The  executive  who  first  fielded 
abayashi's  complaint  has  been  relieved 
'  duties  supervising  human  resources, 
icording  to  a  Toyota  spokesman.  Toyota 
so  replaced  Weil  Gotshal  &  Manges,  the 
ew  York  firm  that  initially  advised  it  on 
e  matter,  with  Morgan,  Lewis  &  Bock- 
s  in  Philadelphia.  (Weil  Gotshal  did  not 
turn  calls  seeking  comment.) 
As  for  Otaka,  Toyota  says  he  has 


tan  office  building,  the  department 
serves  as  an  administrative  nerve  center, 
helping  coordinate  the  many  compo- 
nents of  Toyota's  American  operations. 

For  two  years,  Kobayashi  says,  she  had 
almost  no  contact  with  Otaka,  now  65, 
the  head  of  the  office  and  one  of  Toyota's 
most  senior  U.S.-based  executives.  Then, 
in  the  spring  of  2005,  a  human  resources 
official  told  her  that  Otaka,  who  began 


„- -oObwoo- . 


voluntarily"  resigned  his  post 

id  is  on  leave  from  the  com-     /   '  J^  HO W"lMOt"TO  TcLLC 


my.    Toyota    declined 
ake    Otaka,    Cuneo,    or 
hers    who    dealt    with 
obayashi    available    for 
wnment.    In   the   com- 
uiys  May  8  statement, 
taka  says  he  expects  to  be 
ully  vindicated"  in  the 
irassment  lawsuit  Ef- 
irts  to  reach  him  at  his 
:>me  were  unsuccessful. 
Kobayashi  claims  that 
matters  had  been  han- 
[ed  differently,  the  law- 
lit  would  never  have 
ippened.  Speaking  to 
usinessWeek  in  her  first 
ctensive  interview  since 
ling  the  lawsuit,  Ko- 
ayashi,  42,  was  soft- 
joken,  composed,  and 
resented  herself  as  a  re- 
ictant  plaintiff.  Initially 
I  she  wanted,  she  says, 
as  to  be  moved  to  an- 
ther position.  "I  was  in 
;ony,"  she  says,  "and  to 


to 


Kobayashi's  lawsuit  against  Toyota 
and  Otaka  alleges  the  following: 

supervised  human  resources,        \ 
that  Otaka  is  sexually  harassing 
her,  but  is  not  told  of  any  plan  to 
investigate. 


/    SPRING,  2005  Otaka  requests 
/    that  Kobayashi  be  transferred 
/  from  another  department  to 
/  become  his  personal  assistant. 


SEPT.  6, 2005  During  a  business 
trip,  Otaka  summons  Kobayashi 
to  his  hotel  room  at  night  and 
gropes  her. 

OCT.  17, 2005  Kobayashi 
receives  a  greeting  card  and 
garnet  necklace  (pictured) 
from  Otaka. 


NOV.  14, 2005  Otaka  requires 
Kobayashi  to  accompany  him  to 
I  lunch  and  an  art  exhibit,  and  then 
\   walk  with  him  in  Central  Park, 
\   where  he  again  attempts  sexual 
\   contact  with  her. 

et  out  of  that,  that  was     \   

loughforme."  \    LATE  NOVEMBER,  2005 

Still  employed  by  Toyota,     \        Kobayashi  tells  Ko 
obayashi  is  currently  on  med-     \  TakatSU,  who 

:al  leave  because  of  what  she       x. 
lys  is  heart  trouble.  Toyota  repre- 
entatives  declined  to  comment  on  most 
f  the  specific  allegations  in  her  lawsuit, 
ut  a  spokesman  notes  that  Kobayashi  re- 
;ived  a  promotion  at  the  end  of  2005 
nd  says  that  "her  issues  of  employment 
ave  been  addressed." 

Although  raised  in  Japan,  Kobayashi 
ame  to  the  U.S.  in  1988  and  earned  a 
)urnalism  degree  from  Eastern  Michi- 
an  University.  She  began  her  employ- 
lent  with  Toyota  in  Michigan  in  1997, 
nd  in  2003  transferred  to  New  York  for  a 
)b  in  the  corporate  planning  department 
f  Toyota  Motor  North  America.  Occupy- 
lg  a  single  floor  in  a  midtown  Manhat- 


DECEMBER.2005  Kobayashi 
tells  Dennis  Cuneo,  the  No.  2 
executive  in  her  office,  about  the 
harassment.  He  tells  her  that 
she  should  meet  alone  with 
Otaka  to  discuss  her  concerns. 

JAN.  4, 2006  Alan  Cohen, 
Toyota's  general  counsel, 
suggests  that  in  light  of  her 
problems  with  Otaka,  Kobayashi 
might  want  to  consider  options, 
including  leaving  the  company. 

JAN.  6, 2006  After  hearing  that 
Kobayashi  had  gotten  married 
on  Dec.  30,  Otaka  tells  her,  "If  I 
had  known  you  were  getting      . 
married,  I  wouldn't  have 
bothered  you." 


working  for  Toyota  in  Japan  in  1965  and 
once  served  on  the  parent  company's 
board,  had  asked  that  she  become  his  ex- 
ecutive assistant. 

"My  reaction  was,  What?' "  says  Koba- 
yashi, whose  work  at  the  time  involved 
helping  set  up  board  meetings  and  other 


events.  But  she  was  taking  business 
school  classes  in  the  evenings  in  pursuit 
of  an  MBA  and  decided  that  the  new  job 
presented  "an  opportunity  for  me  to  grow 
in  a  different  area."  She  accepted  the  as- 
signment in  April,  2005.  The  problems, 
she  says,  began  a  few  months  later. 

On  Sept.  2,  Otaka  personally  delivered 
two  dozen  red  roses  to  Kobayashi  for  her 
birthday,  she  alleges  in  her  complaint, 
prompting  "quizzical  expressions"  among 
her  co-workers.  Kobayashi  also  claims  that 
Otaka,  who  is  married,  asked  her  to  ac- 
company him  on  a  business  trip,  a 
request  she  felt  she  did  not  have 
the  option  of  refusing.  On  Sept.  6, 

\ during  their  first  trip  together, 
Otaka  summoned  Kobayashi 
to  his  hotel  room  in  a 
k  Washington  (D.C.)  Marriott 
at  about  10  p.m.,  according 
to  the  complaint.  Al- 
though uncomfortable  with 
the  request,  Kobayashi 
changed  back  into  busi- 
ness clothes  before  going 
to  Otaka's  room. 

After  engaging  in  "in- 
appropriate personal  con- 
versation," Otaka  "sud- 
denly approached  Ms. 
Kobayashi,  forcibly  grab- 
bing her  body  and  at- 
tempting to  engage  in 
sexual  contact  with  her," 
the  complaint  alleges.  Al- 
though she  broke  free 
and  told  Otaka  she  want- 
ed only  a  professional  re- 
lationship, he  gestured 
toward  the  bed  as  she  was 
I  leaving  and  said,  "You 
can  sleep  over  here 
tonight  if  you  like,"  the 
complaint  continues.  Later, 
in  her  letter  to  Cuneo,  she 
wrote,  "I  had  to  go  run  on  a 
treadmill  that  night  to  shake  off  the 
confusion  and  filthy  feeling." 
Over  the  next  two  months,  Otaka  con- 
tinued to  lavish  unwanted  attention  on 
Kobayashi  and  to  pressure  her  to  join  him 
on  business  trips  to  Miami  and  Detroit, 
Kobayashi  claims.  In  mid-October,  he  left 
a  box  containing  a  garnet  necklace  on  her 
desk,  along  with  a  greeting  card  asking 
her  to  have  lunch  with  him.  "Take  time  to 
be  friendly— it  is  the  road  to  happiness," 
said  the  printed  portion  of  the  card, 
which  was  framed  by  flowers  and  hearts. 
Inside,  Otaka  wrote  in  Japanese:  "I 
would  like  to  speak  to  you  more.  Let's  go 
to  lunch  on  Wednesday." 

A  month  later,  Otaka  had  Kobayashi  ac- 


May  22.  2006  I  BusinessWeek  I  47 


Le&al  Affairs  Scandals 


company  him  to  lunch  and  a  Van  Gogh 
exhibit  at  New  York's  Metropolitan  Muse- 
um of  Art.  Afterwards,  the  complaint  al- 
leges, Otaka  "ordered"  Kobayashi  to  walk 
with  him  in  Central  Park.  "While  in  a  se- 
cluded area  of  the  park,"  the  complaint 
says,  "Otaka  suddenly  grabbed  Plaintiffs 
body  and  forcibly  attempted  to  engage  in 
sexual  contact  with  her."  Again, 
Kobayashi,  a  slim  exercise  buff,  pulled 
herself  away,  and  again  she 
informed  him  she  did  not 
want  a  sexual  relationship. 

Kobayashi  says  she  views 
Otaka's  actions  as  "a  reflec- 
tion of  underlying  Japanese 
culture,  where  sexual 
discrimination  is  found 
[throughout]  society,  not 
just  in  corporations."  Em- 
ployment attorneys  say  if  s 
not  uncommon  to  see  execu- 
tives of  foreign  companies 
getting  tripped  up  by  rules  in 
the  American  workplace, 
and  if  s  not  just  the  Japanese.  "There  are 
some  European  countries  where  a  certain 
degree  of  what  we  would  consider  over- 
the-line  sexual  harassment  is  more  com- 
mon, if  s  more  the  norm  in  the  culture," 
says  Wayne  N.  Outten  of  Outten  &  Golden 
LLP  in  New  York. 

"FEAR  AND  MISERY" 

THROUGHOUT  THIS  period,  Kobayashi 
says,  she  did  not  discuss  what  was  going 
on  with  co-workers,  family,  or  even  her 
boyfriend,  a  professional  magician  whom 
she  married  last  December.  It  is  not  her 
way  to  worry  others,  she  explains,  noting 
that  she  waited  two  years  to  tell  her  fami- 
ly about  a  1992  car  accident  that  almost 
led  to  the  amputation  of  her  foot.  Whafs 
more,  she  adds,  "I  thought  I  said  'no' 
enough,  so  I  was  hoping  [Otaka]  would 
stop  his  behavior....  In  that  case,  I  don't 
have  to  make  big  issues  out  of  it." 

But  going  into  the  office  each  day  dur- 
ing this  period  "was  a  nightmare,"  she 
says.  "I  felt  like  I  was  living  in  a  world  of 
fear  and  misery."  After  the  alleged  inci- 
dent in  Central  Park,  and  with  Otaka  at- 
tempting to  book  her  on  trips  despite  her 


^^  Employment  lawyers  say  it's  not 
MM  uncommon  for  foreign 
V  V  executives,  both  Japanese  and    | 
European,  to  be  tripped  up  by  the       j 
rules  of  the  American  workplace 


resistance,  Kobayashi  finally 
told  her  boyfriend  what  was 
going  on.  She  also  went  to 
Ko  Takatsu,  an  executive 
who  dealt  with  human  re- 
sources, and  told  him  about 
Otaka's  conduct. 

There  is  little  disagree- 
ment among  employment 
law  experts  on  how  a  com- 
pany should  respond  when 
such  allegations  are  brought 
to  its  attention.  There  needs 
to  be  "a  full  and  fair  inves- 
tigation," no  retaliation  against  the  em- 
ployee for  filing  the  complaint,  and  if  a 
problem  is  found,  corrective  action  must 
be  taken,  says  Jonathan  A.  Segal,  an  attor- 
ney at  WolfBlock  in  Philadelphia  who  ad- 
vises companies. 

Certainly  when  the  accusations  involve 
the  chief  executive,  matters  get  trickier, 
since  the  head  of  HR  is  not  in  a  great  po- 
sition to  investigate  the  boss.  In  that  situ- 
ation, Segal  says,  someone  from  outside 
the  company  should  be  brought  in  to 
handle  the  matter.  Others  go  further,  say- 
ing the  board  of  directors  should  be  in- 
formed of  such  complaints  and  should  it- 
self retain  an  outside  investigator. 

Takatsu  took  no  action,  Kobayashi 
says,  but  adds  that  he  "was  a  very  good 
listener"  and  appeared  sympathetic.  A 
Toyota  spokesman  says  Takatsu  has  been 
removed  from  overseeing  HR.  And  in  its 
May  8  announcement  the  company  said 
that  if  allegations  of  sexual  harassment  in- 
volve the  most  senior  officials  in  any  affil- 
iate, the  complaint  must  now  be  brought 
to  the  attention  of  the  unif  s  board. 

Kobayashi  next  turned  to  Cuneo,  the 
No.  2  executive  at  Toyota  Motor  North 


|k  k  From  now  on,  Toyota  announced 
MM  May  8,  when  complaints  of 
r  V  sexual  harassment  involve  the 
corner  office,  the  board  of  directors 
must  be  notified 


America.  A  onetime  antitrust  attorney  in 
the  U.S.  Justice  Dept.,  Cuneo  is  a  22-year 
Toyota  veteran  who  has  had  a  wide 
range  of  responsibilities,  from  plant  site 
selection  to  environmental  compliance. 
His  current  duties  include  overseeing  hu- 
man resources,  and  he  chairs  the  Human 
Resources  Policy  Group  of  the  National 
Association  of  Manufacturers. 

Although  she  was  uncomfortable  with 
Cuneo's  suggestion  that  she  air  her  con- 
cerns one-on-one  with  Otaka,  Kobayashi 
says  she  met  with  him  in  his  office  on 
Dec.  12.  The  meeting  did  not  go  well.  Ota- 
ka told  Kobayashi  that  he  and  she  bothl 
"had  'behavioral  problems'  they  needec 
to  correct,"  she  alleges  in  her  complaint; 
and  he  criticized  her  for  not  thanking  him 
properly  for  his  gift  of  birthday  roses.  Ten 
days  later,  Kobayashi  received  a  schedl 
uled  promotion  to  "assistant  manager,' 
though  she  continued  to  work  for  Otaka 
A  Toyota  spokesman  says  it  was  not  uni 
reasonable  for  Kobayashi's  boss  to  asl 
someone  in  her  position  to  meet  private 
ly,  since  that  is  a  normal  part  of  an  execuu 
tive  assistanf  s  job  and  it  is  important  t(i 
work  things  out. 

On  Jan.  4  came  what  Kobayashi  calll 
the  "tipping  point."  Alan  F.  Cohen,  Toy, 
ota  Motor  North  America's  general  coun 
sel,  told  her  that  he  wanted  to  discuss  var 
ious  "options,"  according  to  th 
complaint.  One  idea  he  suggested,  sh 
says,  was  the  possibility  of  her  returnin 
to  school  full-time.  "That  sounded  sort  c 
threatening  to  me,"  she  says.  "That  wa 
clearly  a  sign  of  Toyota  trying  to  get  rid  c 
me."  A  Toyota  spokesman  says:  "Ths, 
was  an  option  that  may  have  been  dis 
cussed  with  her,"  but  "it  wasn't  a  coercrv 
option."  Kobayashi,  however,  interprete 
it  differently.  By  the  middle  of  Januar 
she  had  retained  an  attorney. 

Her  lawsuit  has  reverberated  at  tr 
highest  levels.  At  a  May  10  news  confe: 
ence  in  Tokyo,  where  he  announce 
record  profits,  Toyota  CEO  Katsual 
Watanabe  made  a  short  statement  on  tr 
case.  The  company,  he  said,  "is  taking  th 
lawsuit  very  seriously,  especially  becau; 
we've  always  made  every  effort  to  prevei 
any  and  all  types  of  harassment."  ■ 
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Cut  some  green. 
Lower  medical  costs 
by  up  to  20%. 

A  new  study*  shows  that  integrating 
Medical,  Pharmacy  and  Disease 
Management  benefits  with  Aetna  can 
help  lower  medical  costs.  According 
to  the  data,  overall  costs  dropped  by 
15-20%  for  high-risk  Aetna  members 
with  integrated  benefits  compared 
to  similar  members  with  just  medical 
insurance  benefits.  That's  because 
integration  allows  for  a  better  exchange 
of  information  to  help  high-cost,  high- 
risk  members  better  manage  their 
conditions.  To  find  out  more,  call  your 
broker,  Aetna  representative,  or  visit 
us  today  at  aetna.com. 
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Finance  Grand  Plans 


Bank 


(investment) 
Of  America? 

BofA  aims  to  build  its  way  up  to  the  top 
tier  of  investment  banks. 
It  won't  be  easy 


There's  no 
blueprint  for 
creating  a 


financial 
super- 
market 
from  the 
ground  up 


BY  MARA  DER  HOVANESIAN 

ANK  OF  AMERICA  WAS 
founded  more  than  100 
years  ago,  but  it's  new  to 
the  ways  of  Wall  Street. 
Its  goal  since  late  2004 
has  been  to  transform  it- 
self from  a  staid  retail 
and  commercial  bank  that  takes  de- 
posits and  makes  loans  into  a  full 
service  financial  supermarket  a  la 
Citigroup  Inc.  and  JPMorgan  Chase 
&  Co.  The  question  is:  to  build 
an  investment  bank  or  to 
buy  one? 

Despite  a  growing  chorus  of 
analysts  shouting  "buy,"  BofA's 
answer,  for  now,  is  build.  The  Char- 
lotte (N.C.)  bank  earmarked  $675  mil- 
lion for  the  endeavor,  and  has  already 
spent  most  of  it  on  new  trading  plat- 
forms and  top  Wall  Street  talent.  But  be- 
coming a  first-rate  Wall  Street  in 
vestment  bank  won't  be  easy. 
"No  one  has  successfully  taken 
corporate  banking  and  invest 
ment  banking  activity  and 
put  them  together  and 
made  them  work," 
admits        Gene 


Taylor,  vice-chairman  of  Bank  of  Ameri- 
ca and  president  of  Global  Corporate  & 
Investment  Banking.  "We  clearly  under- 
stand the  challenge." 

"AN  ALSO-RAN" 

SO  FAR,  THE  RESULTS  have  been  disap- 
pointing—especially at  a  time  when  rivals 
are  booking  record  profits.  Some  of  BofA's 
numbers  are  worse  than  they  were  before 
the  spending  spree  began  (table,  page  52). 
It  earned  $1.75  billion  in  investment  bank- 
ing fees  last  year,  down  1.7%  from  2004. 
"BofA  has  a  long,  long  way  to  go,"  says  Joe 
Dickerson  of  Atlantic  Equities.  "Outside  of 
corporate  lending,  it  is  an  also-ran." 

Case  in  point:  While  other  banks  have 
been  raking  in  the  money  on  commodi- 
ties and  foreign  exchange  trading  in  re- 
cent years,  BofA  has 
sat  on  the  sidelines 
because  it  doesn't 
yet  have  the  expert- 
ise. And  it  has  scant 
presence  in  interna 
tional  markets, 
where  the  rest  of 
Wall  Street  is  ramp- 
ing up  in  a  bid  forr 
future  business. 
"BofA  is  domesti- 
cally bound,  and  the 
real  growth  in  the' 
world  over  the  nexti 
10  or  20  years  is  noti 
going  to  be  in  the 
U.S.,"  says  Richard 
X.  Bove,  an  analyst! 
at  New  York-based  Punk  Ziegel  &  Co. 

Taylor,  just  nine  months  on  the  job,  says^ 
he  can  build  BofA  into  a  global  power 
house.  But  there's  no  blueprint  for  creating.! 
a  top-tier  global  financial  supermarket 
from  scratch.  The  most  recent  failure  9 
London-based  HSBC  Holdings  PLC.  Over; 
the  past  three  years,  it  has  spent  heavily  tc 
lure  top  talent,  adding  1,400  bankers  in 
2005  alone.  The  new  hires  and  big  invest- 
ments in  technology  pushed  up  the  invest- 
ment banking  unif  s  costs  by  18%,  to  $6.£- 
billion.  Yet  for  2006,  it  isn't  in  the  top  10  ir 
any  of  the  U.S.  league  tables  that  rank  in 
vestment  banks  by  business  lines. 

Buying  an  investment  bank  isn't  al 

ways  a  cinch,  either.  Citi  gained  enor 

mous  clout  with  its  1997  acquisitioi 

of  white-shoe  firm  Salomon  Broth 

ers.  But  it  took  years  to  smootl 

over  culture  clashes  and  gait 

traction  with  clients.  Mon 

recently,  Chase  Manhattan' 

efforts  to  integrate  wit! 

JPMorgan's     investmen 

bank  have  been  marrei 
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YOU  SEE  HONG  KONG  SKYSCRAPERS. 
WE  SAW  A  GROUND  FLOOR  INVESTMENT  OPPORTUNITY. 

Templeton  fund  managers  spot  global  investment  opportunities  others  might  miss. 


In  1997,  when  investors  were  worried  about 
templeton  I   china's  assuming  control  of  Hong  Kong,  our 

FUNDS        |  a  a 

fund  managers  had  the  foresight  to  increase 
their  holdings  in  a  Hong  Kong  property  development 
company.  This  smart  move  enabled  our  fund  shareholders 
to  participate  in  the  dynamic  building  boom  that  followed. 

Taking  advantage  of  global  investment  opportunities 
like  this  requires  a  unique  perspective.  One  that  comes 
from  having  offices  in  over  25  countries  and  on-the-ground 
analysts  utilizing  research  techniques  honed  for  over 
50  years. 


For  information  about  how  Templeton's  experience,  expertise 
and  perspective  might  benefit  your  portfolio,  see  your  financial 
advisor,  call  1-800-FRANKLIN  or  visit  franklintempleton.com. 


FRANKLIN  TEMPLETON 
INVESTMENTS 

<  GAIN   FROM  OUR  PERSPECTIVE®  > 


MPLETON  WORLD  FUND 

Overall  Morningstar  Rating'"  3/31/06-Class  A* 

Overall  ^  ^  ^  ^T 
Out  of  396  U.S.-domiciled  World  Stock  Funds 


Before  investing  in  Templeton  World  Fund,  you  should  carefully  consider  the  fund's  investment  goals,  risks, 

charges  and  expenses.  You'll  find  this  and  other  information  in  the  fund's  prospectus,  which  you  can  obtain 

from  your  financial  advisor  Please  read  the  prospectus  carefully  before  investing.  Past  performance  does 

not  guarantee  future  results. 

Foreign  investing  involves  special  risks  including  currency  fluctuations  and  political  uncertainty. 

Morningstar  Ratings  measure  risk-adjusted  returns.  The  overall  Morningstar  Rating™  for  a  fund  is  derived 

from  a  weighted  average  of  the  performance  figures  associated  with  its  3-,  5-  and  10-year  (if  applicable) 

rating  metrics. 

Franklin  Templeton  Distributors,  Inc.,  One  Franklin  Parkway,  San  Mateo,  CA  94403. 


fSource:  MORMINBSBR ;  2/31/06.  For  each  fund  with  at  least  a  3-year  history,  Morningstar*  calculates  a  risk-adjusted  return  measure  that  accounts  for  variation  in  a  fund's  monthly  performance  (including 
the  effects  of  all  sales  charges;,  placing  more  emphasis  on  downward  variations  and  rewarding  consistent  performance.  The  top  10%  of  funds  in  each  category  receive  a  Morningstar  Rating™of  5 
stars,  the  next  22.5%  receive  4  stars,  the  next  35%  receive  3  stars,  the  next  22.5%  receive  2  stars,  and  the  bottom  10%  receive  1  star.  (Each  share  class  is  counted  as  a  fraction  of  one  fund  and 
rated  separately.)  The  fund  was  rated  against  396, 301  and  129  funds  and  received  Morningstar  Ratings  of  3, 3  and  4  stars  for  the  3-,  5-  and  10-year  periods,  respectively.  Morningstar  Rating™  is 
for  Class  A  shares  only;  other  share  classes  may  have  different  performance  characteristics  ©2006  Morningstar,  Inc.  All  rights  reserved.  The  information  contained  herein  is  proprietary  to 
Morningstar  and/or  its  content  providers;  may  not  be  copied  or  distributed;  and  is  not  warranted  to  be  accurate,  complete,  or  timely.  Neither  Morningstar  nor  its  content  providers  are  responsible  for 
any  damages  or  losses  arising  from  any  use  of  this  information. 
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by  uneven  trading  results  and 
inconsistent  profits. 

So  why  does  Bank  of  America 
bother?  After  all,  it  earned  $16.9 
billion  last  year,  85%  of  that  in 
commercial  and  retail  opera- 
tions, where  it's  a  force  un- 
equaled.  Credit-card  and  deposit 
businesses  soar  each  quarter 
while  other  retail  banks  struggle 
to  post  single-digit  growth.  It 
doesn't  need  to  underwrite  stock 
offerings  to  make  money. 

Or  so  it  would  seem.  BofA  CEO  Kenneth 
D.  Lewis  is  convinced  that  bigger  growth 
opportunities  are  in  investment  banking, 
especially  stock  underwriting,  initial  pub- 
lic offerings,  and  mergers-and-acquisi- 
tions  advice.  It  ranked  a  lowly  10th  in  M&A 
advisory  last  year,  with  $139  billion  in 
deals,  and  that  included  its  own  $35.8  bil- 
lion acquisition  of  credit-card  issuer 
MBNA  Corp.  By  comparison,  Goldman, 
Sachs  &  Co.,  which  has  38.6%  of  the  mar- 
ket, announced  $450.6  billion  worth  of 
deals  in  2005,  according  to  Thomson  Fi- 
nancial. So  far  this  year,  BofA  ranks  16th,  a 
drop  of  six  positions.  Says  Tay- 
lor: "If  s  fair  to  say  that  we  have 
a  sense  of  urgency  about  pro- 
ducing better  results." 

Not  all  of  BofA's  investment- 
banking  efforts  have  failed, 
however.  It  has  made  some  in- 
roads in  the  market  that  most 
complements  its  lending 
strength:  fixed  income.  In  syn- 
dicated and  leveraged  loans,  for 
example,  BofA  has  a  solid  20% 
market  share,  which  ranked  it 
No.  2  last  year,  with  $305.6  bil- 
lion in  deals. 

Well-integrated  financial  su- 
permarkets, say  analysts,  have 
the  ability  to  price  deals  based 
on  a  total  corporate  relationship 
that  includes  lending,  payroll 
administration,  letters  of  credit, 
and  so  on.  "Investment  banks 
price  on  the  explicit  deal,  not  the 
relationship,"  says  Bove,  and 
that's  a  drawback.  BofA  "can 
penetrate  that  market,  and  in- 
crease market  share." 

To  exploit  its  customer  rela- 
tionships better,  the  bank  last 
year  merged  its  traditional  com- 
mercial banking  business  with 
the  global  markets  and  invest- 
ment banking  businesses.  The 
payback  could  come  as  the  bank 
begins  to  target  bigger  and  rich- 
er customers.  The  strategy  has 
worked  with  some  midsize  cor- 
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porate  clients  with  between 
$20  million  and  $2  billion  in 
annual  revenues.  Last  year  it 
tapped  1,100  of  its  35,000-plus 
middle  market  clients  to  milk 
an  extra  $150  million  in  rev- 
enues for  the  investment  bank- 
ing business. 

BofA  says  parlaying  exist- 
ing lending  relationships  into 
something  more  profitable  is 
its  trump  card.  On  Apr.  21  it 
clinched  a  deal  to  manage 
NASDAQ's  latest  stock  offering,  the  pro- 
ceeds of  which  will  be  used  in  part  to  pay 
for  the  high-tech  bourse's  24.1%  stake  in 
the  London  Stock  Exchange.  (The  ex- 
change also  has  a  $1.9  billion  credit  line 
with  the  BofA.)  NASDAQ  hired  Greenhill 
&  Co.,  an  independent  investment  bank 
with  stellar  international  credentials,  to 
advise  it  about  going  with  BofA.  But  in 
the  future,  who  knows?  "If  [BofA] 
shows  that  they're  strong  in  capital 
markets,  there's  no  reason  to  think  they 
wouldn't  be  a  good  adviser,"  says  Adena 
Friedman,  executive  vice-president  for 


Less  Bank  for  the  Buck 

Bank  of  America's  $675  million  push  into 
classic  investment-banking  businesses  has 
yet  to  pay  off 

TYPE  OF  BUSINESS 

YEAR-TO-DATE 
RANK 

2004 
RANK 

Syndicated  loans 

2 

2 

High-yield  debt  underwriting 

3 

4 

Investment-grade  debt  underwriting 

6 

8 

Mortgage-backed  securitizations 

6 

4 

Asset-backed  securitizations  (credit 
cards,  home  loans,  etc.) 

8 

9    i 

U.S.  equity  underwriting 

8 

9 

initial  public  offerings 

9 

10 

Mergers  and  acquisitions  advisory 

16 

11 

Data:  Thomson  Financial 

corporate  strategy  at  NASDAQ.  "This|< 
opens  some  doors." 

For  now,  BofA  Chief  Financial  Officer!! 
Alvaro  G.  de  Molina  acknowledges  that  the 
investment  bank  is  in  the  "weakest  relative 
competitive  position"  of  all  its  major  busi- 
nesses, but  says  that  "in  time"  it  will  be  on 
par  with  its  top  competitors.  The  expecta- 
tion is  that  new  rainmakers  will  start  cut- 
ting deals  soon. 

But  while  big  salaries  drew  somei 
bankers  to  BofA,  there's  no  reason  to 
think  the  top  performers  will  stickl 
around  out  of  mere  loyalty.  Some  will 
surely  bolt  after  their  lucrative  contracts 
expire.  "There's  no  cachet  in  being  an  in- 
vestment banker  at  BofA,"  says  a  senior 
executive  at  a  rival  bank.  "When  you're 
that  far  down  on  the  food  chain,  it's  hard 
to  be  relevant  with  clients."  It  could  take 
decades  for  BofA  to  gain  the  critical! 
mass  necessary  to  compete  with  the 
Goldmans  of  the  world. 

Some  analysts  say  if  11  run  out  of  pan 
tience  before  then  and  make  a  major  ac-c 
quisition.  BofA  had  keen  interest  in  Bar-i 
clays  Bank  in  2003,  say  sources,  in  part  fon 
its  European  in-i 
UNPRECEDENTED  CEO 
Lewis  is  trying  to 


build  a  supermarket 
from  scratch 


vestment  bank) 
but  dropped  it  tot 
buy  Boston 
based  Fleet 
Boston  instead 
That  earlier  effort  could  get  resurrected. 

A  merger  with  Morgan  Stanley  could 
offer  many  more  benefits.  By  doing  that) 
says  Bove,  BofA  would  "automatical! 
become  one  of  the  top  players  worldwidd 
in  investment  banking  and  trading." 

A  Morgan  Stanley  buyout  would  pro 
pel  BofA's  brokerage  business  from  1,901 
to  10,900  staffers,  elevating  it  into  thi 
ranks  of  Merrill  Lynch,  Smith  Barney,  o 
Wachovia.  It  would  cement  the  bank' 
No.  1  standing  in  credit  cards  with  the  ao 
quisition  of  Morgan  Stanley's  Discove 
card  unit.  Most  important,  it  would  pre 
vide  an  instant,  plug-and-play  investmer 
bank  that  could  draw  on  the  relationship 
BofA  has  been  cultivating  for  years. 

Pri  de  Silva,  analytics  product  manage 
at  SNL  Financial,  figures  BofA  could  affor 
to  pay  $88.6  billion,  $79.43  per  share,  1 
purchase  Morgan  Stanley  in  an  all-stoc 
transaction  before  taking  away  froi 
BofA's  2007  projected  earnings  per  shai 
of  $4.80.  The  price  is  an  18%  premiui 
over  Morgan  Stanley's  May  9  closir 
price  of  65.  BofA  wouldn't  comment  c 
such  speculation.  Senior  officials  at  Mo 
gan  Stanley  say  it's  "highly  unlikely."  Th 
may  be  so,  but  BofA's  ambitious  build- 
strategy  isn't  going  to  land  it  in  the  b 
leagues  any  time  soon.  ■ 
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We  are  changing  the  skies.  * 


:ies  are  changing. . .  With  a  new  shape,  formed  by  the  energy  of  thousands 
of  "a  job  well-done".  From  design  through  to  service  comes  an  approach 
■eassunngly  fresh  from  beginning  to  end.  A  change  set  to  leave  its  hallmark 
e  world.   From  Europe's  fastest  growing  airline. ..Turkish  Airlines 

hy.com  |  +90  212  444  0  849 


TURKISH   AIRLINES 

Your  Magical  Gateway  To  The  World 
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ING  DIRECT  chose  Cognos 
to  lower  their  costs. 
Who  knows  more  about 
saving  money  than  a  bank? 


The  more  money  ING  DIRECT  saves, 

the  better  the  rates  they  can  offer  customers. 

That's  why  ING  DIRECT  uses  Cognos  Business  Intelligence  software. 

It  gives  their  managers  a  single  view  of  key  performance  drivers 

across  their  business.  So  they  reduce  customer-acquisition  costs 

and  optimize  their  marketing  spend.  Daily. 

ING  DIRECT,  the  fastest-growing  bank  in  the  United  States, 

is  just  one  of  the  high-performing  companies  that  improves 

its  performance  with  Cognos. 

In  fact,  Cognos  helps  86  of  the  Fortune  100  companies  do  the  same. 

To  learn  more,  visit  www.cognos.com/proof  today. 
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Special  Advertising  Section 


BI  for  Everyone 


MERGING  TOOLS  LOWER  THE  BARRIERS  TO  USING  BUSINESS  INTELLIGENCE. 


hen  Cheron  Vail  begins  talking  about  her 

plans  for  deploying  business  intelligence 

i     (BI),  grab  a  seat — it  could  take  a  while.  Vail, 

CIO  at  The  Regence  Group,  the  $6.7  billion 

affiliation  of  health  plans  in  the  Pacific  North- 

est  and  Mountain  State  regions,  anticipates  "big  wins"  and  "po- 

ntial  for  profits"  in  using  graphics  and  scoreboards  to  improve 

ecutives'  decision-making  along  with  business  analytics  to  make 

aims  and  customer  service  run  more  efficiently,  just  for  starters. 

)nce  everyone  sees  what  the  possibilities  are,  I  expect  a  greater 

:mand,"  she  says. 

The  promise  of  "BI  for  the  Masses"  hasn't  yet  materialized,  but 
s  moving  ever  more  quickly  toward  reality.  For  the  past  few 
:ars,  the  penetration  of  BI  into  large  corporations  has  been 
jonied  at  about  1 5  percent — mostly  top  executives  and  the  busi- 
es analysts  who  provide  them  with  reports.  "The  breakthrough 
on  the  horizon,"  says  Tim  Harmon,  senior  vice  president  of 
r  research  and  services  at  Ventana  Research.  "The  reason  is  the 
nerging  next-generation  of  tools,  techniques  and  infrastructure 


advancements  that  make  BI  easier  for  everyday  operations  users 
and  give  it  more  punch  for  power  users." 

MORE  ROBUST  FRONT  AND  BACK  ENDS 

For  many  executives,  dashboards  represent  the  face  of  BI.  Cur- 
rently, many  dashboards  simply  mimic  Excel  spreadsheets,  but 
advances  are  allowing  users  to — literally — look  at  their  data  in 
new  ways.  Visually,  newer  dashboards  can  do  things  like  change 
the  size  and  shape  of  symbols  to  depict,  say,  smaller  and  larger 
customer  orders  in  more  intuitive,  distinct  ways.  These  seemingly 
simple  changes,  analysts  say,  go  a  long  way  to  assisting  employ- 
ees who  are  not  technically  savvy  and  allowing  BI  to  become  a 
more  seamless  part  of  the  decision-making  process. 

"You  need  to  provide  the  right  kind  of  interface  for  the  right 
kind  of  user,"  says  Darren  Cunningham,  director  of  corporate 
product  marketing  at  Business  Objects.  "As  users  get  more  com- 
fortable with  BI,  they  want  to  be  able  to  peel  the  layer  of  the  onion 
to  get  to  the  next  level  of  functionality." 

Just  as  important,  dashboards  are  getting  smarter.  These  "next- 

Continued  on  page  S5 


LOWER  COSTS.  BETTER  DECISIONS 


Beaute  Prestige  International 
BPI)  S.A.,  founded  in  France  in 
1990  by  leading  Japanese  cos- 
netics  firm  Shiseido,  designs, 
nanufactures  and  distributes  to 
nternational  markets  fragrances 
signed  by  world-renowned  fash- 
on  designers  Issey  Miyake,  Jean 
'aul  Gaultier  and  Narciso  Ro- 


driguez. BPI  uses  Cognos'  re- 
porting and  planning  capabilities 
across  its  departments  for  all 
types  of  data,  from  sales  and  bud- 
get figures  to  media  and  mer- 
chandising key  indicators.  By 
standardizing  on  Cognos,  the 
company  has  lowered  IT  costs 
while  creating  a  performance 


management  framework  across 
the  organization. 

"Cognos  8  BI  provides  quick, 
direct  access  to  all  data  sources 
and  to  relational,  OLAP  and  en- 
terprise applications  from  every 
capability,  whether  reporting  or 
analysis,"  says  Christophe  Davy, 
IS  Director  at  BPI.  "Cognos  pre- 
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sents  users  with  all  the  data  they 
require  in  one  trusted  place  and 
helps  them  improve  information 
quality,  simplify  maintenance  and 
eliminate  any  existing  silos  of  data 
that  constrain  decision-making 
effectiveness." 

For  more  information,  visit: 
http://www.cognos.com/proof 
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MENTOR  GRAPHICS  MAKES  BETTER  DECISIONS  WITH  HYPERION 


■*»T  B 


Implementing  Hyperion  Master 
Data  Management  (MDM)  has 
allowed  Mentor  Graphics  to  stream- 
line its  change  management  process 
for  updating  its  multiple  systems' 
master  data  in  unison — publishing 
master  data  across  heterogeneous 
systems  from  the  company's  multidi- 
mensional database,  SAP,  Callidus 


and  Oracle  systems.  Hyperion  MDM 
has  enabled  Mentor  Graphics  to 
achieve  consistency  of  its  data  and 
improve  version  control  of  various  en- 
terprise hierarchies. 

"We  have  completely  transformed 
the  way  we  think  about  data,"  says 
Jan-Willem  Beldman,  team  lead  for 
analytical  applications  and  data 


quality  at  Mentor  Graphics.  "We  are 
no  longer  dealing  with  a  collection  of 
abstract  numbers,  but  we're  build- 
ing intelligence  around  our  data  so 
that  we  can  combine  data  from  every 
aspect  of  our  business.  We  make  bet- 
ter, faster  business  decisions  that  di- 
rectly benefit  the  bottom  line  and 
keep  us  competitive." 


Mentor  Graphics  Corporation  is  a 
world  leader  in  electronic  hardware 
and  software  design  solutions,  pro- 
viding products,  consulting  services 
and  award-winning  support  for  the 
world's  top  electronics  and  semicon- 
ductor companies. 

For  more  information,  visit:  http:// 
www.  hyperion .  com/go/mentor 
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ew  things  are  more  annoying  for  a  consumer  than 
getting  two  copies  of  the  same  piece  of  mail,  with  the  only 
difference  being  a  slight  variation  in  the  name  or  address. 
Just  more  unwanted  paper  to  pile  up  in  the  recycling  bin. 
Just  one  more  company  that  does  not  have  its  act  together. 
This  all-too-common  bugaboo  is  the  probable  result  of 
companies  maintaining  customer  names  and  addresses  as  well 
as  product  names  and  other  key  data  in  different  locations.  When 
a  change  happens  to  this  information,  whoever  is  responsible  for 
entering  it  into  the  system  often  forgets  to  update  the  other  places 
that  data  resides. 

And  while  it  may  seem  innocent,  this  type  of  mistake  does  more 
than  just  infuriate  customers.  Not  only  are  millions  of  direct 
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Hyperion  Solutions  Corp. 
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marketing  dollars  wasted,  but  the  data  mess  can  trigger  regula- 
tory compliance  issues. 

Not  surprisingly,  a  new  type  of  software  has  cropped  up  in 
recent  years  to  address  die  problem  of  unruly  master  data.  Master 
Data  Management  (MDM)  software  keeps  track  of  master  data 


in  one  location,  automatically  propagating  changes  to  th: 
critical  information  out  to  the  other  systems  that  use  it. 

MDM  systems  aim  to  get  a  so-called  "single  view  of  the  trudi 
one  source  of  record  for  an  enterprise's  master  data,  says  Eric  RoggJ 
vice  president  and  research  director  at  Ventana  Research.  "Con  j 
panies  need  an  integrated  view  of  how  their  business  is  doing." 

A  SINGLE  POINT  OF  CONTROL 

The  need  for  MDM  springs  from  decades  of  implementing  diil 
parate  systems.  "Having  lots  of  different  definitions  of  producj 
and  customers  makes  it  very  difficult  to  get  a  high-level  view 
how  the  business  is  doing,"  Rogge  says.  "The  idea  of  MDM  is 
have  a  central  repository  that  homogenizes  and  normalizes 
these  different  definitions  the  different  systems  use." 

Since  companies — especially  large  ones — are  dynamic  in  t 
extreme,  everything  from  their  organizational  structure  to  pre 
uct  line  to  customer  base  is  constantly  in  flux.  MDM  comes  to  t 
rescue  by  managing  the  hierarchical,  definitional  data  relating 
concepts  like  "customer"  and  "product."  It  also  helps  make  bu 
ness  intelligence  systems,  which  increasingly  depend  on  cent 
repositories,  more  effective. 

"[MDM]  provides  a  single  system  of  record  for  making  chang  I 
a  single  point  of  control,"  says  Tobin  Gilman,  senior  directoi 
product  marketing  at  Hyperion  Solutions  Corp.  "It  allows  a  1< 
ical  separation  of  responsibilities  between  business  users  and  1 1 

Beyond  increasing  accuracy,  boosting  worker  productiv 
improving  customer  service  and  enhancing  regulatory  com] 
ance,  the  benefit  of  MDM  is  better  data  on  which  to  b 
decisions.  Says  Gilman,  "It  is  important  to  have  a  consist  I 
view  of  your  business,  or  the  potential  for  making  bad  busir 
decisions  is  much  higher."  ■ 
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Leaders  Wanted/CIO  Challenge  Series 


Challenge  #1: 

Teach  everyone  how  to  innovate  with  IT. 

Solution: 

Hyperion — your  management  system 
for  the  global  enterprise. 

Technology  drives  innovation.  That  makes  you  Chief  Innovation  Officer. 
So,  how  do  you  transform  innovation  from  a  buzzword  into  a  sustainable 
part  of  your  business?  Visionary  ClOs  are  leading  the  way  with  Hyperion 
performance  management  solutions.  With  Hyperion,  you  break  down  the 
barriers  between  finance,  operations  and  planning  and  align  them  around 
a  master  data  set.  You  give  everyone  the  tools  they  need  to  continuously 
analyze  and  manage  business  performance — and  invent  new  ways  to 
improve  it.  Isn't  that  what  real  innovation  is  all  about? 


FREE  ARTICLE  FROM  HARVARD  BUSINESS  REVIEW 
How  do  other  IT  leaders  drive  innovation? 
Discover  new  insights  and  best  practices  from 
the  Harvard  Business  Review  and  Hyperion. 
Go  to  www.hyperion.com/go/leaders 
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TOP  MEDICAL  SCHOOL  BREATHES  NEW  LIFE  INTO  BUDGETING  PROCESS 


Responding  to  changing  times, 
the  University  of  Michigan  Medical 
School  (UMMS)  embarked  on  plans 
to  change  not  only  the  school's  finan- 
cial structure  but  its  management  cul- 
ture as  well.  Through  strategic 
reporting  tools  and  dashboards,  the 
UMMS  now  manages  resources  in  a 


completely  different  way. 

These  tools,  developed  with  Crys- 
tal Xcelsius  from  Business  Objects, 
are  used  to  spot  general  financial 
trends  or  examine  a  more  specific 
financial  element  (such  as  trends  in 
grant  funding  or  clinical  activity), 
track  the  utilization  of  research 


Continued  from  page  S2 

generation  dashboards"  and  scorecards,  says  Wayne  Eckerson,  di- 
rector of  research  and  services  at  The  Data  Warehousing  Insti- 
tute, combine  compelling  visuals,  personalized  views  and  metrics 
that  align  with  strategic  objectives  so  that  everyone  in  the  orga- 
nization is  marching  in  lockstep  to  achieve  the  same  goals.  In  ad- 
dition, these  performance  dashboards  display  detailed,  timely  data 
that  enables  users  to  take  proactive  steps  to  optimize  performance. 

"People  aren't  going  to  put  up  with  lowest  common  denomi- 
nator interfaces  anymore,"  says  Don  Campbell,  vice  president  of 
platform  strategy  and  technology  at  Cognos.  "They  want  a  very 
tailored  experience." 

The  key  to  the  more  compelling  front  end  of  BI,  experts  agree, 
is  a  more  robust  back  end.  The  next  wave  of  BI  technology  func- 
tionality will  leverage  new  technologies  to  provide  richer  infor- 
mation in  familiar  forms.  Instead  of  simply  having  functionality 
within  applications,  companies  are  embedding  BI  capabilities  in 
applications  and  operational  processes,  spreading  BI  to  people 
outside  traditional  knowledge-worker  roles. 

"Instead  of  bringing  users  to  BI,  we're  now  bringing  BI  to  them 
in  a  seamless  way,"  says  Business  Objects'  Cunningham.  "People 
aren't  interested  in  new  features  as  much  as  in  new  ways  to  get 
and  use  information  that  are  simpler  yet  powerful." 

TIGHTER  INTEGRATION  WITH  MICROSOFT  OFFICE 

Business  analysts  who  create  reports  have  long  been  frustrated  by 
the  time-consuming  methods  of  manipulating  data  in  Microsoft 
Office  applications,  notably  Excel.  Each  month,  they'd  spend 
hours  manually  cutting-and-pasting  data,  importing  files  and 
launching  queries  from  within  the  applications.  Frustration  with 
those  manual  processes,  and  dealing  with  an  explosion  of  data,  is 
causing  them  to  change. 

Consider  a  new  survey  from  Ventana  Research  of  153  IT  and 
business  executives  at  small  and  midsize  companies.  Over  the  next 
12  months,  almost  half  of  respondents  expect  to  use  BI  systems 
more  frequently  and  Microsoft  Office  less  frequently  to  publish 
their  BI  documents.  Analysts  note  this  change  is  partly  a  result 
of  the  growing  recognition  of  how  BI  tools  have  advanced. 

Microsoft  and  other  BI  providers  are  offering  tighter  integration 
between  Office  and  BI  tools.  "This  will  take  a  significant  bite  out  of 
the  'spreadmart  problem,'  where  users  hoard  information  on  their 
desktop  in  spreadsheets  and  other  tools,"  says  The  Data  Warehous- 
ing Institute's  Eckerson.  "It  will  enable  companies  to  manage  data 
centrally  in  a  consistent  and  standard  fashion  while  allowing  users 


space,  calculate  the  break-even  cost 
of  research  space  and,  most  impor- 
tant, model  various  what-if  scenarios 
to  help  plan  effectively  for  the  future 
needs  of  the  UMMS. 

Changing  traditional  ways  of 
thinking  about  budgets  and  develop- 
ing a  set  of  key  performance  indica- 


tors that  demonstrate  how  certain 
activities  shape  the  use  of  resources 
has  brought  greater  understanding 
of  how  to  optimize  those  resources  to 
the  greatest  extent. 

For  more  information,  visit:  http:// 
www.businessobjects.com/company/ 
customers/spotlight/umms.asp 


to  use  whatever  reporting,  analysis  or  display  tools  they  desire." 

The  result:  People  won't  be  able  to  hoard  data  and  spin  it  to 

their  advantage.  And  companies  will  move  closer  to  the  promise 

of  "a  single  version  of  the  truth." 

BETTER  SEARCH  THROUGH  MORE  DATA 

People  who  can  "Google"  something  and  receive  tens  of  thoun 
sands  of  hits  in  a  nanosecond  are  frustrated  by  the  fact  that  cor- 
porate data  in  a  few  dozen  systems  can't  be  accessed  as  easily.  New. 
Bl-based  intelligent  search  capabilities  using  more  intuitive  in- 
terfaces and  more  natural  ways  to  ask  questions,  such  as  typing 
in  questions,  are  making  this  a  reality. 

These  new  search  capabilities  will  go  a  long  way  toward  allow- 
ing companies'  BI  systems  to  include  e-mails,  forms  and  custome 
feedback,  even  news  feeds.  Adding  this  non-database  informa  t 
tion  is  crucial  to  better  decision-making,  since  it  represents  up  t<t 
80  percent  of  corporate  knowledge.  In  an  age  of  Sarbanes-Oxle; 
and  HIPAA,  having  control  of  this  information  is  crucial. 

"This  will  provide  a  context  to  a  report  beyond  just  the  num  j 
bers,"  says  Dan  Everett,  research  director  at  Ventana  ResearcH 
"Instead  of  just  seeing  that  sales  have  gone  down,  executives  wi 
be  able  to  access  other  data  and  see,  for  example,  that  a  nev 
competitive  line  coming  onto  the  market  is  the  reason  why." 

Qualitative  data  searches  could  be,  in  Ventana's  opinion,  thll 
next  killer  app,  spreading  business  intelligence  to  new  kinds  < 
users  and  resulting  in  new  opportunities  and  profit. 

"The  value  of  BI  is  not  in  question,"  says  Cognos'  Campbe 
"The  focus  now  is  driving  BI  deeper  into  the  organization  by  ha- 
ing  BI  speak  to  users  in  the  language  and  ways  they  want  to  con  I 
municate  with  the  data."  ■ 
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the  next  big  thing 


Zk 


adidas 


■ 


1 


i 


Business  Performance  on  an  entirely  new  scale.  Consistent, 
reliable  reporting  is  helping  adidas  predict  the  future.  Now  sales  managers 
can  quickly  gauge  market  trends  and  turn  on  a  dime.  At  adidas,  the  world's 
only  integrated  business  intelligence  platform  has  earned  its  stripes. 
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Fill  'Er  Up- 
But  With  What? 

An  alternative  to  gasoline  is  inevitable, 
but  it  won't  come  anytime  soon.  Here's  why 


v  DAVID  WELCH  &  ADAM  ASTON 

RICEY  GAS  HAS  SET  OFF 
>a  stampede  to  find  the  cure 
for  America's  energy  woes. 
Senator  Dianne  Feinstein 
(D-Calif.)  says  that  "hybrid 
cars  can  provide  an  innova- 
tive solution  to  help  reduce 
oui  for  gasoline."  President  George 

W.  Bi         Heves  that  "the  more  ethanol  we 


use,  the  less  crude  oil  we  consume."  And 
Senator  Orrin  Hatch  (R-Utah)  has  hailed 
so-called  plug-in  hybrids  as  "a  silver  bullet 
for  our  nation's  transportation  needs." 

As  the  pols  crank  up  their  rhetoric 
ahead  of  the  fall  elections,  auto  makers 
have  hitched  themselves  to  various  tech- 
nology solutions.  But  let's  be  clear.  None 
of  the  green,  fuel-sipping  car  technologies 
that  Detroit  marketers,  Tokyo  engineers, 
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or  Washington  wags  are  pushing  willf 
quickly  lower  drivers'  costs  if  you  factor  ir 
the  up-front  premium  on  the  advancec 
technologies.  Nor  will  they  make  a  rea  : : 
dent  in  the  nation's  oil  imports  in  the  nex  ra  a 
year  or  two— let  alone  by  November  * 
Starting    with    China's    unquenchablt  le  Pr 
thirst,  the  demand  for  oil  around  thi  * 
world  is  so  strong  that  it  will  swamp  am  *e 
amount  of  petrol  Americans  may  virtu ■rK: 
ously  conserve.  What's  more,  since  thci 
U.S.  fleet  of  over  230  million  vehicles  turrai™ 
over  only  about  every  15  years,  even  majoii* 
new  technologies  take  a  while  to  make  i  ^e' 
difference.  Given  how  few  compromise: ie ' 
Americans  are  willing  to  make,  "there  i: 
no  silver  bullet,"  says  David  E.  Cole,  di  * 
rector  of  the  Center  for  Automotive  Re 
search  in  Ann  Arbor,  Mich.  "The  gasolint 
engine  will  be  around  for  a  long  time." 

Without  doubt,  developing  alternative 
is  a  vital  goal  for  America.  Car  companie 
need  to  push  research  and  development 
and  government  must  get  serious  abou 
creating  incentives  for  new  technology.  Al 
ternative  fuel  approaches  will  require  ai 
immense  amount  of  work  to  deliver  oi 
their  promise  of  easing  dependence  or 
foreign  oil.  But  it  also  pays  to  remembe 
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HOMEGROWN  Corn 
based  ethanoi  is  a 
stop-gap  measure 


it  these  approaches  will  face  a  crucial 
t:  The  new  vehicles  must  save  drivers 
mey  at  the  pump,  satisfy  their  driving 
ferences,  and  still  let  car  companies 
m  a  profit. 

So  what  does  the  future  hold?  If  gaso- 
e  prices  continue  to  rise,  America's 
hways  will  gradually  morph  to  look 
j  Europe's  roads.  SUVs  will  still  be 
mnd,  but  more  vehicles  will  be  smaller 
d  more  efficient,  and  only  the 
althy  and  those  hauling  big 
nilies  will  end  up  driving 
ge  vehicles.  Already,  sales  of 
:  biggest  vehicles  are  slow- 
while  demand  for  more  ef- 
ent  four-cylinder  models  is 
rging.  Over  time,  more 
sels,  hybrids,  and  other  alternative  fuel 
licles  will  join  the  flow.  Here's  what 
y  can  and  cannot  deliver. 


Easing  Oil  Dependence 

Developing  cheaper,  more  efficient  fuels  and  technologies  is 
the  goal  in  America.  We  handicap  the  leading  candidates 


rBRIDHYPE? 

RE,  HYBRIDS  CARS  save  fuel.  But  for 
w  their  high  up-front  costs  eat  up  any 
zings  in  fuel,  and  then  some.  That  will 
abably  be  the  case  for  another  five  years, 
til  the  hybrid  premium  falls.  The  rea- 
n:  The  onboard  computers,  electric 


METHANOL  FROM  CORN 

Thanks  to  federal  regulations  and  subsi- 
dies, ethanoi  distilled  from  corn  is  already 
mixed  into  gas  as  a  way  to  cut  emissions 
and  boost  homegrown  fuel  supplies.  But 
since  supply  is  tight  and  ethanoi  is  costly 
to  transport,  ethanol-enhanced  gas  is 
more  costly  than  plain  petrol.  Another 
problem:  ethanoi  delivers  just  75%  of 
gasoline's  mileage.  Until  ethanoi  can  be 
made  from  other  crops  more  efficiently 
(page  60),  corn-based  ethanoi  is  a  stop- 
gap at  best.  TIMING  5  to  10  years 

»EURO  CARS 

The  quickest  way  to  boost  mileage  is  to 
swap  a  larger  car  or  SUV  for  a  smaller 
runabout  with  an  advanced,  lean-running 
gas  engine.  From  Honda's  34-mpg  Fit  to 
the  38-mpg  Volkswagen  Jetta,  there 
are  fuel-sipping  models  from 
nearly  every  manufacturer. 
The  smallest  have  been       j 
on  sale  mainly  outside 
the  U.S.,  but  now  they 
are  coming  here.  The 
tough  part  will  be 
convincing  Americans 


components,  and  nickel  metal  hydride 
batteries  just  cost  too  much.  Lindsay 
Brooke,  senior  editor  for  the  Society  of  Au- 
tomotive Engineers,  says  batteries  alone 
account  for  about  60%  of  the  roughly 
$3,000  in  added  costs  for  a  hybrid. 

Toyota  Motor  Corp.'s  new  hybrid  Cam- 
ry, which  hit  the  market  in  April,  is  a  good 
case  study.  The  $26,500,  39  mpg  sedan 
costs  about  $5,000  more  than  a  nonhybrid 
4-cylinder  Camry.  And  it  saves 
about  $500  annually  in  fuel, 
assuming  the  driver  goes 
15,000  miles  a  year  with  $3 
gasoline.  That  means  buyers 
need  around  10  years  to  get 
their  money  back,  assuming 
no  other  costiy  failures.  For  the 
math  to  work,  gas  prices  need  to  head  to- 
ward $5  a  gallon,  or,  says  Brooke,  the  hy- 
brid premium  must  fall  to  $1,500  or  less. 
Granted  many  shoppers  pick  a  hybrid 
for  emotional  reasons:  They  want  to  drive 
a  green  vehicle.  But  SUV  drivers  far  out- 
number them  and  have  their  own  emo- 
tional needs.  So  while  hybrids  will  gain 
popularity,  they  won't  take  over  the  roads. 
J.D.  Power  &  Associates  Inc.  (owned,  like 
BusinessWeek,  by  The  McGraw-Hill  Com- 


that  they  don't  need  an  SUV  to  haul  home 
the  groceries.  TIMING  Next  5  years. 

^HYBRIDS 

Nearly  a  dozen  hybrids  will  be  on  sale 
next  year,  and  some  of  them  will  save  you 
money  on  fuel.  But  even  with  gas  at  $3  a 
gallon,  Toyota's  new  Camry  hybrid  can 
take  10  years  to  deliver  enough  savings  to 
cover  the  vehicle's  price  premium.  That's 
one  reason  hybrids  account  for  under 
1.2%  of  U.S.  vehicle  sales,  even  after  five 
years  on  the  market.  For  hybrids  to  gain, 
auto  makers  have  to  make  them  price- 
competitive  with  regular  cars  and  tune 
them  for  efficiency  rather  than  power  and 
speed.  TIMING  Next  5  years 


GREEN 


panies)  predicts  that  hybrids  will  grow 
from  1.2%  of  vehicle  sales  today  to  4.75% 
by  2013. 

Next-generation  hybrids  offer  much 
more  dramatic  efficiency  gains  but  at  even 
higher  prices.  Plug-in  hybrids,  for  exam- 
ple, rely  on  more  potent  battery  packs  that 
can  be  charged  at  night  from  an  outlet, 
and  thus  can  travel  farther  on  electric 
power.  This  can  effectively  boost  mileage 
to  100  mpg.  But  even  if  more  efficient 
lithium-ion  batteries  take  over,  as  is  ex- 
pected, beefier  batteries  will  add  cost  and 
possibly  more  weight,  points  out  Dave 
Hermance,  Toyota's  chief  engineer  for  en- 
vironmental issues. 

CORN  GUZZLERS 

GROWING  CROP-BASED  fuel  makes 
sense  on  paper.  General  Motors  Corp. 
Chairman  and  CEO  G.  Richard  Wagoner 
Jr.  promotes  ethanoi  as  one  of  the  best 
ways  to  cut  oil  imports  and  clean  up  emis- 
sions. "There  is  nothing  that  can  be  done 
over  the  next  five  years  to  address  [energy] 
issues  that' s  better  than  ethanoi,"  he  says. 
But  while  ethanoi  brings  a  near-term 
payoff,  Wagoner  admits  that  "it's  not 
free."  To  GM,  the  cost  to  make  the  engine 
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Environment  Alternative  Fuels 


DCELLULOSIC  ETHANOL 

Ethanol  made  from  high-yield  crops  such 
as  switch  grass  or  from  plant  waste  (the 
inedible  leftovers  after  harvesting) 
promises  to  be  vastly  cheaper  and  more 
plentiful  than  today's  corn-based 
ethanol.  The  challenge  is  to  perfect  new 
biological  processing  methods  that  can 
convert  the  plant's  tough  "cellulosic" 
fibers  into  alcohol.  Customizing  existing 
processes  for  high  volume  cellulose 
crops  will  take  $100  million  in  R&D. 
TIMING  10  years  or  more 

»PLUG-IN  HYBRIDS 

When  hybrids  debuted,  auto  makers 
worked  hard  to  say  that  no  plug  was 
needed.  But  as  it  turned  out,  hybrid 
diehards  want  to  plug  their  cars  into  a 
socket  at  night,  to  top  off  their  batteries. 
Outfitted  with  bigger  battery  packs, 
"plug-in  hybrids"  can  go  up  to  100  miles, 


ethanol-friendly  is  just  a  couple  hundred 
dollars  per  vehicle.  For  consumers,  how- 
ever, the  economics  don't  yet  add  up.  Fuel 
made  from  85%  ethanol  and  15%  gas,  or 
E85,  now  costs  more  than  gasoline  in 
many  markets.  Throw  in  the  fact  that  it  is 
25%  less  efficient  than  gasoline,  and  the 
consumer's  bill  at  the  pump  is  much 
more.  A  Chevrolet  Tahoe  SUV  running  on 
E85  costs  about  $3,500  a  year  to  fuel  at 
$3  a  gallon,  an  $800  premium  over  the 
cost  to  run  an  all-gas  model. 

Wagoner's  solution  could  help  America 
wean  itself  from  foreign  oil.  But  not  the 
way  ethanol  producers  are  making  the 
stuff  today.  From  the  diesel  tractors  tilling 
the  fields  and  harvesting  corn  to  the 
trucks  shipping  kernels  to  the  boilers  in 
the  processing  plants,  making  ethanol  re- 
quires 1  energy  unit  of  fossil  fuel  for  every 
1.3  energy  units  of  ethanol  produced. 

CELLULOSIC  GAINS 

FAR  MORE  PROMISING  is  an  energy  crop 
that's  still  a  decade  away  or  more.  Cellu- 
losic ethanol  refers  to  alcohol  that's 
cooked  up  from  the  whole  corn  plant—the 
stalk,  leaves,  cob  and  all— rather  than  just 
the  kernels.  It  offers  a  massive  boost  in 
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rather  than  30,  before  switching  on  the 
gas  engine.  Startups  are  selling  kits  to 
convert  older  hybrids.  For  plug-ins  to 
make  it  in  the  mass  market,  cheaper 
batteries  are  a  must.  TIMING  5  to  10  years 

»CLEANER  DIESEL 

An  efficiency  edge  of  up  to  50%  over  gas 
may  mean  diesel's  time  has  finally 
come.  U.S.  refiners  have  a  new  blend  of 
cleaner-emission  diesel,  due  out  this 
fall.  At  35  mpg,  Mercedes'  E320  BlueTec 
sedan  could  be  one  of  the  first  diesels 
clean  enough  for  all  50  states.  But  now 
auto  makers  must  roll  out  more  models 
and  convince  buyers  that  new  diesel 
won't  be  a  repeat  of  1980s-era  smoke- 
belchers.  TIMING  5  to  10  years 

»HYDROGEN 

Because  hydrogen  can  be  converted 
directly  into  electricity  and  water 
via  a  fuel  cell,  some  see  it 

GM'S  FUEL  CELL 
HY-WIRE 


as  the  ultimate  fuel  for  transportation. 
The  challenges  are  daunting,  though.  If 
you  start  out  with  fossil  fuels,  then 
producing  hydrogen  uses  more  energy 
than  it  stores.  Storing  hydrogen  is  also 
tricky,  and  it's  hard  to  transport  it  safely 
and  economically  in  a  car.  On  top  of  all 
that,  the  fuel  cells  to  convert  it  to 
electricity  are  still  expensive  to  make. 
TIMING  25  years  or  more 
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ethanol's 

potential.  By  tap 

ping  other  crops  and 

forest  waste,  along  with  corn, 

the  Energy  Dept.  estimates  that  the  U.S. 

could  produce  1.3  billion  tons  of  biomass 

per   year,   which    could   yield    enough 

ethanol  to  replace  around  one-third  of 

America's  liquid  fuel  needs  by  2030,  up 

from  barely  2%  today. 

But  before  the  cellulosic  industry 
starts  crowing  about  reducing  oil 
imports,  there's  a  decade  or  so  of  R&D 
to  be  done.  The  challenges,  explains 
Greg  Stephanopolous,  a  professor  of 
chemical  engineering  at  Massachusetts 
Institute  of  Technology,  lie  in  finding  bet- 
ter ways  to  break  down  the  cellulose  into 
sugars,  then  breeding  new  microorgan- 
isms that  can  thrive  on  the  unusual  mix  of 
sugars  and  complex  chemicals  in  woody 
plant  matter  and  spit  out  useful  ethanol  at 
the  end. 

Over  the  past  decade  both  Archer 
Daniels  Midland  Co.  and  DuPont  have  en- 
gineered ways  to  make  new  kinds  of 
biodegradable  polymers.  Given  that 
precedent,  Stephanopolous  estimates  it 
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will 
take 
years  and  $500  n 
'  lion  to  come  up  with 
dustrial     processes 
make   cellulosic   ethar 
"That's  the  downside," 
says.  "The  upside  is  the  pot 
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rial  to  replace  tens  of  billions  of  dollars  f  pi 
oil  imports.  If  s  a  no-brainer." 
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THE  DIESEL  FACTOR 

ACROSS  THE  ATLANTIC,  German  er  fc 
neers  say  diesel  is  the  way  to  go.  While :  'K 
still  no  cure-all  for  drivers  here,  the  i 
gives  the  best  bang  for  the  buck  whe 
comes  to  fuel  savings.  Diesel  engines  s 
in  Europe  by  BMW,  DaimlerChrysler,  < 
Volkswagen  can  boost  fuel  economy  b> 
to  50%.  Hook  an  air-blowing  turboclu 
er  to  such  an  engine,  and  you  can  hike 
fuel  economy  and  provide  the  kind  oft 
squealing  torque  that  Americans  cr; 
BMW  is  now  mulling  a  diesel  version  o 
popular  330  sedan  for  the  U.S.  mar 
The  car  gets  34  mpg  with  231  horsepo 
and  enough  torque  to  make  it  an  out-a 
out  hot  rod  off  the  line. 

The  catch  is,  the  emissions  are  d 
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id  filtering  them  to  tolerable  levels 
ists  money.  Diesel  cars  emit  carcino- 
:nic  soot  and  a  lot  of  nitrogen  oxides,  or 
Ox,  a  component  of  smog.  The  exhaust 
cleaner  than  what  emanated  from  the 
iughing,  sputtering  diesels  of  the  '80s. 
at  it's  still  too  dirty  to  meet  clean  air 
Jes  in  California,  New  York,  and  New 
igland.  That  means  almost  one-third  of 
nericans  can't  buy  such  a  car. 
There  are  new  technologies  that  can 
medy  diesel  pollution  and  meet  clean  an- 
gulations in  all  50  states,  including  the 
ugher  emissions  rules  that  go  into  effect 
;xt  year.  And  according  to  Mercedes, 
ey  won't  cost  that  much.  Bernie  Glaser, 
general  manager  at  Mercedes-Benz 
SA.,  says  the  company's  new  BlueTec 
esel  technology  should  meet  the  regula- 
ms  and  could  be  on  the  market  within 
ro  years.  Today,  Mercedes'  E320  diesel  is 
,000  more  than  a  comparable  gas-pow- 
ed  E350  sedan  but  with  a  20%  mileage 
»ost.  Glaser  says  the  new  clean  diesels 
Dn't  have  much  more  of  a  premium,  but 
e  company  is  waiting  for  approval  of  its 
haust-cleaning  technology. 

The  bottom  line: 
If  gasoline  were  to 
soar  to  more  than 
$4  a  gallon,  car- 
makers could  really 
push  R&D  to  deliver 
better  fuel  economy. 
But  not  many  peo- 
ple expect  such  high 
prices.  GM  analysts 
say  near-term  gaso- 
line prices  have 
peaked.  And  every 
time  the  cacophony 
talk  about  alternative  energy  hits  a 
^scendo,  oil  producers  boost  output  and 
)S  prices  drop  again,  David  Cole  points 
.t.  While  high  energy  taxes  in  other 
untries  have  kept  the  focus  there  on  con- 
rvation,  ebbing  gas  prices  have  disrupt- 
U.S.  efforts  to  conserve  in  the  past.  "We 
w  this  after  the  gas  price  spike  in  the  ear- 
'  80s,"  Cole  notes.  And  if  prices  slip  back 
$2  or  less,  "everyone  will  stop  worrying 
out  saving  fuel." 

Even  if  there  is  no  relief  at  the  pump 
is  summer,  there  should  be  some  solace 
the  fact  that  high  gas  prices  will  keep 
s  world's  top  energy  technologists 
inking  about  alternatives.  John  B.  Hey- 
pod,  director  of  the  Sloan  Automotive 
boratory  at  MIT,  says  the  best  path  is  to 
;sh  ahead  with  a  variety  of  technologies, 
lintaining  an  honest  sense  of  what  is 
ssible,  and  when.  "It's  not  about  being 
ssimistic,"  he  says.  "You  can't  speed  up 
s  change  a  hell  of  a  lot."  II 
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No  Sacrifices,  Please 

Conservation  is  too  painful  for  this  generation 


IN  APRIL,  1977,  President  Jim- 
my Carter  tried  to  rally  the 
nation  with  his  call  to  treat 
the  U.S.  energy  crisis  as  "the 
moral  equivalent  of  war."  He 
later  harangued  Americans  to 
lower  their  thermostats,  don 
warm  sweaters,  and  alter  their 
lifestyles  to  help  reduce  U.S.  ener- 
gy consumption. 

A  quarter-century  later, 
Vice-President  Dick  Cheney 
offered  a  strikingly  different 
message.  "Conservation  may 
be  a  sign  of  personal  virtue, 
but  it  is  not  a  sufficient  ba- 
sis all  by  itself  for  sound, 
comprehensive  energy  poli- 
cy," he  said  in  April,  2001, 
articulating  a  Bush  Admin- 
istration doctrine  still  intact 
today.  "Our  strategy  will 
recognize  that  the  present 
crisis  does  not  represent  a 
failing  of  the  American  people." 

The  difference  in  these  two  ap- 
proaches illustrates  the  stark  change  in 
the  debate  over  how  to  deal  with  Amer- 
ica's insatiable  appetite  for  energy. 
Carter-era  calls  for  sacrifice  have  yielded 
to  widespread  belief  that  new  energy 
sources,  greater  oil  and  gas  production, 
and  smarter  power  use  are  the  nation's 
best  hope.  Technology,  rather  than  self- 
restraint,  has  become  our  savior. 

This  shouldn't  come  as  a  surprise  in  a 
culture  where  TiVo,  quick  weight-loss 
products,  and  the  wonder  of  overnight 
shipping  promise  instant  gratification 
with  minimal  effort.  Likewise,  when  it 
comes  to  breaking  our  habit  of  consum- 
ing more  energy  than  we  produce,  most 
Americans  want  all  gain  and  no  pain. 

It's  not  that  consumers  can't  con- 
serve. During  the  2001  electricity  crisis 
in   California,    an    intensive    public- 


CARTER  Back  then, 
self-restraint  was  our 
savior.  Now  it's  future 
technology 


awareness  campaign  and  financial  in- 
centives helped  spur  a  6%  drop  in  elec- 
tricity use.  But  it  took  soaring  prices  and 
rolling  blackouts  to  induce  that  behavior. 
Instead,  it's  far  more  common  to  see 
conservation  measures  toned  down  be- 
cause they  cost  (or  merely  inconven- 
ience) voters.  For  example,  the  federal 
55  mph  maximum  speed  limit,  set  in  the 
1970s  to  curb  gasoline  use,  was  raised  in 
1987  and  finally  repealed  in  1995.  And  a 
bill  by  Senator  Richard  J.  Durbin  (D-Ill.) 
to  expand  the  gas-guzzler 
tax  to  cover  fight  trucks,  in- 
cluding some  popular 
SUVs  that  would  likely  in- 
cur the  levy,  died  last  year. 
Even  proposals  that 
might  make  a  near-term 
difference  in  energy  usage 
seem  doomed  if  they  re- 
quire too  much  sacrifice. 
Take  "feebates,"  one  inter- 
esting scheme  that  would 
assess  fees  against  buyers 
of  vehicles  that  get  poorer- 
than-average  gas  mileage  while  giving 
rebates  to  owners  of  cars  with  better- 
than-average  mileage.  But  feebates 
could  end  up  penalizing  individual  con- 
sumers (rather  than  auto  makers,  as  to- 
day's fuel  standards  do),  probably  one 
reason  proposals  have  made  headway  in 
only  three  states.  They're  even  opposed 
by  some  conservation  fans,  who  worry 
that  poor  families,  who  often  require 
larger  cars,  would  be  hurt. 

The  lesson  here:  America's  flirtation 
with  "green"  only  goes  so  far,  especial- 
ly when  consumers,  rather  than  com- 
panies, are  asked  to  shoulder  the  bur- 
den. Indeed,  seriously  conserving 
energy  is  a  bit  like  tithing  in  church:  a 
laudable  goal  that  few  actually  practice. 
So  while  future  technology  may  not  be 
the  only  (or  even  the  best)  solution  for 
America's  energy  deficit,  it  is  certainly 
the  least  painful. 
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Facing  the 
a!  Music 


Digital 


Warner's  Edgar  Bronfman  talks  about 
what's  ahead  for  the  music  industry 


IN  HIS  LATEST  ROLE  as  CEO  of  Warner  Music  Group,  Edgar 
Bronfman  Jr.,  onetime  heir  to  the  Seagram  liquor  fortune,  is 
winning  good  reviews.  After  cutting  costs,  slashing  artist  ros- 
ters, and  recruiting  new  management  to  the  former  Time 
Warner  unit,  Bronfman,  50,  a  songwriter  himself,  quickly 
embraced  selling  digital  music.  Shareholders  are  upbeat: 
Warner  Music's  stock  is  up  70%  since  last  May's  initial  public 


offering  priced  at  $17  per  share.  Now 
Warner  is  being  pursued  by  EMI  Group 
PLC,  whose  $4.2  billion  buyout  offer 
Bronfman  and  fellow  board  members  re- 
jected on  May  2.  Bronfman  spoke  with 
BusinessWeek  Editor-in-Chief  Stephen  J. 
Adler  on  May  4  as  part  of  the  Captains  of 
Industry  series  at  New  York's  92nd  Street 
Y.  Edited  excerpts  follow: 

So  what  about  this  takeover  bid  by  EMI? 
Your  board  turned  it  down.  Is  that  the  end 
of  it,  or  is  there  more  action  here? 

There  is  really  nothing  I  can  add,  given 
SEC  and  other  requirements.  The  board 
made  a  clear,  concise,  and  emphatic 
statement. 

Do  you  think  the  music  industry  is  ripe  for 
consolidation? 

Consolidation  for  [its  own]  sake  does  not 
make  a  lot  of  sense.  Ours  is  not  a  business 
that  requires  scale  economics.  Music 
companies  have  two  areas  where  they  add 
value.  One  is  the  editorial  side  of  the  busi- 
ness —finding  and  nurturing  talent.  The 
second  is  the  marketing  of  those  artists, 
bringing  them  through  a  massive  number 
of  different  channels  and  promoting  their 
music.  Warner  Music  is  large  enough  to 
do  both  and  to  continue  to  grow. 

You've  had  some  tough  treatment  in  the 
press.  Do  you  read  it?  Do  you  care? 

Some  of  that  is  to  be  expected  because  I'm 
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a  lucky  guy.  I  was  born  into  a  great  fami- 
ly, lucky  enough  to  be  able  to  run  a  great 
company.  My  view  is  you've  got  to  take 
the  bad  with  the  good.  I  have  so  much 
good  fortune  in  my  life  that  I  think  if  I 
were  a  journalist  I  wouldn't  give  me  a 
break  either.  I  don't  really  worry  about  it. 


Consolidation 
for  [its  own] 
sake  doesn't  make  a 
lot  of  sense.  Ours  is 
not  a  business  that 
requires  scale 
economics" 


Why  did  the  deal  to  sell  Seagram  to 
Vivendi,  creating  Vivendi  Universal,  work 
out  so  badly  for  your  family? 

The  family  sold  a  lot  of  its  stock  and  made 
a  lot  of  money.  But  we  also  held  on  t( 
stock,  which  is  something  we  had  done  foi 
generations  at  Seagram.  That,  in  retro 
spect,  proved  a  poor  decision.  I  shouk 
have  sold  all  our  stock  when  we  sold  th< 
company.  We  had  a  CEO  [Jean-Mari( 
Messier]  who  was  not  up  to  the  task.  Thd 
assets  at  Vivendi  were  very  strong  assets 
including  Universal  Music,  a  company 
constructed.  But  when  you  have  a  CEO 
whose  eyes  are  bigger  than  his  stomach' 
he  runs  the  company  into  a  lot  of  troubki 

The  most  widely  reported  numbers  said 
the  family  fortune  went  from  $6.5  billion 
to  $3  billion  as  a  result  of  the  Vivendi 
transaction.  Could  you  talk  a  little  bit 
about  those  numbers? 
No.  What  I  will  say  is  that  the  press  began 
its    excoriation    back   when    we    soW 
DuPont  in  1995  and  went  into  the  enter 
tainment  business.  If  you  go  back  ani 
look  at  DuPont  as  an  investment  frori 
April,  1995,  to,  say,  April,  2006,  the  deci 
sion  to  sell  DuPont  proves  to  be  a  wiss 
one.  All  of  the  incremental  value  createc 
was  in  the  entertainment  business  and  i 
the  sale  to  Vivendi.  We  still  made  a  lot  I 
money,  and  the  piece  of  it  I  wish  the  presi 
would  tell  is  the  money  I  made  [from  en 
tertainment],  not  the  money  that  was  aj 
ready  there.  The  implication  is  the  famil 
had  all  this  wealth   and  I  someho1 
squandered  it.  But  the  truth  is  that  I  mac 
the  family  all  this  incremental  wealth  arr 
then  I  squandered  it  [laughter]. 


With  Apple,  everything  is  pretty  much 
990  a  tune.  You've  talked  about  variable 
pricing.  Why  is  that  important? 

The  issue  is  not  what's  the  proper  pric 
for  a  song.  People  have  often  interprete 
our  wish  for  variable  pricing  as  a  way 
increase  prices.  Variable  pricing  meai 
that  some  prices  would  fall,  some  wou 
stay  the  same,  and  probably  very  fe 
would  rise.  My  concern  is  that  wh( 
everything  is  the  same  price,  it  becom 
commodity-like.  So  while  tracks  rema 
on  iTunes  at  99<t,  I  think  you'll  see  trac 
with  lyrics,  tracks  with  videos,  all  kirn 
of  things  where  that  pricing  will  mo\ 
There  will  be  experimentation  while  ti 
price  of  a  single  track  remains  at  99<t. 

If  your  turnaround  efforts  at  Warner 
were  a  song,  what  would  be  the  title? 

Gosh,  how  about  Hang  On,  Sloop 
[laughter].  Or  We've  Only  Just  Begt 
That  is  probably  better.  ■ 
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SAP  Dangles 
ig,  FafCarrot 


A  Big, 


The  challenge  to  managers: 
Double  market  cap  by 

2010.  The  reward: 
L  Hundreds  of  millions 


BY  STEVE  HAMM 

HASSO  PLATTNER,  THE 
spark-plug    co-founder 
and  former  chief  execu- 
tive of  SAP,  always  held 
annual    executive    re- 
treats in  the  dead  of 
winter  at  his  thatch-roof 
cottage  on  the  island  of  Sylt,  a  Martha's 
Vineyard  look-alike  on  Germany's  sea- 
coast.  The  forbidding  weather  kept  peo- 
ple focused  on  what  transpired  in  his 
spartan  living  room.  But  the  2003  meet- 
ing, Planner's  last  as  CEO,  was  more  in- 
tense than  he  would  have  preferred. 
SAP's  software  license  revenues— a  key 
measure  of  future  health— had  shrunk 
the  previous  year  for  the  first  time 
since  the  company  broke  them  out. 
Was  SAP  over  the  hill? 

Picture  barrel-chested  Plattner 
seated  in  a  captain's  chair  at  the 
|    head  of  a  large  wooden  table  that 
barely  left  room  for  the  10  col- 
leagues pressed  around  it.  Soft- 
spoken,  professorial  CEO  Hen- 
ning  Kagermann,  who  was  then 
co-CEO,  sat  beside  him  while 
others  squirmed  uncomfort- 
ably on  wooden  benches. 
Plattner,  who  just  weeks 
later  would  become  board 
chairman,  made  it  clear 
'ust   how   dissatisfied   he 
was.  Rather  than  go  con- 
servative,   Plattner    said 


CHAIRMAN  PLATTNER 

His  audacious  growth 
goal  now  looks  like 
less  of  a  stretch 


SAP  should  strive  for  a  shockingly  opti 
mistic  goal:  15%  annual  growth.  "It  wa| 
an  extreme  stretch,"  recalls  Kagermann. 

Amazingly,  the  company  did  even  bette  I 
than  the  two  men  had  dared  to  hope.  SA]  I 
achieved  18%  software  license  growth  las  J 
year,  contributing  to  $10.8  billion  in  over 
all  revenues.  And  SAP  has  become  even 
more  dominant  as  the  leading  supplier  c  I 
enterprise  software  applications,  whicll 
manage  accounting,  human  resource; 
customer  management,  procurement,  an  I 
manufacturing.  No  wonder  its  stock  ha  J 
shot  up  40%  in  the  past  12  months. 

But  Kagermann,  59,  won't  be  able  tl 
take  a  breather.  His  pal  Plattner  has  sd 
another  stretch  goal  for  him:  On  May  <| 
SAP  announced  that  it  will  pay  $381  mil 
lion  to  several  hundred  managers  and  kej 
employees  if  they  can  double  the  compt 
nj^s  market  capitalization— from  a  $5j 
billion  starting  point— by  the  end  (J 
2010.  A  third  of  that  would  go  to  the  to| 
seven  executives. 

The  bonus  plan,  unveiled  at  the  anm| 
al  shareholders  meeting  in  Germany, 
way  out  of  character  for  SAP,  which  has  j 
reputation  since  Kagermann  took  over  foj 
being  very  well  managed  but  unexcitinf 
If  s  also  out  of  character  for  a  business  i  I 
Germany,  where  executives  are  typica 
paid  less  than  half  as  much  as  their  AmeJ 
ican  counterparts.  "I  don't  think  it's  a]i 
propriate,"  says  Heribert  Fieber,  form" 
chairman  of  the  employees'  council 
electronics  giant  Siemens,  who  is  advij 
ing  a  group  of  restive  SAP  employee] 
"There  are  workers  who  haven't  even  gc  f 
ten  raises  in  line  with  inflation." 


"THE  MERLIN  ROLE" 

PLATTNER  ARGUES  that  the  bonus  pa 
out  would  be  fair  compensation  for 
impressive  feat.  SAP  is  already  highly  v* 
ued  by  investors,  with  a  price-earnin 
ratio  of  39.  That  compares  with  24  f 
Oracle  Corp.  and  16  for  IBM,  the  tv 
largest  players  in  the  overall  corporat 
software  sphere.  Plattner  has  a  read 
made  argument  for  shareholders: 
you  want  extraordinary  growth,  you  wa 
to  have  an  extraordinary  bonus  schem< 
The  fiery  62-year-old  executive,  whc 
ultra- aggressive  personality  was  forged 
war-devastated  Berlin,  isn't  likely  to  wit 
er  under  criticism  of  the  bonanza.  He  se 
it  as  a  way  to  inject  entrepreneurial  v 
into  a  34-year-old  company  with  35,0 
employees  and  a  vast  array  of  produc 
Since  he  handed  off  his  CEO  duties,  he  r 
continued  to  play  a  vital  role,  helpi 
shape  technology  strategy  and  pressi 
relendessly  to  make  products  easier  to  u 
He  often  rushes  from  his  office  at  S 
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Information  Technology  Incentives 


headquarters  in  Walldorf,  Germany,  to 
present  Kagermann  with  bold  ideas.  It  was 
just  such  a  Plattner  brainstorm  last  sum- 
mer that  brought  about  the  incentive  plan. 

Remarkably,  given  his  forceful  manner, 
Plattner  has  managed  a  delicate  balance: 
He  plays  an  active  advisory  role  without 
interfering  with  his  successor.  He  cajoles, 
provokes,  and  inspires,  but  he  doesn't  try  to 
run  the  company.  "He's  playing  the  Merlin 
role,"  says  Jeffrey  Sonnenfeld,  a  professor 
at  Yale  University's  School  of  Management. 
"He's  keeping  the  revolution  forever 
young"  at  a  company  that  is  being  man- 
aged for  the  first  time  by  a  nonfounder. 

SAP's  top  executives  welcome  the 
chance  to  prove  they  can  accelerate 
growth  yet  again.  "For  me,  the  important 
impact  is  that  the  entire  company  under- 
stands we're  on  a  journey  to  something 
special,  and  if  s  achievable,"  says  Kager- 
mann. "People  want  to  be  in  a  good  com- 
pany, and  they  want  to  have  dreams." 

ORACLE  ON  THE  MARCH 

IN  FACT,  Plattner's  stretch  goal  may  not 
be  so  farfetched.  Analysts  figure  that  if 
SAP  can  increase  software  license  rev- 
enues by  an  average  of  15%  over  the  next 
four  years,  it  will  be  able  to  more  than 
double  its  earnings.  The  company  deliv- 
ered $6.30  in  earnings  per  share  last  year, 
and  analyst  John  Segrich  of  JPMorgan 
Chase  &  Co.  believes  that  it  can  achieve 
$16.50  in  2010.  Segrich  says  the  new  gen- 
eration of  software  that  SAP  plans  to  re- 
lease next  year  will  reach  its  peak  demand 
three  years  later. 

To  win  the  big  prize, 
Kagermann  and  his  staff 
will  have  to  overcome 
challenges  from  Oracle, 
Microsoft,  and  pesky  up- 
and-comers  such  as 
Salesforce.com  Inc.  Ora- 
cle, in  particular,  is  not  to 
be  taken  lightly.  As  a 
result  of  a  $20  billion  ac- 
quisition binge,  adding 
PeopleSoft  Inc.  and 
Siebel  Systems  Inc. 
among  others,  Oracle  in- 
creased its  market  share 
in  enterprise  applica- 
tions from  5.2%  in  2004 
to  12.2%  today,  accord- 
ing to  AMR  Research. 
(SAP,  meanwhile,  gained 
share  through  internal 
growth,  climbing  from 
19.5%  to  20.8%.)  Oracle 
has  a  strong  hold  on 
corporate  tech  buyers, 
thanks  to  its  No.  1  posi- 


CEO  KAGERMANN  has 

the  company  on  a  roll 
but  faces  an  array  of 
aggressive  rivals 


THE  STATS 


$125 

million 

The  bonus  SAP's  top 
seven  executives  v ' 
split  if  market  cap 
doubles  by  2010 


39 


The  company's  p-e 
ratio,  way  above  that 
of  rivals  Oracle  (24) 
and  IBM  (16) 


Data:  Bloomberg  F 


tion  in  database  software, 
and  has  been  coming  on  in 
middleware,  which  knits 
various  programs  together. 
Oracle  also  has  its  own  in- 
spiring presence  in  founder  and  Chief  Ex- 
ecutive Lawrence  J.  Ellison.  He  seems  to 
relish  the  come-from- 
behind  role.  In  new  print 
advertisements,  Oracle 
claims  that  its  application 
licenses,  excluding  the  ef- 
fects of  acquisitions,  grew 
29%  last  quarter,  vs.  3% 
growth  for  comparable 
SAP  revenues.  It  also  says 
SAP's  count  includes  rev- 
enues from  software 
made  by  others  that  it 
packages  with  its  prod- 
ucts, including  Oracle's 
database.  (SAP  denies  the 
claim,  and  analysts 
agree.)  "We're  going  to 
wear  them  down," 
boasts  Oracle  co-presi- 
dent Charles  E.  Phillips. 

So  far,  though,  SAP  ap- 
pears to  be  winning  the 
fight.  It  has  capitalized  on 
the  customer  uncertainty 
that  Oracle  created  with 
its  acquisitions.  SAP  says 
it  has  landed  240  former 
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Oracle  and  PeopleSoft  ac- 
counts, including  the  likes  ol 
Amgen,  Waste  Management 
and  Samsonite.  When  sports- 
equipment  maker  Easton-Bef 
Sports  Inc.  decided  late  last 
year  to  standardize  on  one  soft- 
ware maker,  SAP  got  the  nod 
"Oracle  has  been  growing  bj 
acquisition.  It  will  take  a  whik 
before  it's  integrated,"  say 
Sharon  Nelson,  Easton-Bell 
chief  information  officer.  "SA1 
has  grown  organically.  Tha 
made  it  the  safe  choice." 

Instead  of  buying  marke 
share,  Kagermann  launched  ; 
handful  of  ambitious  initiatives 
The  biggest  one  involves  creat 
ing  updated  versions  of  all  o 
SAP's  applications  based  on  tb 
latest  so-called  Web  service, 
technology.  SAP  will  brea! 
the  applications  into  smalle 
chunks  that  customers  can  sna 
together  or  pull  apart  like  LEG( 
blocks.  Customers  can  pick  an 
choose  the  features  they  nee 
and  add  software  they  writ 
themselves  or  get  from  othe 
suppliers.  This  should  let  ther 
create  and  modify  application 
faster  and  more  cheaply. 

Most  of  the  major  softwai 
makers  are  following  a  simils 
path,  but  SAP  got  off  to  a  fast  star 
Analysts  believe  its  new  applications  wi 
hit  the  market  one  to  three  years  ahea 
of  Oracle.  That' s  because  Oracle  has  take 
on  the  daunting  task  of  modernizing  i 
software  and  weaving  together  applic; 
tions  it  picked  up  through  acquisitior 
in  one  swoop.  Oracle  believes  its  cu> 
tomers  will  wait  for  the  update,  which 
expects  to  complete  in  2008  or  200 
rather  than  switching.  But  analys 
anticipate  more  defections. 

SAP  also  will  push  to  win  smaller  cu 
tomers.  Many  of  its  current  customers  a 
large  enterprises,  but  it  now  has  two  pro 
uct  suites  aimed  at  companies  with  few 
than  1,000  employees.  To  win  them  ov< 
the  company  has  to  build  up  distribute 
channels  and  deliver  products  that  a 
easier  to  install  and  use. 

Does  it  all  add  up  to  SAP  being  able 
double  its  market  capitalization?  E 
Slam  Dunk,  if  s  not.  But  under  Kag< 
mann's  leadership— and  with  a  vigoro 
push  in  the  back  from  Plattner— this  is  o 
mature  software  maker  that  may  be  up 
the  challenge.  ■ 

-With  Sarah  Lacy  in  San  Mateo,  Cal 

and  Jack  Ewing  in  Frankfi  j  ^ 
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Life  on  the  Web's  Factory  Fl 

Who  do  you  think  turns  all  those  words  into  an  easy  click? 


BY  BURT  HELM 

ARBARA  KEMPF  USED  TO 
work  on  an  assembly  line 
for  words.  Her  job:  take  a 
company  name  (say,  Joe's 
Diner),  think  up  several 
words    that    describe    it 
(restaurant,  dinner,  burg- 
ers), come  up  with  other  words  about  its 
location  (Cincinnati,  downtown,  Main 
Street),  then  create  more  than  200  com- 
binations of  those  words  and  write  six-  to 
eight-word   sentences   associated   with 
each  combination.  The  finished  product? 
Paid  search  ads,  or  those  "sponsored 
links"  that  show  up  when  you  search  for 
things  like  "burgers  in  Cincinnati"  on 
Google,  Yahoo!,  or  Ask.com. 

Over  eight-hour  shifts,  the  51-year-old 
Kempf  "assembled"  thousands  of  these 
ads  every  day  for  $15  an  hour  for 
Marchex  Inc.,  a  Seattle-based  company 
that  runs  online  advertising  campaigns 
for  local  businesses  all  over  the  U.S. 
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With  the  Internet  advertising  explosion, 
advertisers  spent  $5.1  billion  last  year  to 
place  text  ads  like  Kempf  s  next  to  search 
results  online.  Several  major  ad  agencies 
and  search  engine  marketing  firms  say 
they  plan  to  double  the  number  of  paid- 
search  staff  over  the  next  year.  Compa- 
nies such  as  General  Motors  Corp.  now 
buy  ads  for  upwards  of  1  million  search 
terms.  The  sheer  growth  of  Internet  ad- 
vertising is  requiring  advertisers  to  scale 
and  streamline  their  operations  with  an 
almost  manufacturer-like  mentality. 

In  the  process,  a  new  category  of  work 
is  emerging:  the  digital  factory  job.  Be- 
hind the  seemingly  magical  offerings  of 
the  Internet  are  thousands  of  human  be- 
ings madly  inputting  data  around  the 
clock.  The  work  ranges  from  the  slighdy 
creative,  such  as  Kempf  s  job  of  crafting 
sentences  for  ads  to  snag  search  traffic,  to 
the  rote— typing  in  descriptions  of  ham- 
burgers for  online  menus. 

These  digital  bricklayers  are  in  a  sense 
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building  the  new  information  pyramid, 
Madras,  India,  "editors"  making  a  fifth  fe 
U.S.  pay  work  24  hours  a  day,  7  days  i  jve 
week  to  digitize  archived  American  new 
papers  from  the  1700s  to  the  1980s. 
Boston,  New  York,  and  Palo  Alto,  Cal 
Google  Books  workers  manually  turn  ea  i  (en 
and  every  page  of  millions  of  library  boc  |  fc 
so  they  can  be  scanned  and  made  availal 
to  any  visitor  to  the  Google  Web  site. 
Hyderabad,  India,  typists  for  start 
Menupages.com  type  the  menus  of  the )  ^ 
sands  of  U.S.  restaurants  so  Web  surf  nce 
can  browse  for  reservation  ideas  or  tal 
out.  "Internet  companies  are  realizing  ti 
you  don't  need  to  be  a  massive  compam 
manage  such  operations,"  says  Ravi  Ar< 
assistant  professor  of  operations  and 
formation  management  at  the  Univen 
of  Pennsylvania's  Wharton  School, 
adds  that  process  work  is  moving  out 
traditional  places— insurance  claims  p 
cessing,  say— and  onto  the  Web. 

Just  like  with  a  display  of  fresh  oran  k 
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i  a  supermarket,  far  more  labor  goes  into 
erring  the  digital  product  there  than 
lost  people  fathom.  Take  ProQuest  His- 
)rical  Newspapers  archive.  Subscribers 
in  type  in  an  author  name,  headline,  or 
ny  keyword  and  access  any  original  im- 
i*e  of  any  article  from  any  historical  issue 
f  nine  major  U.S.  newspapers,  including 
he  New  York  Times,  The  Washington  Post, 
rid  The  Wall  Street  Journal.  The  process 
:arts  at  the  company's  headquarters  in 
nn  Arbor,  Mich.,  where  an  operator 
:ans  reams  of  microfilm  through  a  raa- 
line  that  creates  a  digital  copy  of  each  is- 
le.  That  copy  is  sent  overseas  electroni- 
illy  to  the  shop  floor  at  Ninestars 
lformation  Technology  Ltd.,  a  digital 
inversion  company  in  Madras. 

ILLING  IN  THE  BLANKS 

HERE,  WORKERS  LIKE  27-year-old  Vir- 
inia  Deepa  digitally  cut  up  and  sort  the 
nages  into  individual  articles.  Then 
•eepa  tags  the  headline,  first  paragraph, 
aption,  and  author  byline  and  runs  a 
rogram  to  convert  each  into  text.  (The 
:st  of  the  article  remains  an  image  file.) 
fext  her  work  heads  to  a  quality  assur- 
nce  employee  who  reads  over  the  image 
le  to  make  sure  the  words  match  what  is 
n  the  page.  Then  it's  ready  to  be  added  to 
le  online  archive  for  Web  surfers  to 
q)lore.  That  process  is  re- 
eated  by  Ninestar's  850 
mployees,  24  hours  a  day, 
ver  three  shifts. 

Such  menial  work  with 
ata    and    information    is 
ardly  new.  But  the  growing 
nits  of  such  operations— 
aining  online  access  to  his- 
irical  papers,  for  example— 
ave  never  been  so  close  to 
le  fingertips  of  the  average 
erson. 

.  Nor  has  such  data  entry  ever 
een  easier  for  companies  to 
ike  advantage  of,  including 
nail  entrepreneurs.  The  num- 
er  of  third-party,  offshore  com- 
anies  that  will  perform  contract 
fork  has  more  than  doubled 
ince  2002,  according  to  Whar- 
im's  Aron.  With  Internet  connec- 
vity  pushing  farther  into  rural  ar- 
*s  of  China  and  India,  the  cost  of  such 
ork  will  fall  even  lower. 

That  means  even  more  data  will  be  fry- 
lg  online  as  startups  look  to  fill  in  the 
iches,  leading  to  still  more  digital  burg- 
r-flipping-type  work.  When  Greg  Barton 
:t  out  to  start  Manhattan-based  Menu- 
ages.com,  he  contracted  with  a  small 
utfit  in  Hyderabad.  Restaurant  menus 


are  too  varied  for  character-recognition 
software  to  correctiy  translate  all  of  the 
words  into  text,  and  mere  image  scans  of 
each  menu  wouldn't  allow  users  to 
search  through  the  dishes 

protefnredient  or  ^ of  No  client  is  too 
small:  Execs 
send  stacks  of 
business  cards 
abroad  to  be 


So  Barton  has  the 
workers  in  Hyderabad 
sort  through  thousands 
of  menus,  typing  up  the 
names  and  prices  of  ap- 
petizers, entrees,  and 
drinks.  Then  the  offshore 
staff  digitally  categorizes  tVDed  U.D 
each  restaurant  accord-      «/  -r  r 

ing  to  cuisine  type,  price  ^^^^^^^^^ 
level,  and  neighborhood. 
The  operation  supports  a  small  ad- 
sponsored  Web  page,  and  34  employees 
help  him  rapidly  build  out  the  company's 
service  to  include  other  cities.  In  the  past 
six  months  Barton  has  launched  sites  for 
San  Francisco,  Chicago,  and  Boston,  and 
he  estimates  his  business  can  process 
more  than  2,000  menus  a  month. 

Such  offshore  outfits  can  also  do  small- 
er custom  jobs  so  that  even  individuals 
can  participate.  For  5<fc  to  10<t  a  business 
card,  typists  at  nonprofit  data  processor 
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try  oP^tforU-S .restaurants. 


Digital  Divide  Data  in  Laos  and  Cambo- 
dia enter  and  correct  contact  information 
and  load  it  onto  customer-relationship 
management  site  Salesforce.com  Inc. 
Founded  by  American  Jeremy  Hocken- 
stein  in  2001,  DDD  hires  poor  and  dis- 
abled workers  in  those  countries  to  per- 
form all  kinds  of  data  entry  for  six  hours  a 
day  and  then  get  English  lessons  and 


computer  training  for  another  six.  Lately 
that  has  included  work  for  executives  at 
International  Finance  Corp.,  the  World 
Bank's  private-sector  arm,  as  well  as  for 
individuals  who  send  in 
stacks  of  business  cards. 

Strong  Web  access  and 
the  low  wages  of  a  Cambo- 
dian typist— about  $45  a 
month— mean  there's  al- 
most no  barrier  to  entry,  so 
almost  anyone  can  contract 
for  rote  work,  says  Hocken- 
stein.  Although  DDD  start- 
ed with  primarily  large 
jobs— in  2001  its  workers 
typed  the  133-year  archive 
of  The  Harvard  Crimson— it 
is  adding  more  small  custom  work. 

These  jobs  are  creating  opportunities 
for  some  of  the  world's  poorest.  One  of 
Digital  Divide  Data's  newest  hires  is  22- 
year-old    Nouanta    Bouthavong.    The 
daughter  of  farmers  from  Khammoane 
Province  in  Laos,  Bouthavong  sold  veg- 
etables door  to  door  for  her  family  until  a 
sudden  illness  in  her  teens  left  her  unable 
to  walk.  She  attended  a  vocational  school 
for  the  disabled  and  now,  in  addition  to 
studying  English  and  com- 
puters at  DDD's  school,  is  in 
training  as  an  operator. 

In  the  U.S.,  such  line 
work  has  high  turnover. 
Google    uses    a    temp 
agency  to  keep  Google 
Books  staffed.  Kempf, 
the    former    librarian 
who       worked       at 
Marchex,   quit   after 
nine  months  because 
the   "factory-type  at- 
mosphere" got  to  her. 
Ad  writers  worked 
on  a  strict  weekly 
quota  system  that 
required   them   to 
punch  out  sentence 
after  sentence 

while  their  manag- 
er, an  ex-Marine, 
barked  at  them  to 
type  faster.  "I  started 
having  anxiety  attacks,"  says  Kempf,  who 
has  worked  as  a  freelance  index  compiler 
and  prefers  a  slower  pace.  "I  had  to  get 
out."  A  Marchex  spokesperson  says:  "We 
have  a  very  satisfied  base  of  employees.... 
There's  a  high  degree  of  accountability, 
but  sometimes  that's  not  for  everybody." 
Either  way,  there  are  plenty  of  people  will- 
ing to  work  behind  the  digital  curtain,  one 
keystroke  at  a  time.  II 

-With  Manjeet Kripalani  in  Bombay 
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PARTNERS  PORTER, 
BOGUSKY,  HICKS,  AND 
STEINHOUR  ALL  OVER 
AN  EOS  CONVERTIBLE 


TheCraziest 
Ad  Guys 


i 


In  America 

Inside  Crispin  Porter + Bogusky's 
wacky,  ambitious  plan  to  rekindle 
our  love  affair  with  Volkswagen 


BY  DAVID  KILEY 


REMEMBER  THE  VOLKSWAGEN  RABBIT?  THE 

boxy,  fuel- efficient  hatchback  was  launched  in 
1974  to  replace  the  legendary  Beede  as  the  com- 
pany's big  seller  and  was  the  first  VW  made  in  the 
U.S.  It  also  became  known  for  catching  fire  and 
breaking  down,  and  thus  became  the  symbol  of 
VW's  collapse  in  America  through  the  1980s.  At 
the  insistence  of  VW's  German  parent,  the  Rabbit 
name  was  killed  in  1985,  and  the  Westmoreland 
(Pa.)  assembly  plant  was  shuttered  soon  after. 

So  it  was  audacious  indeed  when  Alex  Bo- 
gusky,  chief  creative  officer  of  Crispin  Porter  + 
Bogusky,  which  took  over  the  VW"  advertising  ac- 
count last  December,  suggested  resurrecting  the 
Rabbit  name.  In  a  Mar.  20  meeting  at  the  Auburn 
Hills  (Mich.)  headquarters  of  VW  of  America, 
with  company  brass  and  two  members  of  its 
dealer  council,  Bogusky  reasoned  that  the  re- 
designed Golf  launching  in  the  U.S.  this 
year  had  already  been  selling  in  Europe 
for  two  years,  so  auto  writers  probably 
wouldn't  pay  much  attention  to  the 
stateside  debut.  "So  let's  change  the 
story,"  offered  the  42-year-old  ad  di- 
rector before  the  assembled  group. 
Nervous  laughter  followed.  VW  supervi- 
sory board  Chairman  Ferdinand  K.  Piech, 
known  for  his  bad  temper  and  for  insisting  that 
VW  have  global  model  names,  was  certain  to  dis- 
approve. But  VW's  U.S.  chief,  Adrian  M.  Hall- 
mark, bought  in  and  took  the  idea  to  the  car- 


maker's German  headquarters  in  Wolfsburg  on 
Mar.  25.  Worldwide  brand  chief  Wolfgang  Bern- 
hard  said  yes,  and  ordered  new  signs,  photogra- 
phy, and  press  releases  to  be  rushed  for  the  New 
York  International  Auto  Show  on  Apr.  12,  despite 
whispers  that  Piech,  already  gunning  for  Bern- 
hard's  boss,  management  board  Chairman 
Bernd  Pischetsrieder,  was  unhappy. 


HATE  MAIL 


MANY  LOVE  the  Rabbit  idea,  but  plenty  hate  it. 
That's  just  the  kind  of  strong,  polarized  reaction 
Bogusky  and  his  partners  like  to  provoke.  VW's 
U.S.  dealer  council  supports  the  move.  But  con- 
sider some  of  the  hostile  reaction:  Peter  M.  De- 
Lorenzo,  founder  and  publisher  of  influential 
Webzine  Autoextremist.com  Inc.,  called  the  deci- 
sion to  return  to  the  Rabbit  name  "pure,  unadul- 
terated lunacy,"  and  wrote  that  if  U.S.  VW  mar- 
keting chief  Kerri  Martin  and  her  agency  weren't 
stopped,  they  would  "destroy  the  brand  in  the 
U.S.  once  and  for  all."  Steven  Wilhite,  former  VW 
marketing  chief  and  current  global  chief  market- 
ing officer  at  Nissan  Motor  Co.,  pronounced  the 
idea  "brain-dead."  Ranee  E.  Crain,  editor-in- 
chief  of  Advertising  Age,  editorialized  that 
Crispin's  first  work  for  vw  has  been  "so  horren- 
dously  awful  that  [it]  smooths  the  way  for  [VW's] 
quick  and  complete  withdrawal  [from  the  Amer- 
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From  Body 

Bagstoa 

Dominatrix 

Named 

Helga 

Crispin  Porter  + 
Bogusky  was  formed 
in  1965  but  became  a 
national  creative  force 
only  around  2000. 
A  brief  history: 

1999  AMERICAN  LEGACY 
FOUNDATION 

Its  work  for  Florida  helped 
Crispin  win  a  role  in  the 
national  push  to  curb  youth 
smoking.  Ads  played  on 
how  Big  Tobacco  tried  to 
manipulate  the  young.  One 
showed  1,200  body  bags 
being  dumped  at  a  tobacco 
company  to  represent 
smoking-related  deaths. 


2001  MINI  USA 

CP+B  crafted  the  "Let's 
Motor"  campaign  that  used 
little  traditional  media. 
Among  its  gimmicks, 
the  agency  developed  a 
line  of  MINI  gear,  rewrote 
leasing  deals  that  don't 
penalize  for  high  mileage, 
ran  MINIs  atop  Ford 
Excursion  SUVs  in  key 
urban  markets  to  highlight 
smallness,  and  generated  a 
fictional  story  around 
counterfeit  MINIs  that 
spread  on  the  Net.  «■$> 


ican  market]."  Says  a  habitually  cool  Bogusky, 
wearing  a  Kiss  T-shirt  and  stabbing  his  fork  in 
the  air  as  he  scarfed  banana  pancakes  at  Green- 
street's,  a  cafe  near  his  Miami  office:  "I  like  that 
they  are  talking  about  the  work.  If  they  aren't 
talking,  then  your  brand  is  dead." 

Indeed,  Volkswagen  is  trying  to  avoid  the  kind 
of  near-death  experience  it  had  in  the  early 
1990s,  when  sales  sank  so  low  that  German  man- 
agers seriously  pondered  pulling  up  U.S.  stakes 
altogether.  At  224,000  cars  sold  last  year,  VW  is  a 
long  way  from  the  nadir  of  49,000  in  1992.  But  to 
insiders  who  have  watched  the  numbers  drop  by 
131,000  sales  per  year  since  a  peak  of  355,648  in 
2001,  this  period  has  felt  eerily  like  the  dark  days 
a  decade  ago,  before  the  New  Beede  lifted  the  en- 
tire brand  out  of  quicksand.  Internal  research 
shows  a  lasting  loss  of  confidence  in  the  brand  af- 
ter cosdy,  repetitive  quality  problems:  VW's  U.S. 
division  has  lost  more  than  $1  billion  in  each  of 
the  past  two  years,  and  this  year  could  be  nearly 
as  bad.  On  May  2,  Pischetsrieder  had  his  contract 
renewed  for  six  years,  but  only  after  intense  pres- 
sure by  the  supervisory  board  to  deliver  better  re- 
sults with  fewer  job  cuts  than  the  20,000  he 
wants.  "No  question  about  it,  it's  a  five-alarm 
fire,"  says  Crispin  President  Jeff  Hicks. 

Enter  Crispin  Porter  +  Bogusky,  the  eccentric 
ad  shop  in  Miami  that's  known  for  using  viral 
marketing  and  creating  nutty  characters  like  the 
Subservient  Chicken  for  Burger  King  Holdings 
Inc.'s  ailing  franchises,  vw  had  been  through 
three  years  of  coolly  received  ad  efforts  as  it  jug- 
gled a  failed  luxury  sedan  (the  tony  Phaeton, 
priced  at  more  than  $75,000)  and  the  $50,000 
Touareg  SUV,  alongside  $20,000  Golfs  and  Jettas. 
Former  agency  Arnold  Worldwide,  saddled  with 
temporary  VW  ad  directors  before  marketing  chief 
Kerri  Martin  arrived,  struggled  to  make  sense  of  it 
all.  A  year  ago,  Martin  got  the  heady  tide  of  direc- 
tor of  brand  innovation,  having  been  the  celebrat- 
ed marketing  whiz  at  MINI  USA  and  Harley- 
Davidson  Inc.  Crispin  worked  with  her  at  MINI  to 
create  the  kind  of  B-school  case-study  advertising 
excitement  for  which  VW  used  to  be  known. 

As  Crispin  tries  to  douse  the  flames  engulfing 
the  VW  brand,  it  has  to  prove  that  it  won  the  VW 
assignment  on  merit,  not  just  as  Martin's  pet 
agency.  Situated  1,300  miles  south  of  Madison 
Avenue's  groupthink,  Crispin  stands  apart. 
Whether  it  was  running  MINI  Cooper  hatch- 
backs around  cities  atop  Ford  Excursion  SUVs  or 
getting  teens  to  dump  some  1,200  faux  body  bags 
at  the  door  of  a  tobacco  company  for  an  anti- 
smoking  campaign,  Crispin  has  been  changing 
the  industry's  playbook.  It  famously  helped 
solve  Burger  King's  irrelevancy  problem,  espe- 
cially with  consumers  aged  14-25,  with  the  Sub- 
servient Chicken  Web  site,  where  a  visitor  could 
make  a  chicken  do  almost  anything  on  com- 
mand—dust furniture  or  play  air  guitar. 

That  simple,  inexpensive,  wacky  idea  has  gen- 
erated a  staggering  460  million-plus  hits  in  two 
years  and  helped  Burger  King  post  its  first  string 

74  I  BusinessWeek  I  Mav  22.  2006 


of  positive  growth  quarters  in  a  decade.  Tlimt 
agency's  relaunch  of  the  MINI  brand  helped  tl  : 
unit  of  BMW  surpass  sales  targets  by  80'  !a 
Crispin's  success  has  fueled  growth  in  its  owain 
staff  from  105  in  2000  to  438.  As  it  transfonr  4 
marketing  messages  into  entertainment  tinnsto 
and  again,  "the  agency  has  been  redefining  wh  <  las 
consumers  even  recognize  as  advertising,"  sa  (yti 
rival  and  admirer  Jeff  Goodby,  co-chairman  i :"[ 
Goodby,  Silverstein  &  Partners  in  San  Francisc 
It's  early  days,  but  it  looks  as  if  Crispin's  sty 
of  marketing  is  working  once  more.  Since  its  a  i 
started  running,  VW  sales  are  up,  dealers  are  e  I 
thusiastic,  Internet  chatter  about  VW  is  as  high 
it  has  been  since  the  public  relations  bonan  < 
around  the  New  Beetle  in  1998.  Just  about  eve  | 
aspect  of  Crispin's  work  in  its  first  five  months 
the  job  has  been  covered  in  major  media  outle  I 
As  the  agency  and  Martin  have  challenged  ma  I 
of  VW's  old  ways  and  ignored  some  of  the  coi 
pan/s  internal  political  trip-wires,  the  brand  | 
being  talked  about  again  around  the  water  co 
er,  a  must  for  any  consumer  company  today  d  | 
hopes  to  not  just  survive  but  thrive. 


WEB  ALLURE 

VOLKSWAGEN,  of  course,  has  its  own  spec  | 
place  in  advertising  history.  Two  separate  agi 
cies  defined  themselves,  and  advertising  a: 
whole,  in  two  different  decades  working  for  \  j 
In  the  1960s  it  was  Doyle  Dane  Bernbach,  wh  j 
created  the  headlines  "Think  Small"  si 
"Lemon,"  pioneering  the  use  of  self-deprecat ' 


mor  and  wit  to  sell  cars.  "It  was  the  first  time 
:r  that  people  talked  about  ads  at  cocktail  par- 
3  and  at  work,"  says  Andrew  Langer,  vice- 
lirman  of  Lowe  &  Partners  Worldwide,  who 
rked  at  DDB  then.  In  the  1990s,  VW  and 
ston's  Arnold  Fortuna  Lawner  &  Cabot,  before 
ras  Arnold  Worldwide,  ignited  a  new  genre  of 
rytelling  mixed  with  independent  rock  music: 
:  "Da  Da  Da"  ad,  playing  the  German  song  of 


the  same  tide  while  two  slackers  drove  around 
town  in  their  Golf. "  It  fits  your  life,"  went  the  ad's 
voiceover,  "or  your  complete  lack  thereof."  Now 
if  s  Crispin's  turn  to  make  history— or  humiliate 
itself  trying— by  taking  on  America's  favorite  ad- 
vertising account  for  yet  another  comeback. 

It  certainly  didn't  take  long  for  Crispin  to  get 
people  talking  again.  In  place  of  a  subservient 
chicken,  Crispin  invented  a  German-accented, 
dominatrix-type  blonde  bombshell  named  Helga. 
She  appears  in  ads  with  an  effete  German  engi- 
neer named  Wolfgang,  whose  message  to  intro- 
duce the  GTI  hatchback  is  "Unpimp  Your  Auto," 
a  swipe  at  the  over-accessorized,  high-perform- 
ance small  Japanese  cars  often  dubbed  "rice 
rockets."  Billboards  for  the  GTI  read  "Auf 
Wiedersehen,  sucka"  and  "Fast  as  Schnell." 

Schnell,  and  then  some.  Day  One  on  the  ac- 
count, Dec.  6,  the  agency  began  to  perform  triage 
on  the  ailing  carmaker.  Bogusky,  a  Miami  native 
who  dropped  out  of  art  school  though  both  par- 
ents are  graphic  artists,  met  with  creative  direc- 
tor Andrew  Keller,  35,  and  more  than  40  writers, 
art  directors,  and  researchers  in  the  agency's  big 
conference  room.  The  brief  for  the  GTI  read: 
"How  does  GTI  regain  its  position  as  the  original 
hot  hatch?"  By  the  way,  Keller  told  the  crowd, 
"we  have  to  figure  this  out  and  execute  a  plan  in 
time  to  launch  during  the  Winter  Olympics  [on] 
Feb.  6."  That  gave  the  team  fewer  than  60  days, 
with  a  Christmas  holiday  in  the  middle. 

Crispin's  cognitive  anthropologists  went  to 
work.  Two-hour  in-home  interviews  with  two 
dozen  GTI  buyers,  all  men  18  to  30,  were  done  in 
five  cities.  The  researchers  sent  the  subjects  an 
assignment  in  advance  of  visits:  Make  a  collage 
with  magazine  pictures  to  illustrate  how  they  felt 
about  Japanese  "tuner"  cars,  like  Honda  Civics, 


2003  VIRGIN  ATLANTIC 
AIRWAYS 

"Go  jet  set,  go!"  ads  and 
branded  content  seemed 
to  fit  and  reflect  founder 
Richard  Branson.  Cartoons 
featuring  "jet-setters"  in 
newspapers  and 
magazines  in  an  art  style 
similar  to  instruction 
diagrams  have  become 
Virgin's  signature.  Ads,  yes, 
but  the  agency  also 
designed  pajamas  for 
overnight  flights,  new  air 
sickness  bags,  and  an 
inflight  storybook  tucked  in 
every  seat  pocket.  It  also 
created  a  short  film,  a  porn 
spoof  called  Suite  and 
Innocent,  available  on  hotel 
pay-per-view  channels. 
Virgin  sales  are  up 
$50  million  since  CP+B 
signed  on.  -^ 


*j  PLAYBOOK:  BEST-PRACTICE  IDEAS 


Get 
Close 

In  postwar  days,  an 
agency  was  so  deep 
into  a  brand  that  often 
relationships  lasted 
decades.  Leo  Burnett, 
the  alma  mater  of 
Crispin  President  Jeff 
Hicks,  designed  cereal 
boxes  and  developed 
products  for  Kellogg. 
Already,  Crispin  has 
changed  the  name  of  one 
of  VW's  models.  For 
Burger  King,  it  rewrote 
an  employee.handbook, 
redesigned  packaging 
into  ad  space,  and 
named  Chicken  Fries. 


Fire 
Clients 

Clients  who  order  up  ads 
like  deli  food  and  treat  the 
shop  like  a  vendor,  not  a 
partner,  can  demoralize 
an  agency.  Crispin  "fired" 
Ikea,  Gateway,  EarthLink, 
and  Del  Monte  when  staff 
shied  from  the  accounts. 
"We  don't  have  all  the 
answers,  but  we  know 
when  a  relationship  is 
good  for  [us]  and  when 
it's  not,"  says  creative 
chief  Bogusky.  Adds 
Hicks:  "Inspiring  your 
own  culture  is  Job  One 
before  you  do  anything 
for  a  client." 


Be  Media 
Neutral 

Sure,  CP+B  creates 
about  one  TV 
commercial  per  week. 
Nevertheless,  partner 
Jeff  Steinhour  counsels 
clients  to  leave  a  lot  of 
flexibility  in  their  budgets 
to  fund  new  ideas.  Many 
advertisers  buy  up  media 
commitments  and  then 
order  ads  to  fill  them. 
But  the  idea  should  drive 
the  media  buy,  not  the 
other  way  around. 
Inventing  new  media 
platforms  is  crucial  to 
reach  today's  bombarded 
audiences. 


Risky 
Is  Good 

For  CP+B,  marketing  is 
something  that  should 
entertain.  It  stirs 
conversation  and  seeps 
into  content:  a  fictional 
rock  band  called 
Coq-Rock  to  launch 
Burger  King  Chicken 
Fries— or  Ikea  furniture 
set  out  on  city  sidewalks 
displaying  "Steal  Me" 
signs.  Now  the  agency 
is  riffing  on  VW's 
German  origins  with 
"Auf  Wiedersehen. 
sucka"  billboards. 
In  other  words,    . 
creating  buzz. 
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2004  BURGER  KING 

The  agency  forced  the 
chain  to  rethink  everything 
from  parking  lot  signs  to 
cup  graphics  and  invented 
nomenclature  (baglers:  the 
fries  that  fall  to  the  bottom 
of  the  bag).  It  created  the 
Subservient  Chicken, 
whose  Web  site  is  now  a 
benchmark  for  viral  online 
marketing.  Also  revived  the 
Burger  King-and  has 
His  Highness  waking 
up  with  customers, 
playing  in  famous 
football  games, 
and  turning  up 
at  the  Pope's 
funeral. 


^ 


on  which  owners  tack  thousands  of  dollars  in 
speed- enhancing  and  cosmetic  accessories. 
Then  cut  out  pictures  representing  the  European 
tuner  cars  like  GTI  and  BMW  M  cars  that  are  ac- 
cessorized at  the  German  factories.  One  GTI  fan 
contrasted  cutouts  of  Tweety  Bird  and  a  tuner 
"dude"  wearing  a  chrome  dollar-sign  necklace  to 
represent  the  Asian  tuner  "posers"  with  images 
of  a  black  wolf  and  Ninja  warrior  depicting  the 
"more  authentic  and  serious"  Euro  tuner  crowd. 
Crispin's  researchers  then  asked  them  to  write 
epitaphs  on  paper  tombstones  after  the  phrase 
"Here  Lies  the  Japanese  Hot  Hatch,"  and  recipes 
that  begin  with,  "My  perfect  recipe  for  driving 
is..."  One  recipe  reads:  "One  S-curve,  a  pinch 
of  fishtail,  two  parts  turbo  toast,  an  ounce  of 
hard  rock  music.  Combine  and  bring  to  a 
boil."  The  strategy  drawn  from  all  this  was 
to  flog  the  GTI  as  tuned  in  Germany  by 
speed-happy  engineers  rather  than  at 
some  U.S.  neighborhood  retail  joint. 

In  launching  the  GTI  and  reviving  the 
Volkswagen  brand  in  general,  Crispin 
faced  two  challenges.  First,  since  the 
debut  of  the  New  Beede,  the  VW 
brand  has  become  feminized,  says 
Keller.  Loyal  young  males  who  were 
hanging  on  to  VW  by  a  thread  needed 
to  be  reassured.  Too  many  men  had 
^^T   come  to  view  VW  as  a  "chick's  brand." 
Worse,  women  were  turning  away  from  VW 
because  of  quality  issues.  Second,  vw  loyalists 
had  become  baffled  about  the  pricey  Phaeton 
and  Touareg  and  loaded  Jettas  with  price  tags 
topping  $30,000.  A  decade  into  the  popularity  of 
small  SUVs  priced  under  $25,000,  VW  has  none. 
"Affordable  German  engineering  is  a  huge  part 
of  VW's  DNA,  and  these  decisions  really  confused 
customers,"  says  Tom  Birk,  Crispin  vice-presi- 
dent for  research  and  planning. 
Crispin's  employee  handbook  says  advertising 
is  "anything  that  makes  our  clients  famous."  So 
for  the  GTI,  Bogusky  and  Keller  are  pulling  no 
punches.  This  is  a  car  built  for  driving  fast  and 
having  fun.  And  for  men,  that  inevitably  leads 
to  a  certain  amount  of  sex,  they  reckoned. 
That  led  to  Helga,  an  over-the-top  parody  of  a 


MARKETING  CHIEF 
MARTIN  IS  IN  CHARGE 
OF  CHANGING  THE 
VOLKSWAGEN 
"CHICK BRAND  "IMAGE 
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German  nightclubbing  valkyrie.  She  is  in  ad; 
and  stars  in  VW's  GTI  Web  site.  Anyone  config 
ing  a  GTI,  choosing  interior,  wheels,  engine,  efy  t 
the  like,  can  take  a  virtual  test  drive  with  the  bo 
wearing  siren,  who  comments  about  each  drivt 
selections.  "I  see  from  your  paddle  shifters,  yot  >|iSp 
ready  to  go."  And,  "I  /u/leather."  There  are  so 
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500  variations  of  GTI,  and  Helga  can 
talk  you  through  them  all. 

Helga  and  Wolfgang,  says  Hicks,  are 
an  example  of  taking  an  audience  to  a 
place  they  didn't  know  they  wanted  to 
go.  "A  lot  of  advertisers  try  and  mirror 
what  the  research  tells  them.  What  we 
do  is  try  and  make  the  brand  part  of 
the  pop  culture."  Ads  featuring  Helga 
and  Wolfgang  ran  on  TV  in  March  and 
April,  but  now  enthusiasts  all  over  the 
Net  are  downloading  them.  In  one,  en- 
gineer Wolfgang  is  consulting  a  young 
owner  with  an  oversized  intake  port  on 
his  hood  that  sucks  air  into  the  engine 
compartment.  Says  Helga:  "It's  defi- 
nitely sucking."  Thanks  to  the  Internet, 
VW  has  been  fielding  requests  for 
copies  of  these  ads  from  media  oudets 
and  VW  clubs  as  far  away  as  India. 

A  spike  in  Net  chatter  will  go  only  so 
far.  Although  VW  ranked  third  from  the 
bottom  in  J.D.  Power  &  Associates' 
2005  Initial  Quality  Survey,  it  im- 
proved from  the  year  before— by  10% 
fewer  glitches  per  100  cars.  VW's  quali- 
ty woes  have  spread  around  the  Net  as 
fast  as  Helga's  double  entendres.  This 
month,  says  VW,  it  will  post  another  big 
improvement,  while  dealers  are  report- 
ing half  as  many  warranty  repairs  on 
new  models  as  they  did  in  2004. 

S  SEXY  SYMBOL 

^H  DESPITE  ITS  hasty  execution,  the 
^H  campaign  has  already  achieved  what 
^H  Martin  hoped  it  would.  "We  needed 
^^  to  ignite  a  new  conversation  with 
ners,"  she  says.  The  viral  dimension  has 
rked  well.  For  about  two  weeks,  VW  ads  were 
:  top  download  from  video-sharing  site 
itube.com.  Wolfgang  and  Helga  have  become 
t  of  the  new  VW  story.  They  have  sites  on 
"Space.com,  where  more  than  7,500  fans  have 
ned  up  as  Helga's  "friends"  and  are  down- 


loading a  printable  life-size  Helga.  "Bachelor 
parties,  maybe,"  quips  Keller. 

Can  Crispin's  edgy  playfulness  go  over  the 
line?  With  the  suggestive  content,  charges  of  sex- 
ism have  followed.  TV  ads  for  the  Winter 
Olympics  depicted  young  men  so  into  their  GTls 
that  one  refused  to  roll  up  the  window  to  shield 
his  girlfriend's  wind-blown  hair  and  told  her  to 
stop  "yackin"'  so  he  could  enjoy  the  engine's 
growl.  Another  refused  to  take  his  girlfriend  on 
an  errand  in  his  GTI  because  her  weight  would 
slow  him  down.  Ouch.  Nissan's  Wilhite  says  he's 
all  for  shaking  up  VW's  mes- 
sage, "but  I  can't  go  along 
with  ads  that  marginalize 
women  like  beer  commercials 
often  do."  Suzanne  Farley,  a 
Boston  education  consultant 
and  owner  of  a  1999  VW  Pas- 
sat, agrees,  saying  the  ads 
"made  me  feel  weird,  like 
they  were  talking  right  past 
me."  But  the  agency  just  in- 
troduced its  first  work  for 
Miller  Lite  and  junked  the 
predictable  frat-boy  ap- 
proach. Instead,  icons  like 
Burt  Reynolds  and  Pitts- 
burgh Steelers  running  back  Jerome  Bettis 
thoughtfully  discuss  "man  laws,"  like  how  long 
to  wait  before  dating  a  buddy's  ex-girlfriend. 

There's  no  doubt  that  Crispin  and  Volkswa- 
gen's Martin  are  out  to  take  some  risks,  and  that 
for  now  at  least  they  have  a  long  leash  from  man- 
agement, which  is  doing  its  part  to  supply  the 
right  products.  VW  is  moving  fast  under  Pischets- 
rieder  and  Bernhard  to  bring  out  several  new 
models  in  the  next  20  months,  including  a  mini- 
van,  two  light  SUVS,  and  two  sports  cars— the  Eos 
convertible  and  a  new  interpretation  of  the  1970s 
and  '80s  VW  Scirocco— all  priced  under  $30,000. 
A  pricier  sedan  larger  than  the  Passat  is  due,  too, 
to  try  to  hold  on  to  aging  boomer  fans.  If  s  the 
fastest  product  proliferation  in  VW  history,  and 
Crispin  had  better  get  a  coherent  strategy  to  repo- 
sition the  entire  brand  before  the  new  models  ar- 
rive. "We  are  on  a  whole  new  timetable  for  getting 


2006  MILLER  LITE 

An  ad  campaign  with  a 
Web  site  posting 
"evidence"  that  Miller  Lite 
has  more  taste  than  Bud 
Light  infuriated  Anheuser- 
Busch,  which  asked 
networks  to  nix  the  ads. 
The  work  sparked  dialogue 
about  the  rival  beers. 
Crispin  initiated  the  ads  as 
a  project  and  later  won  the 
entire  account. 


2006  VOLKSWAGEN 

Crispin's  TV  ads  for  the  GTI 
featured  an  onyx  toy,  "The 
Fast,"  an  alter  ego  to 
speed-loving  GTI  drivers. 
The  toys  sell  for  hundreds 
of  dollars  on  eBay,  and  The 
Fast  has  51,284  "friends" 
on  social  networking  site 
MySpace.com.  Ads 
featuring  Helga  and 
Wolfgang,  caricatures  of  a 
German  dominatrix  and 
engineer,  are  popular 
worldwide.  Ad  requests 
from  media  are  the  highest 
since  the  new  Beetle 
launch  in  '98.* 


SHARE  YOUR  THOUGHTS. 

Sun  believes  sharing  is  the  way  to  create  better  ideas.  That's  why  we've  teamed  up  with 
BusinessWeek  to  offer  you  an  opportunity  to  share  your  comments.  Join  the  conversation  about 
this  week's  Cover  Story  at  businessweek.com/coverstory. 
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COVER STORY 


There's 
Something 
About  VW 

Over  the  decades, 
VW  has  inspired 
two  ad  revolutions. 
Do  we  hear  three? 

1960s  TV  and  print  ads 
for  VW  by  Doyle  Dane 
Bernbach  changed  the 
voice  of  advertising. 
Headlining  a  car  ad  with 
the  word  "Lemon"  was 
unthinkable  before 
DDB  did  it. 


Lemon. 
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Dealer  Name 


1995-2005  After  20  years 
of  sales  and  ad  dol- 
drums, Arnold  Fortuna 
Lawner  &  Cabot  of 
Boston  revived  VW  with 
storytelling  ads  that 
tapped  the  1990s  subcul- 
ture of  indie  rock  music. 
The  memorable  one:  Two 
guys  driving  around  town 
in  a  VW  Golf  to  the  song 
Da  Da  Da. 

2006  VW  is  again  stirring 
the  cultural  pot  with  ads 
by  CP+B.  In  tivr-  months, 
every  ad  has  been 
praised  or  derided  in  the 
media  and  blogosphere. 
Do  the  GTI  ads  offend 
women?  Are  the  Jetta 
crash  ads  too  violent? 
VW  is  back  on  the  radar, 
but  will  the  new  chatter 
make  people  forget  about 
recent  quality  woes?  ^c 


this  brand  right  and  will  move  faster  than  people 
around  here  thought  we  could,"  says  Bernhard. 

In  an  industry  that  celebrates  the  slogan,  that 
magical  line  of  ad  copy  that  crystallizes  a  brand's 
essence,  Crispin  hasn't  yet  hit  on  one  for  VW.  It 
did,  however,  kill  off  VW's  10-year-old  "Drivers 
wanted"  line.  "A  slogan  or  tag  line  is  not  impor- 
tant if  the  messaging  is  right,"  says  Bogusky. 
Still,  Crispin  likes  the  VW  logo  so  much 
that  it  came  up  with  a  gimmick  in  the  GTI 
ads  in  which  Wolfgang  forms  the  V  and  W 
with  his  interlocked  fingers.  That" s  already 
sticking  online.  People  selling  VWs  on 
eBay,  for  example,  have  turned  up  in  pic- 
tures in  their  cars  making  the  hand  sign. 
Crispin  may  offer  a  new  slogan  some- 
time in  2007  For  now,  if  s  giving  each 
model  its  own  campaign.  It  just  re- 
launched the  Jetta  with  ads  that  are  far 
— L  from  funky  or  sexy.  In  an  about- 
face  from  its  usual  humorous 
tack,  Crispin  spotlights  the  car's  top 
side-impact  safety  ratings.  And  like  al- 
most everything  else  the  agency  does, 
even  these  sober-as-a-judge  ads  have 
stirred  conversation.  In  one,  two  cou- 
ples are  chatting  as  they  drive  away 
from  a  movie  house.  The  driver  is  dis- 
tracted and  gets  creamed  by  an  SUV  in 
real  time.  The  effect  on  the  TV  viewer  is 
jolting.  The  ad  moves  from  the  crash  to 
the  people  standing  by,  shaky  but  un- 
harmed, looking  at  the  crushed  car.  A 
survivor  says,  "Holy...,"  and  the  ad 
cuts  to  a  video  frame  that  says  "Safe 
Happens."  Requests  for  Jetta  bro- 
chures went  up  30%  after  the  ads'  de- 
but. And  dozens  of  newspapers  and 
NBC's  The  Today  Show  have  reported 
on  their  jarring  quality.  "When  [Today  Show 
host]  Matt  Lauer  talks  for  seven  minutes  about 
our  ads,  I  know  if  s  right,"  says  Santa  Monica 
(Calif.)  VW  dealer  Mike  Sullivan.  GTI  sales  are  at 
20-year  highs,  and  VW  sales  overall  are  up  20% 
this  year  since  Crispin's  ads  began. 

WORK  PILLOWS 
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EVERYTHING  CRISPIN  does  for  a  client  is  with 
an  eye  toward  gaining  media  attention  for  the 
brand,  which  is  why  it  insists  that  clients  break 
down  corporate  silos  separating  advertising, 
public  relations,  and  other  units.  The  agency 
turns  away  clients  that  don't  give  it  access  to  every 
part  of  a  company,  says  Hicks.  The  40-year-old  ad 
man  came  to  Crispin  in  1995  from  Chicago  giant 
Leo  Burnett  Worldwide,  where  he  worked  on  the 
Kellogg  Co.  account.  He  was  recruited  by  Chair- 
man Chuck  Porter,  now  60.  (Agency  founder  Sam 
Crispin  left  the  business  in  1993.)  By  the  time 
Porter  arrived  at  CP+B  in  1988,  he  had  already  set 
a  policy  to  punt  clients  that  treated  the  agency  as 
an  ad  servant  rather  than  as  a  partner.  Hicks,  the 
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"suit"  who  oversees  day-to-day  business,  rareh 
wears  one  and  doesn't  even  don  a  necktie  whei 
meeting  new  or  prospective  clients. 

Few  traditional  boundaries  between  client  anc 
agency  are  observed  at  Crispin.  In  its  first  meet 
ing  with  Burger  King  in  2004,  recalls  the  chain'; 
chief  marketing  officer,  Russ  Klein,  the  partner 
pitched  a  plan  for  tarning  the  packaging  and  tra; 


-*  Crispin  turns  away 
clients  who  don't  give 
it  access  to  every  part 
of  the  company 


liners  into  ad  vehicles  and  changing  the  dooi 
and  parking  lot  signs  before  they  ever  pitched  a 
ad  idea.  They  even  rewrote  an  employee  hanc 
book  on  their  own  initiative.  At  MINI,  and  no 
VW,  the  agency  has  been  creating  a  line  of  orig. 
nal  gear  for  owners.  For  Molson,  it  got  the  brev 
er  to  spend  $1  million  retooling  its  hording  plai; 
to  put  labels  on  the  backs  of  botdes  for  Crispin 
use  as  an  ad  canvas  with  funny  pickup  line] 
"Cups,  beer  labels,  door  handles  are  all  places 
make  a  worthwhile  brand  statement,  not  nece-j 
sarily  an  ad,"  says  Jim  Poh,  Crispin's  director 
creative  content  distribution. 

Crispin  President  Hicks  insists  his  shop  is  ju  J 
doing  what  ad  agencies  did  in  the  industry's  po.1  [ 
war  heyday.  Changing  names  of  products,  evJ 
coming  up  with  new  products,  are  old  ad  agera 
tricks  of  the  trade.  When  Hicks  worked  on  Kj 
logg  at  Burnett,  the  agency  was  so  deep  into  KJ 
logg's  business  that  the  company  invited  the  d 
count  manager,  Jim  Jenness,  to  join  the  board  a 
then  made  him  the  current  chief  executive.  Hie  J 
complains  that  since  big  holding  companies  1 
gan  rolling  up  ad  shops  in  the  '80s  and  '90s,  t] 
status  of  agencies  has  fallen  to  that  of  vendor,  pi 
ting  monthly  profits  for  corporate  parents  atx  j 
their  own  or  their  clients'  long-term  objectives, 
show  how  serious  they  are  about  partnersh  I 
with  clients,  Crispin  recendy  struck  a  deal  w 
Haggar  Corp.  to  trade  sweat  in  that  appaj 
brand's  turnaround  for  an  equity  stake. 

As  Crispin's  reputation  grows,  if  s  becomi  J 
more  protective  of  its  cool  take-your-skateboa 
to-work  culture.  It  sold  49%  of  the  agency  | 
MDC  Partners  Inc.  in  2000  (page  80),  but 
principals  retained  control.  One  recent  decis  I 
that  could  potentially  make  the  souffle  f 
though,  is  to  move  creative  chief  Bogusky,  Kel 
and  some  70  other  staff  to  Boulder,  Colo.,  n 
year.  For  one  thing,  the  Miami  office  space  it 
helps  foster  a  creative  culture.  It  features  un 
ished  concrete  walls  and  floors,  with  interior  | 
fices  that,  covered  with  corrugated  metal,  1 
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a  podcast  interview 

with  Senior 
Correspondent 
David  Kiley  by 
Executive  Editor 
John  A.  Byrne,  a 
video-view  interview 
with  CP+B  creative 
chief  Alex  Bogusky,  and 
a  slide  show  of  the 
agency's  work,  go  to 
businessweek.com 
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like  merchant  stalls  in  a  bazaar.  A  large  amphi- 
theater-like public  space  with  pillows,  mattresses, 
and  wireless  links  draws  staffers  together  for  im- 
provisational  meetings  or  breaks.  Skateboards, 
bikes,  and  Rollerblades  are  favorite  means  of 
transport  from  meeting  to  meeting.  With  so 
many  key  creative  staffers  2,000  miles  away,  the 
agency's  ecosystem  could  unravel. 

But  Bogusky  is  weary  of  spending  a  third  of 
his  year  in  Los  Angeles  in  various  stages  of  ad 
production,  separated  from  his  family  in  Florida 
and  talking  to  his  kids  via  a  Web  cam.  LA  is  only 
a  two-hour  flight  from  Boulder.  And  Miami's 
pricey  real  estate  and  frequent  bad  weather— the 
office  ceiling  is  covered  in  tarps  because  of  dam- 
age from  September's  Hurricane  Rita— made  the 
Rockies  location  seem  attractive  to  others,  too. 


This  Holding  Company 
Sets  the  Talent  Free 


iles  Nadal  is  something  of 
a  mystery  to  his  share- 
holders. Drawn  to  Crispin 
Porter  +  Bogusky  in  1999, 
when  the  Miami  ad  agency 
was  gaining  notoriety  for  an  antismoking 
campaign,  the  Toronto  businessman,  who 
made  his  fortune  in  private  equity  and  check 
printing,  bought  49%  of  the  firm  in  2001  and 
tossed  it  into  a  fledgling  company  known  as 
MDC  Partners  Inc.  That's  the  eclectic 
collection  of  ad,  design,  communications, 
and  sales  promotions  firms  that  Nadal  has 
put  under  one  roof. 

Crispin's  billings  are  now  six  times  their 
level  when  Nadal  bought  in.  But  last  August, 
the  48-year-old  chairman  and  CEO  faced 
angry  stock  analysts  and  fund  managers  on  a 
conference  call  after  MDC's  profits  fell  short 
of  forecasts.  Then,  just  a  few  weeks  later, 
Voikswagen  drove  its  $400  million  account 
through  Crispin's  door,  injecting  more  than 
$40  million  in  new  revenue.  Critics  were 
quelled,  at  least  temporarily. 

So  is  Nadal  smart  or  lucky?  There  are 
many  who  say  neither.  In  fact,  most  of 
Madison  Avenue,  not  to  mention  Wall  Street, 
doesn't  know  what  to  make  of  his  strategy  of 
buying  partial  stakes  in  small  outfits  and 
keeping  them  mostly  autonomous  rather 
than  buying  them  out.  Of  the  32  companies 
MDC  owns  pieces  of,  no  others  have 
achieved  the  fame  of  Crispin. 

Still,  Nadal  defends  his  strategy  as  a  blow 
against  large  ad  agency  holding  companies 


Before  that  move  can  spoil  anything,  Cris 
must  keep  pressing  the  pedal  to  the  metal  at  W 
campaign  for  the  Passat  launches  this  montl 
plays  up,  in  part,  how  the  Passat  is  for  people  \ 
smaller  egos  and  more  zest  for  life  than  buyer 
Acuras  and  BMWs.  Ads  for  the  reincarnated  F 
bit  are  about  to  be  shot,  aimed  at  erasing 
memory  of  engine  fires  in  the  1980s.  A  second 
of  Jetta  ads  scheduled  for  May  will  poke  fuj 
conventional  research  showing,  for  example, 
Jetta  owners  are  more  likely  to  be  scuba  diver 
mountain  climbers  than  owners  of  rival  make 

Bogusky,  who  grew  up  helping  his  father  < 
for  and  fix  British  sports  cars  like  Austin-Hea 
and  Sunbeams,  says  if  there's  one  thing 
owners  don't  like,  if  s  being  pigeonholed, 
wonder  he  and  his  partners  can  relate.  ■ 
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such  as  WPP  Group  PLC  and 
Omnicom  Group  Inc.  These 
giants  tend  to  enrich  a  small 
number  of  executives,  he  says, 
who  cash  out  and  leave  behind 
agencies  that  become  "slaves  to 
quarterly  profit  statements 
instead  of  building  their  own 
cultures."  That's  hardly  music  to 
investors'  ears. 

For  20  years,  says  Jon  Bond, 
co-chairman  of  Kirshenbaum 
Bond  &  Partners,  his  New  York 
agency  spurned  offers  from 
holding  companies.  "Miles  was 
the  first  guy  we  actually  liked," 
says  Bond,  whose  agency's  profit 
has  tripled  on  wins  such  as 
BMW's  digital  marketing 
business  and  Panasonic  since 
selling  60%  to  MDC  in  2004. 

MDC  agencies  give  up  about  half  of  their 
profits  but  get  to  use  MDC  as  a  bank,  lawyer, 
real  estate  manager,  and  human  resources 
and  business  consultant.  Says  Crispin 
Chairman  Chuck  Porter,  60,  who  is  also 
Nadal's  chief  scout:  "We're  interested  in 
firms  that  have  terrific  talent  and  need  a 
partner  to  get  the  business  issues  out  of  the 
way  so  they  can  concentrate  on  the  work." 

So  far,  investors  are  mixed  on  the  model. 
U.S.  analysts  don't  even  cover  MDC,  calling 
it  too  small.  Richard  Shuster,  managing 
director  of  Robeco  Investment  Management 
in  New  York,  which  owns  MDC  shares,  says 


Nadal  is  communicating  more  realistic 
expectations  than  he  used  to.  Shuster  also 
likes  MDC's  declining  debt  as  it  sells  off  its 
secured  documents  business.  First-quarte 
free  cash  flow  was  six  times  its  level  a  year 
ago,  and  revenues  from  agencies  were  up 
33%.  Still,  MDC  is  losing  money,  and  the 
stock  remains  flat. 

Sure,  it's  more  complicated  than  the 
check-printing  business,  Nadal  says,  but 
way  more  exciting.  "It's  a  rush  to  be  able  tc 
say:  'You  know  about  Subservient  Chicken' 
We  did  that.'" 

-By  David  Kh 
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links  listed  below  or  visit  www.technology-reports.com 


cing  to  Keep  Pace:  VolP's  Impact 
Communications  Services 


!  over  IP  (VoIP)  technology  is  the  most 
ant  paradigm  shift  in  the  history  of  modem 
mications  and  is  proving  to  be  disruptive  to 
:umbent  phone  industry  business  models. 
h  VoIP  technology  offers  the  competitive 
ages  of  cost,  features  and  performance  over 
mal  phone  business  models,  regulation  and 
n  issues  threaten  to  limit  the  power  of  VoIP 
logy  in  the  telecom  industry.  Nevertheless, 
5ses  are  expected  to  increase  their  demand 
P  services  to  cut  long-distance  costs. 
y  companies  may  look  at  VoIP  simply  as  a 
replace  old  communications  systems  with 


a  new  and  cheaper  alternative.  This  is  a  major 
misconception.  In  order  to  achieve  true  cost  effi- 
ciencies both  IP  transit  and  IP  termination  are  a 
requirement.  Only  this  instance  would  allow 
communications  providers  to  reduce  cost  of  own- 
ership (overall  capital  investment  and  incremental 
growth)  and  pass  those  savings  on  to  the  con- 
sumer. In  the  enterprise,  VoIP  technology  should 
not  be  viewed  as  a  cheap  replacement  but  as  a 
fundamental  building  block  to  restructure  the  way 
the  corporation  processes  its  work  and  delivers  its 
products  and  services.  The  largest  benefit  of  VoIP 
services  is  that  they  can  evolve  over  time  and  inte- 


grate with  new  technologies  as  they  become  avail- 
able; keeping  pace  with  innovations. 

Strategically,  VoIP  has  created  competitive 
advantages  through  a  fixed  cost  structure,  simpli- 
fication, manageability  and  account  consolida- 
tions. A  value  chain  analysis  of  VoIP  reveals  the 
strategically  relevant  activities  of  telecom  compa- 
nies that  are  likely  to  provide  future  sources  of  dif- 
ferentiation include:  superior  service,  accounting 
operations,  product  and  service  quality,  product 
performance,  marketing  and  technology  develop- 
ment. VoIP  technology  is  radically  changing  the 
competitive  landscape  of  voice  communications 
services  and  it  promises  to  facilitate  the  final  tran- 
sition to  an  environment  of  true  aggregation. 


To  read  the  full  report,  go  to 

www.technology-reports.com/act.asp 


LECONFERENCING 


ACT  is  a  global  conferencing  service  provider  with  delivery  centers  in  the  Americas,  EMEA  and  Asia  Pacific.  Established  in  1990,  ACT  has 
built  an  international  client  base  ranging  from  Fortune  500  companies  to  small  business  enterprises.  ACT  offers  a  comprehensive  suite  of 
services,  including  attended  and  reservationless  audio,  on-demand  video  and  web  conferencing.  We  value  building  long-term  relationships 
with  our  customers;  the  cornerstone  to  good  business.  Golden,  CO  •  720.587.6713  •  www.acttel.com 


3  Next  Drive  Towards  Telecommuting 


iirst  wave  of  telecommuters  discovered  a  route 
ble  hours  and  more  time  with  their  families, 
ice  communication  technology  improved, 
uality-of-life  perks  accompanied  gains  in  their 
tivity  Today  employers  are  not  only  condon- 
commuting,  they're  encouraging  it.  By  2008, 
Tan  50  million  U.S.  employees  are  expected  to 
rom  home  and  about  one-third  of  them  will 
iril-time. 

erencing  is  a  primary  pick-up  to  productivity 
3  survey  by  Wainhouse  Research  shows  that 
'ees  regard  conferencing  as  a  greater  benefit  to 
I  them  get  work  done  than  their  cell  phone. 


The  Wainhouse  survey  also  showed  that  72  percent 
of  employees  are  using  conferencing  more  frequent- 
ly than  one  year  ago.  User-friendly  conferencing 
services  and  virtual  meetings  set  up  on-the-fly  make 
collaboration  with  the  home  office  or  other  remote 
employees  easier,  encouraging  everyone  to  commu- 
nicate more  often. 

Despite  the  bottom  line  benefits  to  telecommuting, 
department  managers  may  still  be  reluctant  to  release 
employees  from  the  corporate  confines.  The  transi- 
tion can  be  eased  if  the  employers  and  employees  set 
clear  expectations  for  job  performance  and  the  IT 
professionals  implement  conferencing  technologies 


that  encourage  collaboration  and  maximize  a  depart- 
ments productivity 

•  Establish  clear  metrics  that  are  measurable  and 
can  be  accurately  tracked 

•  Communicate  important  information  via  e-mail 
and  conferencing  to  remote  and  corporate  office 
employees  to  keep  everyone  up-to-date 

•  Give  employees  their  own  conferencing 
accounts  so  they  can  collaborate  as  needed 

More  than  half  of  all  meetings  today  are  done  via 
conferencing  and  experts  agree  that  number  will 
increase  dramatically  in  the  next  few  years. 
Conferencing  is  no  longer  a  convenience  -  it  is  a  busi- 
ness necessity  The  next  wave  of  telecommuters  and 
their  managers  know  this  because  conferencing  is  help- 
ing them  meet  deadlines  and  work  more  effectively 


To  read  the  full  report,  go  to 

www.technology-reports.com/intercall.asp 


InterCall,  a  subsidiary  of  West  Corporation,  is  the  largest  provider  of  audio,  event,  web  and  video  conferencing  services  in  the  world. 
Founded  in  1991,  InterCall  is  recognized  as  a  market  leader  in  teleconferencing,  and  is  also  the  winner  of  Frost  &  Sullivan's  2005  "Audio 
T   E   R  C  A  L  L'    Conferencing  Service  of  the  Year".  Along  with  a  team  of  over  500  Meeting  Consultants,  InterCall  employs  more  than  1500  operators 
and  customer  service  representatives  in  Operations  centers  around  the  globe.  For  more  information,  please  visit  www.intercall.com. 
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Preference-Driven  Customer 
Communication:  The  Emerging  Standard 


When  you  call  your  customers,  are  you  interrupt- 
ing their  dinner  with  an  unwanted  call,  or  are  they 
willing  to  listen  because  it's  a  valuable  service  they 
requested?  Companies  embracing  communication 
preferences  defined  by  their  customers  are  finding 
themselves  not  only  welcomed,  but  also  generating 
increased  revenue,  higher  customer  satisfaction  and 
long-term  brand  loyalty. 

A  new  trend  in  customer  reach  is  emerging  in 
which  the  customer  is  in  the  drivers  seat  of  how  and 
when  you  communicate  with  them.  The  challenge 
is  that  each  customer  wants  to  receive  communica- 
tions like  prescnption  refill  reminders  and  banking 


alerts  in  a  different  way  -  some  via  home  phone, 
others  via  work  email  and  others  via  mobile  phone. 
The  savvy  consumer  is  more  interested  in  control- 
ling which  communications  they  receive  and  how 
they  receive  them. 

Allowing  customers  to  opt-in  to  receive  communi- 
cations based  on  user  preferences  isn't  a  new  concept. 
Industry-leader  United  Airlines  has  been  creating  per- 
sonalized, one-on-one  conversations  with  its  cus- 
tomers for  more  than  four  years.  United's 
Easyupdate5"  Program  allows  frequent  flyers  to  regis- 
ter at  www.united.com/easyupdate,  establish  multiple 
contact  points  and  assign  these  contact  points  to  dif- 


ferent triggering  events.  For  instance,  users  can  < 
preferences  for  flight  status  notifications  to  be  sJ 
their  mobile  phone,  upgrade  confirmations  to 
assistant's  email  and  arrival  notifications  to 
spouse's  mobile  phone.  For  United's  busy  tnv 
this  service  has  proved  invaluable. 

So  why  preference-based  communicai 
Research  has  shown  the  segment  of  customer: 
to  opt-in  to  receive  personalized,  meaningful 
munications  spend  9-11%  more  than  any  othf 
ment.  Almost  of  equal  importance  are  the  r 
tions  of  Do  Not  Call  legislation  that  inhibit  yoi 
reaching  out  to  potential  customers.  With  j 
ence-driven  communication,  your  custome 
asking  you  to  contact  them  -  and  you  have  a  j 
opportunity  to  cross-sell  and  up-sell  your  sen 


V   To  read  the  full  report,  go  to 

■"    www.technology-reports.com/centerpost.a4ll 


Through  Preference  Management  Center,  CenterPost  Communications  is  transforming  the  way  companies  communicate  with  theri 
f~^P'ntpT*Pr>ct    tomers.  As  the  leader  in  using  automation  to  create  personalized  conversations  for  customer  acquisition,  care,  growth  and  ret€( 


in  mi  (i  n  1 


programs,  CenterPost  creates,  processes  and  delivers  millions  of  interactions  each  month  to  voice,  email,  fax  and  wireless  text 
nels  based  on  customer  preferences  to  numerous  leading  Fortune  500  clients.  Chicago,  IL  •  312.224.9300  •  www.centerpost.cooi  | 


Improve  Productivity  and  Reduce  Expenses 
By  Integrating  Mobile  and  Office  Phones 


Today's  knowledge  workers  rely  heavily  on  voice 
communication  to  conduct  complex  negotiations, 
maintain  relationships,  and  close  business.  A  recent 
McKinsey  &  Company  report  highlights  the  impor- 
tance of  phone  calls  vs.  email  for  vital  business  inter- 
actions, emphasizing  that  as  employees  spend  more 
time  on  the  road,  solutions  that  increase  productiv- 
ity of  voice  communication  for  mobile  workers  can 
provide  significant  competitive  advantages. 

Intelligendy  managing  business  calls  for  mobile 
employees  can  result  in  significant  savings  as  well. 
When  employees  distribute  a  mobile  phone  number, 
it  often  becomes  the  preferred  phone  for  all  calls. 


Research  by  the  Economist  Intelligence  Unit  shows 
that  80%  of  all  workers  rely  on  their  mobile  phone 
for  some  business  calls  even  while  sitting  at  their 
desk.  The  same  research  shows  that  54%  of  work- 
ers spend  up  to  10  minutes  a  day  checking  voicemail 
on  a  mobile  phone.  In  a  100-employee  enterprise, 
ten  minutes  a  day  results  in  4,000  hours  a  year  of 
expensive  cell  phone  time  spent  checking  voicemail! 
The  result?  The  use  of  personal  mobile  phones 
for  business  calls  has  dramatically  increased  cor- 
porate spending  on  cell  phone  bills,  with  up  to 
50%  of  a  typical  telecom  budget  allocated  to 
mobile  charges. 


Recently  introduced  solutions  can  impro 
ductivity  as  well  as  reduce  mobile  expenses, 
solutions  integrate  into  the  enterprise  tele  1 . 
infrastructure  to  enable  mobile  workers  to  1 1| 
calls  made  to  a  desk  phone,  cause  both  J- 
phone  and  a  mobile  phone  to  simultaneous 
when  a  call  is  received,  provide  a  visual  inte 
corporate  voicemail  directly  on  a  mobile 
display,  enable  access  to  corporate  director 
call  logs  through  a  mobile  phone,  and  even 
calls  from  the  desk  phone  by  "remote  c 
With  such  solutions,  the  enterprise  gains 
petitive  advantage  with  enhanced  client  re 
increased  productivity,  and  real-time  access 
ical  voice  communications. 
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To  read  the  full  report,  go  to 

www.technology-reports.com/traverse.asp 


Traverse  Networks  develops  innovative  communications  and  productivity  solutions  for  the  enterprise.   Using  Traverse  N< 

TRAVE  RSE    CaliConnect  with  Visual  Voicemail  employees  can  use  their  mobile  phone,  BlackBerry,  Treo,  or  the  web  to  manage  busine: 

networks    Receive  office  calls  on  any  phone  (e.g.  mobile  phone,  hotel  room,  etc.),  simultaneously  ring  the  desk  phone  and  mobile  phom 

calls  from  the  desk  phone  when  on  the  road,  and  view  voicemail  in  an  email-like  inbox.  510-824-3062  •  www.traversenetwort 
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II  Traffic  Analysis  Crucial  to 
ccessful  VoIP  Implementations 


is  fundamentally  changing  the  way  organiza- 
)mmunicate.  As  more  organizations  consider 
rig  to  VoIP,  IT  departments  will  come  under 
:d  pressure  to  determine  whether  VoIP  offers 
i  of  a  competitive  edge  to  establish  a  sound 
b  case,  and  if  so,  how  best  to  achieve  a  suc- 
and  problem-free  implementation, 
rmining  whether  a  business  case  exists  for  full 
ial  migration  to  VoIP  requires  a  thorough 
tanding  of  an  organizations  call  traffic  pat- 
relecom  managers  have  learned  the  hard  way 
:cking  network  and  telecom  usage  patterns  is 
d  step  in  the  process. 


An  in-depth  traffic  analysis  can  reveal  areas 
where  VoIP  implementation  may  not  be  warranted 
—  an  important  factor  in  developing  a  business 
case  analysis.  For  example,  a  traffic  study  will  pin- 
point areas  of  the  organization  that  have  so  little 
traffic  that  the  cost  of  migrating  them  to  VoIP  out- 
weigh the  potential  benefits. 

It  is  also  important  to  understand  that  traffic  that  is 
moved  to  VoIP  will  place  new  and  heavy  demands 
on  the  network. 

Voice  is  real-time  data,  and  it  needs  an  uninter- 
rupted channel  that  must  be  prioritized  so  calls  are 
not  dropped  or  interrupted.  According  to  Enterprise 


Networks  and  Servers  magazine,  voice  communica- 
tions require  an  uptime  reliability  of  99.999  percent, 
considerably  higher  than  the  usual  uptime  require- 
ment for  data.  There  must  be  enough  bandwidth  to 
provide  extremely  high  quality  of  service  (QoS) 
while  not  interfering  with  other  applications  running 
on  the  network.  In  the  voice  world  especially,  QoS 
is  of  paramount  importance. 

This  is  where  up-front  planning  and  traffic  analy- 
sis is  essential.  By  analyzing  call  traffic  with  third- 
party  telemanagement  software  products,  IT  can  eas- 
ily determine  bandwidth  and  other  technical 
requirements  before  call  traffic  is  moved  to  VoIP  and 
placed  on  the  network.  Upgrading  to  VoIP  without 
proper  planning  and  evaluation  is  risky  business. 


To  read  the  full  report,  go  to 
www.technoiogy-reports.com/sai.asp 


For  25  years,  SAI's  Sierra  Gold™  Virtual  Telemanagement  System  has  been  a  premier  call  accounting  application  for  Fortune  1000  companies.  SAI 
offers  both  on-site  and  service  solutions  along  with  a  number  of  optional  services  to  help  companies  reduce  telecom  expenses,  optimize  telecom 
networks,  improve  employee  productivity  and  improve  the  management  of  equipment,  services  and  vendors.  SAI  employs  the  latest  technolo- 
to  deliver  the  greatest  benefits  possible  from  leading  edge  technology.  Website:  www.sierragold.com,  Contact  Celeste  Hill  at  800-775-0025,  celeste@sierragold.com. 
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duce  Your  Telecom  Costs,  or,  say 
oodbye!"  to  "Stare  and  Compare" 


l  month  you  gather  your  company's  tele- 
nvoices,  add  them  up,  and  hold  your 
while  comparing  them  against  last 
,'s  invoices.  You  "Stare  and  Compare", 
I  nothing  much  has  changed. 
rour  relief,  your  find  that  your  invoices 
cimately  equal  last  month's.  Your  telecom 
>es  are  under  control... or  are  they?  Are 
rtain  that...? 

re  being  accurately  billed  for  each  circuit 
iage? 

re  only  being  billed  for  services  you  actu- 
ive  rather  than  paying  for  services  long- 


since  disconnected? 

•  Your  rates  are  competitive? 

According  to  Aberdeen,  "up  to  20%  of  all  tele- 
com bills  are  inaccurate,  with  the  errors  most 
often  benefiting  the  telecom  carrier".  Gartner 
goes  further,  saying  "at  least  80%  of  those  errors 
are  in  the  carriers  favor".  Don't  you  deserve 
more  than  "Stare  and  Compare"? 

The  right  Telecom  Expense  Management  serv- 
ice provider  can  help  you  realize  tremendous 
telecom  cost  reductions  through  a  set  of  man- 
aged telecom  solutions: 


•  Invoice  Processing 

•  Historical  Auditing 

-  Cost  Allocation 

-  Uncover  Historical  Billing  errors 

-  Dispute  Management 

-  Dispute  Management  & 

-  G/L  Integration 

Resolution 

•  Inventory  Management 

-  Billing  error  avoidance 

-  Inventory  Reconciliation 

•  Cost  Optimization 

-  Single  database  with  all  contract 

-  Pricing  Assessment: 

data 

Benchmarking  for  the  best  rates 

-  Costs  mapped  to  cost  centers 

available 

■  Cost  Reporting  and  Expense 

-  Inventory  Assessment;  Identify 

Visibility 

and  eliminate  stranded  assets  and 

•  Procurement  Services 

unused  services 

-  Manage  Moves/Adds/Changes 

•  Technology  Assessments:  Deploy 

-  Procure  new  services  at  the  best 

the  best  technology  solutions  that 

prices 

meet  your  needs 

Find  your  Telecom  Expense  Management 
partner  today,  one  committed  to  providing  these 
key  cost  reduction  services  that  can  help  you 
dramatically  lower  your  telecom  costs,  ease  your 
telecom  procurement,  and  give  you  control  over 
all  your  telecom  services. 


To  read  the  full  report,  go  to 

www.technology-reports.com/pinpoint.asp 


,        o 
PinPoint 

MANAGEMENT 


PinPoint   Management   is   the   national   leader   in   Telecommunications   Expense   Management   and   Outsourced 
Telecommunications  Services  with  offices  in  San  Francisco,  San  Ramon,  Los  Angeles,  and  Denver. 
925-415-1550  •  info@pinpointmanagement.com  •  www.pinpointmanagement.com 
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Into  the  Wild 
Blog  Yonder 

The  once-secretive  Boeing  opens  itself  up 
—to  employees,  customers,  and  the  public 


BY  STANLEY  HOLMES 

EFENSE  CONTRACTORS 
and  aerospace  companies 
aren't  known  for  their 
openness.  After  all,  this  is 
an  industry  built  on  secu- 
rity clearances  and  classi- 
fied government  projects. 
But  today  Boeing  Co.  is  embracing  a  kind 
of  management  glasnost  l  tiat  would  have 
been  unthinkable  a  few  years  ago. 

The  evidence?  Boeing's  use  of  blogs. 
The     Chicago     aerospace     giant— no 
stranger  to  recent  and  well-public 
ethical  and  political  scandals— is  ami; 
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small  but  growing  group  of  large  non- 
tech  companies  such  as  Walt  Disney, 
Genera]  Motors,  and  McDonald's  that  are 
embracing  the  power  of  blogging.  That 
means  Boeing  has  learned  to  cede  some 
control  and  expose  itself  to  stinging  criti- 
cism in  exchange  for  a  potentially  more 
constructive  dialogue  with  the  public, 
customers,  and  employees. 
"Companies  are  nervous  about 
creating  external  blogs  because 
they  fear  the  negative  com- 
ments,"  says  Charlene  Li,  an 
analyst  at  Forrester  Research 
Inc.  "But  negative  comments 


ALBAUGH  "I  had  no  do  exist.  A  corn- 
idea  how  it  would  pany  is  better  off 
turnout,  but  I'm  knowing  about 
sold  on  it"  them  " 

Boeing's  early 
results  suggest  that  the  rewards  outweigh 
the  risks.  The  company's  two  public 
blogs  give  Boeing  a  direct  link  to  the  pub- 
lic, something  the  91-year-old  company 
has  never  had  before.  And  executives  are 
starting  to  use  internal  blogs  to  get  con- 
versations going  and  allow  employees  tc 
raise  issues  anonymously.  "I've  alway 
been  a  big  believer  in  open  and  honest  di 
alogue  that  gets  the  issues  on  the  table,' 
says  James  F.  Albaugh,  the  chief  executivJ 
of  Boeing  Integrated  Defense  System 
(IDS).  He  championed  using  blogs  at  thi 
defense  unit's  meeting  of  1,000  executive 
in  February.  "I  was  a  little  concerned  am 
I  had  no  idea  how  it  would  turn  out,  bu, 
I'm  sold  on  it." 


HEAVY  FLAK 

BOEING'S  ENTRY  INTO  the  blogosphei 
got  off  to  a  rocky  start.  Eighteen  monti 
ago,  Randy  Baseler,  vice-president  fc 
marketing  at  Boeing  Commercial  Aii 
planes,  started  a  Web  log  to  talk  about  tlJ 
company's  view  of  the  commercial  ai 
plane  world.  Almost  immediately,  he  wj 
blasted  by  the  blogerati  for  not  allowir— 
comments,  considered  to  be  a  key  cor-:* 
ponent  of  blogging.  And  he  was  dingt 
for  the  perception  that  his  posts  ga 
more  of  a  marketing  spin  than  an  insiii 
perspective.  In  one  e-mail,  an  outsii 
reader  wrote:  "Take  down  your  blog.  Y» 
embarrass  us,  everyone  who  reads  it,  an 
you  make  the  world  a  dumber  place." 
Instead  of  backing  down,  Baseler  i 
sponded.  As  the  blog  evolved,  he  fou 
his  voice.  He  began  to  offer  insights  ir 
the  industry  that  would  be  hard  to  &\ 
elsewhere,  such  as  a  post  about  emergi 
airplane  markets  in  Latin  America,  call 
"Latin  Rhythm."  His  explanation  of  1 
differences  between  Boeing's  and  Airb 
strategy,  particularly  an  ongoing  cont 
versy  abqut  how  they  handle  seat  wid 
has  been  light  on  emotion  and  heavy 
facts.  The  site  drew  30,000  visitors 
April,  a  new  high  for  a  blog  that  star 
with  low  expectations. 

Boeing  took  a  different  tack  wher 
launched  Flight  Test  Journal  in  May,  2C  i 
For  seven  months,  engineers,  manag 
and  test  pilots  gave  the  publ 
rare  look  at  the  process  the 
maker  and  federal  regula 
went  through  to  certify  Boeii 
newest  777  airliner,  called 
Worldliner.  Tens  of  thousand 
people  visited  the  blog  c- 
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DYNAMIC 


There  are  infinite  dynamics  in  business.  Master  them  all. 
With  Microsoft  Dynamics." 

Presenting  Microsoft  Dynamics:  a  line  of  people-ready  business  management 
solutions  for  supply  chain  management,  financial  management,  and  CRM.  It's 
easy  to  learn  and  easy  to  use.  Because  it  looks  and  feels  like  the  Microsoft' 
software  your  people  use  every  day.  Visit  microsoft.com/microsoftdynamics 
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month  to  watch  videos  of  the  new  jet  air- 
borne and  learn  about  how  test  pilots 
prepare  for  flights.  Says  Forrester's  Li: 
"They  were  very  open  to  explaining  how 
you  test  fly  the  jet.  It  gave  me,  as  a  pas- 
senger, better  assurance  that  it  was  going 
to  be  a  good  airplane." 

Boeing's  latest  experiments  have  fo- 
cused inward.  In  February,  Boeing's 
senior  IDS  leaders  set  up  blog  kiosks  at 
the  annual  strategy  meeting  in  Los  An- 
geles for  the  company's  top  1,000  de- 
fense executives.  During  a  series  of 
briefings,  managers  went  over  new 
company  policies  and  the  division's  top 
strategic  and  business  priorities  for  the 
year.  While  Albaugh  and  his  team  dis- 
cussed hot  topics  such  as  ethical  com- 

Inside  Boeing's 
Blogs 

The  aviation  giant  is  one  of 
the  most  resourceful  old-line 
companies  using  blogs 

RANDY'S  JOURNAL  Run  by  Randy 
Baseler,  a  marketing  vice-president,  this 
public  blog  gives  Boeing's  view  on  product 
and  marketing  strategies.  Unlike  some 
corporate  blogs,  comments  are  welcome. 

FLIGHT  TEST  JOURNAL  This  popular 
blog  offers  an  inside  look  at  the  testing  of 
Boeing's  new  777.  Written  by  engineers  and 
pilots  involved  in  certifying  the  new  jet. 

INTEGRATED  DEFENSE  SYSTEMS 

At  two  recent  large  gatherings  of  Boeing's 
defense  division,  CEO  James  Albaugh  set 
up  blogs  to  engage  executives  on  topics 
ranging  from  corporate  strategy  to  ethics. 


pliance  rules  and  a  new  management 
compensation  plan,  executives  re- 
sponded at  the  kiosks  located  outside 
the  conference  room.  "As  each  exec 
talked,  they  would  talk  about  comments 
from  the  blog,"  says  DL  Byron,  a  blog- 
ging  consultant  to  Boeing. 

In  the  end,  the  blog  helped  air  ques- 
tions about  the  unit's  strategy  and 
made  sure  everyone  understood  the 
human  resources  and  diversity  policies. 
It  also  let  Albaugh  understand  what  his 
top  people  knew  or  didn't  know.  For  in- 
stance, he  asked  how  many  executives 
were  actively  using  the  division's  Vi- 
sion Support  Plan  software  that  helps 
managers  track  how  their  units  are  do- 
ing. About  30%  said  they  weren't. 
Thanks  to  the  blog,  Albaugh  can  now 
try  to  create  converts.  ■ 
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Get  'Em  While 
They're  Young 

Forget  college.  Business  is  starting  its 
talent  hunt  one  step  earlier:  high  school 


BY  NANETTE  BYRNES 

ON  THE  FOURTH  FLOOR 
of  Norman  Thomas 
High  School  in  mid- 
town  Manhattan,  past 
the  metal  detector  at 
the  front  door,  up  the 
elevator  that  can  be  run 
only  by  key,  through  a  hallway  of  banter- 
ing teenagers  in  ripped  jeans  and  T- 
shirts,  sit  seven  professionals  from  ac- 
counting firm  Deloitte  &  Touche  LLP  in 
blue  and  gray  suits. 

The  troupe  from  Deloitte  spends  Fri- 
day mornings  from  7:25  to  9:25  working 
as  mentors  in  a  program  called  Virtual 
Enterprise.  For  the  45  schools  in  the 
program,  the  idea  is  to  invite  local  busi- 
nesspeople  to  help  students  set  up  and 
run  virtual  businesses,  thereby  teaching 
them  the  work  ethic  and  skills  of  the 
working  world. 

But  for  Deloitte,  there's  much  more  to 
the  effort  than  good  corporate  citizen- 
ship. Norman  Thomas  has  become  a 
valuable  pipeline  to  an  important  pool  of 
talent:  smart,  motivated  teenagers. 
Along  with  nursing  and  engineering,  au- 
diting is  one  of  the  hot  spots  in  the  econ- 
omy where  demand  heavily  outstrips 
supply.  According  to  the  Labor  Dept,  ac- 
counting is  one  of  the  fastest-growing 
fields,  expected  to  add  49,000  new  jobs  a 
year  through  2014.  So  along  with  signing 


bonuses  for  college  grads  and  hefty  r? 
es  for  current  staff,  Deloitte's  managi 
are  starting  their  hunt  for  talent  one  s 
earlier  than  they  used  to:  in  high  scho 
Deloitte  is  far  from  the  only  ouJ 
that's  busy  reaching  out  to  teens.  In  Nl 
York,  79  other  companies  take  paitj 
Virtual  Enterprise.  In  Philadelphia, 
fense  giant  Lockheed  Martin  Corp 
set  up  an  apprenticeship  program 
high     school     students.     And 
Delaware  to  Texas  to  California,  ho: 
tals  are  trying  to  ease  shortages  in  nir 
ing  and  other  vital  fields  by  settings 
partnerships  with  local  high  schools  i 
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TOUGH  MARKET 

DON'T  MISTAKE  THIS  for  altruism, 
employers  with  the  greatest  needs  | 
are  putting  in  the  biggest  effort 
never  seen  a  tougher  market  for  tale 
says  William  C.  Freda,  a  32-year  vefct 
of  Deloitte  and  its  Northeast  regi; 
managing  partner.  Freda  happily 
ports  the  firm's  61  volunteers  in 
York  City,  even  though  he  calculates 
their  time  spent  on  the  program  eqtjt 
to  more  than  $1  million  over  the 
four  years.  "This  is  a  wonderful  t;  , 
pool,"  he  says.  "And  this  is  a  busk 
imperative  for  us." 

One  example  of  the  return  on 
loitte's  investment  is  sitting  a  few  f 
below  Freda's  downtown  office,  pec ,  ^ 


Fresh 
Blood 

In  a  tough  market, 
more  employers  are 
wooing  teens 


LOCKHEED  MARTIN  Already 
hires  5%  of  all  U.S. 
engineering  grads.  Started 
on-site,  paid  apprenticeships 
for  high  school  students  in 
Philadelphia  in  2002.  Now  29 
alums  are  full-time  and  the 
program  is  spreading  to 
Arizona  and  Washington. 
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AGILENT  TECHNOU  ( 

Offers  paid  summer 
internships  to  eight 
competing  in  the  Inl 

International  Scienc 
Engineering  Fair.  Pa 
have  worked  in  Agili 
Silicon  Valley,  Chine 
Germany,  and  India 
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on  his  Treo  and  wearing  a  pinstripe 
nd  a  deep  red  tie.  Rayon  Piper,  22, 
ncountered  Deloitte  when  he  was  a 
:  at  Norman  Thomas.  The  son  of  Ja- 
in immigrants,  he  arrived  in  the  U.S. 
age  of  11.  By  junior  high  he  was  al- 
interested  in  business,  but  working 
Deloitte  mentors  helped  him  mold 
riosity  into  an  accounting  career. 
ier  started  at  Deloitte  as  a  high 
1  summer  intern  and  stayed  on 

he  entered  college,  working  20 

a  week.  He's  doing  that  while  tak- 
full  course  load  of  15  credits  a  se- 
I  at  Pace  University,  where  he's  pur- 

a  bachelor's  degree  in  accounting 
in  MBA  in  a  special  five-year  pro- 

"  Everyone  said  accounting  is  so 
g.  But  me,  personally,  I  didn't  find  it 
W  he  says. 
rting  in  his  junior  year  of  college, 


8.  TOUCHE  Has  put 

$1  million  in  staff 
lentoring  programs 
( City  high  schools, 
a  dozen  of  those 
ave  moved  into 
chool  internships 
and  many  have 
nto  college. 


TENET  HEALTHCARE  In  a 

competitive  market  for 
health-care  workers,  its 
Lake  Pointe  Medical  Center 
in  Rowlett,  Tex.,  runs  a 
program  in  four  local  high 
schools  to  train  EMTs,  nurses' 
aides,  and  surgical 
technicians. 


Piper  began  working  on 
client  accounts,  recently  fin- 
ishing some  work  on  the  au- 
dit of  financial  giant  Lazard 
Ltd.  "I've  been  here  so  long 
people  trust  me,"  he  says. 
If  s  easy  to  see  why.  Piper's 
big  smile  and  enthusiasm 
pair  with  a  direct,  self- 
assured  manner.  His  long- 
term  goal:  to  be  a  Deloitte 
partner  in  10  years  or  so. 

Beyond  hard  work  and 
energy,  high  school  kids  can  inject  cre- 
ative thinking  into  an  enterprise.  Terry 
Lincoln,  community  relations  manager  at 
Agilent  Technologies  Inc.,  has  spent  part 
of  the  past  four  springs  looking  over  con- 
testants at  the  Intel  International  Science 
&  Engineering  Fair,  where  high  school 
students  compete  for  prizes  including  a 
$50,000  college  scholar- 
ship. With  students  from 
40  countries  and  20%  of 
fair  submissions  awaiting 
patents,  if  s  a  group  that 
Lincoln  calls  "our  future 
workforce." 

Of  course,  working 
with  high  schoolers  has 
unique  wrinkles  that  oth- 
er recruiting  efforts  don't 


Apprentice 
programs 
area 

pipeline  into 
the  future 
workforce 


PIPER  Began  as  an  face.    Lincoln,   for 

intern  at  Deloitte  example,  must  limit 

and  hopes  to  be  a  internship     candi- 

partner^ome  day  dates  t0  ±ose  who 

can  live   at  home 
and  commute  to  an  Agilent  facility. 

Companies  that  directly  partner  with 
schools  have  to  wrestle  with  added  hur- 
dles. Tenet  Healthcare  Corp.'s  facility  in 
Rowlett,  Tex.,  must  meet  state  education 
department  rules  about  clinical  instruc- 
tion for  a  program  they  run  helping  high 
schoolers  learn  to  be  emergency  medical 
technicians,  nurse  assistants,  and  surgi- 
cal technicians. 

The  12-year-old  program  works  with 
four  local  schools.  Most  of  the  students 
go  on  to  higher  levels  of  education,  but 
the  hospital  hires  three  to  five  students 
per  year,  and  executives  say  the  program 
helps  them  recruit  good  people  for  ca- 
reers after  school.  It  also  lets  them  avoid 
some  of  the  more  desperate  measures 
that  nearby  hospitals  have  had  to  resort 
to,  like  paying  signing  bonuses  to  attract 
scarce  nursing  talent.  "It's  helped  widen 
the  pool  we  pull  from,"  says  Eric  Evans, 
Tenet  Healthcare's  director  of  business 
development.  "And  it  has  given  us  a  bit 
of  an  inside  track  because  they've  been 
exposed  to  our  facility." 

Getting  involved  with 
students  early  means  com- 
panies can  help  tailor  their 
educational  offerings  to 
their  own  needs.  Lockheed 
Martin  spent  more  than  a 
year,  from  2001  to  2002,  de- 
signing the  apprenticeship  it 
launched  in  Philadelphia. 
The  company  not  only  offers 
student  internships  at  $7  to 
$14  an  hour  but  has  donated 
equipment  to  high  schools 
and  coordinated  a  curricu- 
lum with  them.  Those  courses  focus  heav- 
ily on  Lockheed's  specific  technical  re- 
quirements, but  also  include  softer  skills, 
such  as  etiquette  for  business  lunches  and 
choosing  appropriate  work  attire. 

Brandy  Carrero  started  in  the  program 
as  a  high  school  junior  in  2003  and  is  still 
working  for  Lockheed  while  studying  for 
an  associate  degree.  At  the  defense  con- 
tractor she  maintains  a  computerized  en- 
cyclopedia of  design  and  engineering  ar- 
tifacts, a  task  her  boss  and  mentor  Laura 
Huber  say  it  takes  a  year  to  train  a  college 
grad  to  do.  Carrero,  who's  21,  is  one  of  29 
former  high  school  interns  who  have 
launched  careers  at  Lockheed.  At  first,  "I 
was  scared,"  she  says,  "but  I  was  deter- 
mined to  learn.  I  feel  like  I'm  10  steps 
ahead  of  other  people."  ■ 
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Who  Cares 
What 
Time  It  Is? 

Sporting  some  of  the  world's  finest  timepieces  is  a 
surefire  way  to  get  noticed.  BY  BRUCE  nussbaum 


I  LIKE  WATCHES.  A  LOT.  Plenty  of  men  out  there  think  it's  cool 
to  go  bare-armed  and  get  the  time  from  their  cell  phones.  Not 
me.  Watches  are  wearable  art.  They're  fun.  They're  powerful. 
I  normally  wear  an  M  &  Co.  classic.  Occasionally,  I'll  put  on 
my  Yves  Behar-designed  MINImotion  watch  (it  is  supposed 
to  go  with  the  MINI  car  lifestyle),  which  is  outstanding.  But 
I've  never  worn  really,  really  expensive,  fancy,  and  bold 
watches.  Until  now.  In  April,  I  had  on  my  left  hand  a  succession  of 
watches  worth  a  total  of  nearly  $55,000.  Now,  that  is  some  weight. 
I  wore  a  steel  Audemars  Piguet  Royal  Oak  self-winder  (my  Tony  So- 
prano watch)  that  goes  for  $11,000. 1  had  an  18-karat  Vacheron  Con- 


stant^ Make  Tonneau  Dual  Time  (my 
Great  Gatsby)  that  sells  for  $23,200.  And 
I  wore  a  Franck  Muller  Crazy  Hours  (my 
Sultan  of  Brunei)  that  costs  $20,600. 

These  three  watchmakers  were  among 
the  top  contenders  in  the  Luxury  Insti- 
tute's Ultra-Luxury  Watches  Survey. 
Franck  Muller  earned  top  honors  as  the 
most  prestigious  brand  in  the  recent  sur- 
vey of  400  millionaires.  Vacheron  Con- 


BusinessWeek  online 


To  view  a  slide 
show  of  ultra-luxurious  watches, 
go  to  businessweek.com/exiras 

BusinessWeek  Weekend  To  see  more  on  th 
watches,  tune  in  to  BusinessWeek 
Weekend.  Check  your  local  listings 
or  go  to  businessweekweekend.com 
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stantin  and  Audemars  Piguet  tied  for 
third  place.  (Patek  Philippe  placed  sec- 
ond, but  the  company  wouldn't  let  us  test 
drive  a  model.  Neither  would  Breguet, 
which  also  tied  for  third.) 

I  had  each  watch  for  a  week  and  wore 
them  around  town  in  Manhattan  and  in 
the  Hamptons.  It  would  have  been  great 
to  have  shown  them  off  in  Buenos  Aires, 
Beijing,  and  Barcelona,  but  I  couldn't  get 
the  T&E  for  it. 

My  basic  technique  to  see  how  people 
reacted  to  the  watches  was  to  use  my  left 
hand  to  order  drinks,  hail  cabs,  and  wave 
at  people.  I'm  a  righty,  so  this  took  some 
effort.  I  also  took  to  holding  my  wife's 
hand  with  my  watch-adorned  left  hand  to 
impress  her.  It  worked  only  once. 


The  Audemars  Piguet  was  the  first 
these  watches  I  put  on.  The  immedisl, 
sensation  was  one  of  weight.  It  has  su<j 
stance.  And  it  feels  good.  I've  never  woj 
a  bracelet  watch  before,  one  that  you  ho 
up,  but  I  liked  it.  Real  customers  ha 
their  new  watches  adjusted  at  the  store 
fit  their  wrists.  Mine  was  a  little  loose,  t 
I  didn't  care.  It  was  out  there,  brat 
strong,  in  your  face.  It  looked  bolted  on 
my  wrist  and  said:  "I  made  it  the  hi 
way,  so  don't  mess  with  me." 

I  wore  it  in  what  were  once  two  of  l 
toughest  neighborhoods  in  New  Yorl' 
Hell's  Kitchen  and  Little  Italy.  Not  mi 
reaction  in  Hell's  Kitchen.  It  has  beco 
way  too  gentrified.  But  there  are  still  a< 
of  tough  guys  who  come  from  the  a 
urbs  to  the  restaurants  of  the  old  neifi 
borhood,  and  my  gleaming  Audem 
Piguet  caught  a  lot  of  attention  ther 
had  a  cannoli  at  a  pastry  shop  near  M 
berry  Street,  with  my  sleeves  rolled  uj 
lot  of  eyes  turned.  I  got  a  couple 
"lemme  see  that."  Hey,  you  know  1 
thing?  Yeah,  that  thing  is  impressive. 

Next  up  was  the  beauty,  the  g 
Vacheron  Constantin  Make  Tonm 
Dual  Time.  This  was  pure  elegai 
brown  alligator  strap,  white  guillc 
dial,  and  incredible  design.  I  put  on  b 
clothes,  strapped  on  this  baby,  and  h<i 
ed  to  the  Spice  Market  restaurant  in 
fiber-fashionable  Meatpacking  Dist- 
There,  I  tested  it  out  amid  New  York's 
media/model/hedge  fund  mogul  cr 
of  thirtysomethings.  It  was  a  huge  hi 
seriously  big  deal.  Men  came  over  tc 
they  really  liked  it.  Women  loved  it  i| 
men  and  on  themselves.  There  was 
of  fondling  of  this  watch  among 
women.  People  asked  to  try  it  on.  I  all 
didn't  get  it  back  twice.  The  Vach 
Constantin  did  it  for  my  wife,  too.  I 


AUDEMARS 
PIGUET 

The  Royal  Oak 
self-winder  is 
made  of  steel 
and  costs 
$11,000 


me  that  look  that  men  are  always  looking 
for  in  the  faces  of  the  women  they  want  to 
impress.  That's  worth  $23,200,  isn't  it? 

I  wore  the  Franck  Muller  Crazy  Hours 
to  the  Broadway  play  Three  Days  of  Rain, 
starring  Julia  Roberts.  They  were  a  per- 
fect match.  The  watch  is  magnificent  to 
look  at  but  doesn't  work  the  conventional 
way.  She  was  the  same. 


lot- 
plac 
nan 

nan 


ECCENTRIC  FACE 

THE  FRANCK  MULLER  skips  around  a 
lot— the  hour  markers  are  whimsically 
placed  in  an  eccentric  order  (hence  the 
ame,  Crazy  Hours).  At  8  o'clock,  the  hour 
d  points  to  what  would  be  12  o'clock  on 
a  conventional  watch.  As  the  hour  turns,  it 
jumps  five  places  to  get  to  9  o'clock,  the  po- 
sition we  traditionally  think  of  as  5  o'clock. 
The  minute  hand,  however,  moves  the  way 
a  minute  hand  should.  It  takes  getting  used 
to.  I  had  to  wear  two  watches  all  week. 

Not  that  fans  mind.  In  fact,  I'm  con- 
vinced there  is  a  cult  of  Franck  Muller  out 
there.  The  Julia  Roberts  play  was 
mobbed,  with  standing  room  only,  but 
when  I  pushed  myself  to  the 
front  of  the  counter  for  a  coffee 
(hey,  if  s  New  York)  and  waved 
with  my  left  hand  to  get  some  at- 
tention, people  flocked  to  the 
watch.  "Is  that  a  real  Franck 
Muller?"  "How  much  is  it?" 
"They're  gorgeous,  aren't  they?" 
They  are.  So  is  Julia.  So  maybe  she 
doesn't  work  all  that  well  onstage  yet.  In 
her  movies,  the  camera  is  almost  always 
on  her  face.  She  acts  with  her  face.  On  the 
stage,  you  have  to  act  with  movement, 
and  Julia  doesn't.  Yet  her  fans  don't  seem 
to  mind.  They  were  there  to  cheer  her. 
The  Franck  Muller  watch  is  all  about  face 
as  well,  not  movement.  And  fans  don't 
care,  either.  They  love  it.  ■ 
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Fitness 


When  Triathlons 
Just  Aren't  Enough 

Adventure  racing  offers  a  grueling  challenge  to  those 
who  want  to  plot  their  own  course.  BY  TODDI GUTNER 


SHORTLY  AFTER  HOPPING 
on  my  mountain  bike,  I  felt  a 
pull  from  behind.  My  partner, 
Scott  Powell,  had  grabbed  on 
to  my  pack  to  help  him  in- 
crease his  speed  as  he  ran 
alongside  me.  A  few  mo- 
ments later,  Scott  returned  the  favor.  His 
pushing  got  me  and  my  bike  up  some 
steep  slopes.  At  that  point,  just  minutes 
from  the  starting  line,  I  understood  how 
teamwork  was  going  to  get  us  through 
my  first  adventure  race. 

Tired  of  the  same  old  road  races  or 
triathlons?  I  was,  and  that' s  what  drew 
me  to  adventure  racing,  one  of  the 
newest  endurance  events  for  athletic 
fanatics.  Teams  of  two  to  five  members 
compete  in  at  least  three  sports— typi- 
cally running,  cycling,  and  paddling  a 
canoe  or  kayak.  The  shorter  "sprint" 
races  can  take  4  to  12  hours.  Expedition 
races  go  up  to  10  days  and  include 
additional  activities  such  as  horseback 
riding,  swimming,  rock  climbing, 
rappelling,  and  even  paragliding  in  such 
remote  locations  as  the  Australian 
Outback  and  Malaysia.  In  this  multi- 
sport  competition,  physical  prowess  isn't 
enough.  Teamwork  is  critical,  as  is  the 
ability  to  navigate  with  a  map  and 
compass. 

VETERAN  SUPPORT 

FIRST-TIME  ADVENTURE  racers  had 
best  hook  up  with  a  veteran.  My  partner, 
Scott,  44,  a  neighbor  of  mine  who  by  day 
is  CEO  of  JPMorgsn  Chase's  Consumer 
Lending  &  Servicn  g  unit,  had  complet- 
ed three  Ironman  triathlons  and  several 
multiday  adventure  rac  :s.  When  he  of- 
fered to  take  me  on,  I  jumped  (and  was 
willing  to  run,  bike,  kayak,  and  hike)  at 
the  chance.  If  you  don't  iow  other  rac- 
ers, you  can  find  teammates  and  training 
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help  through  the  U.S. 
Adventure  Racing  Assn. 
(usara.com). 

Genesis  Adventures 
organized  our  May  6 
race,  the  EMS  Sprint 
Adventure  Race  #1, 
which  would  wend  its 
way  over  20  miles  in 
Harriman  State  Park,  43 
miles  north  of  New  York 
City.  Yet  we  got  the  map 
coordinates  for  the  17 
checkpoints  we'd  have 
to  pass  only  an  hour 
before  the  start.  That's 
when  Scott  and  I  talked 
over  the  course  with 
two  of  his  longtime  rac- 
ing partners,  Anthony 
Aquino,  36,  a  marketing 
company  president  and 
a  U.S.  Army  reservist, 
and  Jeff  Neeck,  42,  vice- 
president  of  a  financial 
planning  firm.  Scott  and 
I  were  competing  in  the 
coed  elite  division  with 
12  other  teams;  Anthony 
and  Jeff  were  in  the 
male  division  against  17 
duos.  In  all,  96  two- 
member  teams  took 
part;  three  were  women  only. 

The  first  leg  was  the  mountain-bike 
event.  Because  Scott  and  I  were  compet- 
ing on  the  more  difficult  elite  course,  the 
rules  said  one  of  us  could  ride  and  the 
other  had  to  run  to  the  first  five  check- 
points. Most  participants  switched  off, 
but  Scott  ran  the  entire  way.  All  the  rac- 
ers took  the  same  route,  clogging  the 
rocky,  muddy,  slippery  track.  When  we 
came  to  a  checkpoint,  one  of  us  stood 
aside  a    the  other  fought  in  to  get  our 


checkpoint  "passport"  punched.  Lat 
during  the  kayaking  and  hiking,  t 
teams  spread  out. 

An  hour  into  the  race,  Scott  finish 
his  run,  and  we  picked  up  his  bike  at  t 
starting  area  so  we  could  peddle  to 
location  of  the  kayaking  leg.  We  hoo 
life  preservers  to  our  packs,  rode  i 
trail  so  impassible  that  we  dismount 
and  hiked  with  the  bikes  until  we  hij 
road  that  took  us  (uphill)  to  a  lake.  Th) 
we  dropped  our  bikes,  climbed  into  q 
kayaks  (which  had  been  left  there  by  t 
organizers),  and  paddled  for  an  hour 
reach  four  checkpoints  on  the  lal 
Within  minutes,  my  arms  felt  like  rubt 
and  I  had  a  shooting  pain  in  my  lov 
back.  Scott  showed  me  an  easier  vi 
to  paddle  by  using  mij 
of  my  torso  and  less- 
my  arms.  That  eased  i 
pain.     Back    on    laa 
when  we  were  walkl 
our  bikes  to  a  drop- 
point,    I    started    d 
dreaming  about  the  I 
ish   and   smacked   i  j 
a   low-hanging   bran 
cutting  the  side  of 
face.  Now  I  had  the  br 
es  to  show  my  mettle. 
We'd  been  out  for 
hours  when  we  joi 
Jeff  and  Anthony  for 
final  leg,  the  trek.  Urn 
to    find    the    trailhf 
Anthony   suggested  i 
bushwhack  our  way 
steep  ridge  where  hee 
pected  we  could  pic 
the  trail.  We  found  lift 
next  two  checkpoints 
ily,  but  Anthony  and 
disagreed   on   the 
route  to  the  last  on 
the  end,  we  took  the 
way  on  a  steep,  H 
trail,  and  that  was  ou 


Shorter  sprint 

races  run  4  to 

12  hours,  with 

expeditions 

taxing  up  to 

10  days  to  finish  5i£  our  trek 

«■■■■■■■■■■■  three  hours,  while  a 

other  teams  in  our 
sion  did  it  in  less 
two.  We  finished  last,  with  a  total  ti 
6  hours,  22  minutes— almost  a  full  | 
slower  than  the  nearest  competitcj 
our  division. 

I  was  disappointed,  but  Scott 
mind.  "The  main  goal  was  to  ha\| 
and  finish  the  race,"  he  said.  His  at  | 
confirmed  how  important  it  is  to 
compatible  teammate  whose  goals 
your  own.  At  that  point,  I  was  exha  I 
thirsty,  and  sick  of  chewing  energy  j 
But  I'm  ready  to  race  again. 
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'The  Rules5  for 
Eating  Smarter 

Noted  author  and  nutritionist  Marion  Nestle  talks  about 
her  latest  book-and  how  to  boost  your  supermarket  IQ 


AFTER  TACKLING  WEIGHTY  issues  about  food  in  her 
previous  books— Food  Politics  (2002)  and  Safe  Food 
(2003)— nutritionist  Marion  Nestle  was  surprised  that 
people  kept  asking  her  a  simple  question:  What  should 
we  eat?  That  refrain  became  the  topic  of  her  latest 
work,  What  To  Eat  (North  Point  Press).  In  it,  Nestle,  professor  of 
nutrition,  food  studies,  and  public  health  at  New  York  University, 
cuts  through  the  marketing  claims  and  maze  of  offerings  in  today's 
supermarkets  to  provide  advice  for  making  healthy  choices.  She 
spoke  to  Contributing  Writer  Amy  Cortese  about  her  findings: 


Why  are  food  choices  so  bewildering? 

One  reason  is  there  are  50,000  or  so 
items  in  a  large  supermarket.  Another  is 
the  complexity  of  nutrition  research, 
which  tends  to  focus  on  one  nutrient  at 
a  time:  calcium  and  bone  density,  low-fat 
diets  and  heart  disease,  vitamin  A  and 
cancer,  etc.  That  takes  nutrients  out  of 
their  dietary  context.  People  don't  eat  nu- 
trients. They  eal  lots  of  different  foods. 
Food  companies  iove  to  use  research  re- 
sults to  advertise  the  bei  heir 
products,  even  if  those  ire  total- 
ly out  of  context.  And  the  FDA  lets  them. 
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Take  whole  grain  Cocoa  Puffs.  This  is  a 
chocolate  candy-coated  sugary  cereal 
with  one  gram  or  less  fiber  per 
serving.  Or  trans-fat-free 
cookies  of  any  kind.  They  still 
have  calories.  Or  claims  that 
the  product  "may  help  pre- 
vent" heart  disease  or  cancer, 
but  only  when  eaten  as  part  of  What  tO 
a  healthy  diet. 


How  should  shoppers  navigate 
the  supermarket? 

I  call  them  "The  Rules."  Rule 


PAT 

Marion  Nestle 


No.l  is  that  supermarkets  want  ci 
tomers  to  spend  as  much  time  as  possil 
wandering  the  aisles  because  the  mc 
products  they  see,  the  more  they  buy. 
it's  best  to  stay  out  of  the  maze  of  the  « 
ter  aisles,  where  all  the  junk  foods  a 
and  just  shop  the  perimeter,  where  1 
healthier,  fresh  foods  are. 

Rule  No.  2  is  that  products  in  1 
best  locations— eye  level,  ends  of  aisl 
cash  registers— sell  best.  So  compan 
pay  the  supermarkets  to  slot  their  pr< 
ucts  in  prime  real  estate.  These  produ 
are  mostly  junk  because  they  are 
most  profitable  and  most  heav 
advertised. 

Is  it  worth  paying  more  for  organics? 

I  think  so.  At  the  very  least,  you  know  t 
pesticide  residues  will  be  low  or  n 
existent.  Organics  are  certainly  as  nu 
tious  as  industrially  produced  foods, ; 
maybe  more  so. 

You  advocate  eating  locally  produced 
foods.  Why? 

I  care  a  lot  about  how  food  is  grown 
where,  and  I  happen  to  like  having  fa 
around  cities.  If  you  buy  locally  grc 
food,  you  are  supporting  local  farmei 
like  that  synergism.  If  s  also  fresher 
likely  to  have  retained  more  nutrii 
than  something  picked  two  weeks 
and  shipped  across  the  country  : 
refrigerator  truck. 


Do  you  have  any  advice  for  making 
healthy  choices  when  ordering  from  a 
restaurant  menu  or  when  buying  prep 
foods  to  go? 

Once  you  buy  foods  that  have  been 
pared  for  you,  you  have  no  idea  what 
them  unless  you  watched  them  tr 
made  or  are  told.  You  should  e? 
restaurant  and  prepared  foods  ti 
higher  in  calories,  total  fat,  saturate 
salt,  and  sugars  than  those  you  pn 
yourself— and  sometimes  much  hi 
Because  of  the  obesity  problem, 
biggest  issue  is  calories  and,  then 
portion  size. 

Since  calories  are  so  hard  to  figun 
the  easiest  way  to  coc 
them  is  to  control  your 
tion  size.  In  restaurants, 
appetizers  and  share  n 
and  desserts.  Use  small 
tainers  for  prepared  foo 
you  buy  the  largest  siz 
cause  it's  the  best  buy,  1 
pecially  careful  to  me 
out  reasonable  amounts 
and  put  the  rest  away  ar 
of  sight  immediately.  ■ 
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3 Health  Claims 


Waging  War 
Over  Coverage 

Lessons  from  a  bruising  battle  with  a  health  insurer. 

BY LAUREN  YOUNG 


HAVING  A  LOVED  ONE  WITH  health  problems  can 
be  emotionally  and  physically  draining.  Fight- 
ing your  insurance  company  to  pay  the  medical 
bills  can  push  you  over  the  edge.  I  know.  I  just 
spent  six  months  battling  with  my  insurance 
carrier,  United  HealthCare,  for  surgery  to  help 
remove  a  giant  mole  that  covered  80%  of  my  in- 
fant son's  back.  By  my  count,  I  logged  200  hours,  mostly  during 
the  business  day,  trying  to  get  reimbursed  for  an  $18,000  plastic 
surgeon's  fee.  Along  the  way,  many  others,  including  my  doctor 
and  several  human  resource  staffers,  became  ensnared  in  the 
mess.  In  the  end  there  was  a  simple  solution.  But  it  left  me  won- 
dering why  I  had  to  jump  through  so  many  hoops  to  find  it. 


My  experience  was  fraught  with  chaos, 
misinformation,  and  a  level  of  aggrava- 
tion that  led  to  insomnia  and  a  constant 
whooshing  sound  in  my  right  ear.  While 
I'll  be  the  first  to  admit  that  I  have  drama- 
queen  tendencies,  stress  is  a  real  byprod- 
uct of  insurance  nightmares:  A  Henry  J. 
Kaiser  Family  Foundation  study  found 
that  62%  of  people  experiencing  prob- 
lem ilth  insurance  said  it  caused 
them  stress.  That  diagnosis  is  also  bad  for 
your  employer.  "Stress  has  a  huge  impact 
on  employee  productivity,"  says  Michael 
Thompson,  a  principal  at  consulting  firm 
PricewaterhouseCoopers.    Indeed,    the 
Kaiser  survey  also  found  that  half  of  the 
I    people  with  insurance  problems  spent 
§    time  at  work  dealing  .-'ch  it. 
s        In  my  son's  case  we  bad  problems  be- 
i    cause  a  mole  as  big  as  Leo's  can't  just  be 
c    cut  out  all  at  once.  New  skin  has  to  be 
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grown  to  replace  it.  We  had  to  find  a  plas- 
tic surgeon  who  had  experience  treating 
Leo's  condition,  and  there  aren't  many. 
We  were  fortunate  to  find  a  leading  ex- 
pert, Dr.  Charles  Thorne  at  NYU  Medical 
Center,  so  close  to  home.  But  he  was  not 
in  my  health  plan's  provider  network, 
which  meant  I  had  to  pay  out  of  pocket 
and  collect  from  my  insurer. 

To  begin  Leo's  treatment  last  Septem- 
ber, Dr.  Thorne  inserted  four  tissue  ex- 
panders in  his  back.  An  expander  looks 
like  a  balloon— each  week  a  little  saline  is 
injected  to  make  it  bigger  and  the  skin 
stretches  and  grows  to  accommodate  it. 
But  United  HealthCare  rejected  the  sur- 
geon's fee,  saying  the  billing  code  covered 
the  "reasonable  and  customary  cost"  for 
one  expander.  A  customer  service  rep  told 
me  each  additional  expander  had  to  be  in- 
serted  in   a   separate   surgery   (which 


means  extra  hospital  stays  and 
anesthesia).  Obviously  there  was 
a  disconnect,  and  fixing  it  took  a 
massive  amount  of  time. 

What  I've  learned  is  that  battling 
your  insurance  company  is  like  wag 
ing  a  war.  You  need  to  attack  from 
fronts.  Here  are  some  tips  that  can  h< 

BE  AN  INFORMED  PATIENT.  You  know 
information  packet  you  get  when 
sign  up  for  insurance?  Read  it,  esp 
dally  the  rules  on  what  procedures 
and  treatments  need  prior  approval. 
"Many  disputes  arise  because  peo 
pie  don't  know  what  type  of  health 
plan  they  have  or  what  services 
are  not  covered,"   says  Trudy 
Lieberman,  director  of  the  Cen- 
ter    for     Consumer     Health 
Choices  at  Consumers  Union. 

GET  ORGANIZED.  Compile  a 
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list  of  every  impor- 
tant       telephone 
number,  with  con- 
tacts at  the  doc- 
tor's office,  the  in- 
surance company, 
and  your  human 
resources  depart- 
ment, and  keep  it 
by  the  phone.  This 
will  prevent  scram- 
bling when  you  get  a 
moment  to  tackle  calls. 
"Be  sure  to  record  the 
date  and  the  name  of  the 
person  you  talk  to  and  take 
notes   about  your  conversa- 
tion," Lieberman  says. 
It  also  helps  to  maintain  a  folder 
with  insurance  claims,  filed  by  date, 
near  the  phone  for  easy  ref- 
erence,   advises    Andrew 
Borislow,    whose    twin 
sons     have     lingering 
health  problems  arising 
from    their   premature 
births  in  1999.  Borislow, 
who    runs    a    Gwyned 
Valley    (Pa.)    company 
that  sells  mobility  equip- 
ment to  the  disabled,  esti- 
mates that  his  sons  have 
racked  up  more  than  $3  mil- 
lion in  medical  bills  relating  to 
reconstructive   surgery,   speech 
therapy,  and  cerebral  palsy.  If  you 
are  dealing  with  multiple  procedures, 
use  an  expandable  file  folder.  Be  sure  to 
bookmark  your  insurer's  Web  site,  be- 
cause most  claims  can  be  found  online. 
Visit  the  site  to  monitor  the  status  of 
your  claims. 

CREATE  A  PAPER  TRAIL.  Make  copies 
of  diagnoses  and  prescriptions,  and 
keep  your  records  up  to  date, 
Borislow  says.  Get  copies  of  your 
doctor's  notes  before  you  leave 
the  office  rather  than  waiting  for 
the  notes  to  be  sent  to  your  insur- 
er. If  you  write  a  letter,  send  copies 
of  all  correspondence  to  your  em- 
ployer's head  of  human  resources,  as 
well  as  your  boss  and  the  person  who 
handles  claims  at  your  doctor's  office.  I 
mailed  appeals  to  United  HealthCare  and 
also  provided  e-mail  updates  to  my  man- 
agers and  human  resources  department, 
which  helped  me  build  support  at  work 
Even  if  you  are  self-employed,  it's  helpful 
to  keep  a  paper  trail. 

Dr.  Matt  McAndrew  in  Washington  of- 
fers another  good  tip:  Send  correspon- 
dence by  certified  mail,  and  set  deadlines 


Appeals 
are  like 
term 
papers: 
Do  your 
research 


for  the  insurance  company  to  respond.  He 
recently  fought  his  own  insurer  for  16 
months  to  cover  an  outpatient  procedure. 

CRAFTING  AN  APPEAL.  Know  what  the  ap- 
peal policy  is  at  your  insurer  before  you 
get  started.  "You've  got  to  be  able  to  doc- 
ument what  you  need,"  Lieberman  says. 
For  example,  it  helps  to  provide  data  from 
medical  journals  to  show  that  your  treat- 
ment is  cost-effective. 

I  botched  my  first  appeal  because  I 
didn't  have  any  research  to  back  up  my 
case.  In  a  later  one  I  had  lots  of  documen- 
tation, including  a  referral  from  Leo's  pe- 
diatrician explaining  why  surgery  was 
necessary.  I  also  included  photos  of  Leo's 
back  to  show  what  it  looked  like  before 
(hideous)  and  after  part  of  the  mole  was 
removed  (amazing). 

If  you  need  to 
appeal,  pay  atten- 
tion to  deadlines. 
Federal  regulations 
require  employer- 
sponsored  health 
plans  to  give  you  at 
least  180  days  to 
submit  an  appeal 
after  a  claim  is 
denied.  For  more  on 
appeals,  go  to  the 
Patient     Advocate 

Foundation  (patientadvocate.org)  and  the 
Kaiser  Family  Foundation  (kff.org/con- 
sumerguide/06-appealing.cfm). 

REACH  OUT  AND  TOUCH. ..ANYONE.  It 
helps  to  have  a  point  person  at  the  in- 
surer. Borislow  suggests  asking  that  a 
case  manager  be  assigned  to  your  ac- 
count. A  case  manager  at  his  insurer, 
Independence  Blue  Cross,  helped  him 
get  coverage  for  a  feeding  specialist 
since  one  of  his  sons  has  problems 
swallowing.  Borislow's  advice?  "Make 
friends  with  the  specialists  within  your 
insurer  who  specifically  deal  with  your 
issue  or  disability." 

After  reading  about  my  insurance  bat- 
tle on  the  BusinessWeek  Working  Parents 
blog  (businessweek.com/careers/work- 
ingparents/blog/),  a  reader  offered  an- 
other great  tip:  Instead  of  going  back  and 
forth  between  your  doctor  and  the  insur- 
ance company,  schedule  a  conference  call. 
United  HealthCare  has  a  team  of  nurses 
who  monitor  employees  of  Business- 
Week's parent,  The  McGraw-Hill  Compa- 
nies. They  proved  valuable  in  getting 
things  accomplished.  One  of  them  sched- 
uled several  conference  calls  with  the 
claims  department  to  work  through  the 
red  tape.  Insurers  who  serve  many  com- 
panies typically  have  nurses  who  moni- 
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tor  employees,  so  get  them  on  your  side. 

Compare  notes  with  people  who  have 
similar  medical  conditions.  Support 
groups  can  be  a  good  place  to  start.  For 
example,  a  cerebral  palsy  support  group 
has  been  a  useful  place  for  Borislow  to 
gather  advice  about  filing  claims.  He  even 
turned  up  information  on  getting  a  hot 
tub  covered  for  therapeutic  reasons. 

USE  A  PATIENT  ADVOCATE.  If  you  simply 
don't  have  the  time  or  energy  to  fight,  you 
can  retain  a  private  advocate  to  batde  the 
bureaucracy  (BW— Oct.  24,  2005).  Some 
companies  even  offer  such  services  as  an 
employee  benefit.  Health  Advocate,  a 
Philadelphia-area  advocacy  company, 
has  a  client  roster  that  includes  Home 
Depot.  Health  Advocate  charges  $1.50  to 
$5  per  employee  per  month.  Even  better, 
coverage  extends  to  other  family  mem- 
bers, including  parents.  Abbie  Leibowitz, 
chief  medical  officer  at  Health  Advocate, 
says  even  the  most  complicated  claims 
disputes  are  often  resolved  within  two 
weeks  with  an  advocate's  help. 

DON'T  GIVE  UP.  About  half  of  all  health 
insurance  appeals  are  resolved  in  favor  of 
the  consumer,  says  Lieberman.  In  my 
claims  fight  it  helped  that  my  son's  sur- 
geon was  willing  to  extend  himself  to 
support  our  cause.  During  a  peer  review 
with  a  medical  director  at  United  Health- 
Care,  he  carefully  laid  out  Leo's  case  and 
explained  why  it  didn't  make  sense  to 
perform  multiple  procedures  to  remove 
the  mole  on  his  back.  I  also  spoke  to  the 
insurance  manager  for  a  top  pediatric 
plastic  surgeon  in  Chicago  to  find  out  how 
her  office  submits  similar  claims.  She 
suggested  our  doctor  use  a  different 
billing  code.  Within  days  of  both  events, 
United  agreed  to  cover  the  surgeon's  fee. 

United  HealthCare  spokesman  Mark 
Lindsay  says  less  than  1%  of  all  of  Unit- 
ed's  claims  involve  errors  such  as  the  one 
I  experienced.  "When  claims  are  not  re- 
solved correcdy  and  the  way  somebody 
expects,  there  should  be  a  mechanism 
where  that  can  be  clarified  one  way  or  an- 
other. These  did  not  work  for  you,"  he 
says,  noting  that  the  company  is  working 
to  bring  its  error  rate  to  near  perfection. 
To  be  fair,  I've  had  good  luck  with  United 
in  the  past,  and  we  had  no  problems  with 
Leo's  hospital  or  anesthesia  bills. 

Insurance  woes  are  exhausting.  I  hope 
they're  a  challenge  you  never  experience. 
But  if  you  do,  be  prepared  to  fight.  ■ 

iBH   For  more  on  this  story 

and  to  learn  how  an  advocate  can  help  cut 
through  health-care  red  tape, 
watch  our  weekly  TV  show, 
Sus/nesslA/eek  Weekend  or  view 
it  at  businessweekweekend.com 
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COLLEGE  LOANS 

Locking 
In  Low 
Rates 


WITH  INTEREST  RATES  on  federally 
guaranteed  loans  for  students  and  I 
parents  likely  to  jump  by  as  much ; 
two  percentage  points  on  July  1, 
those  who  want  to  lock  in  today's 
lower  rates  should  refinance  into  a  single  consolidated  loan  now.  On  July  1  the  n 
on  the  Stafford  Loan  is  expected  to  hit  6.5%  for  those  still  in  school  and  7.1%  fori 
graduates.  By  consolidating,  you  can  get  a  fixed  rate  as  low  as  4.75%  for  student 
and  5.375%  for  graduates.  Under  a  new  law,  those  in  school  will  not  be  eligible  t 
consolidate  after  July  1. 

Meanwhile,  parents  who  consolidate  their  federal  PLUS  loans  before  then  can  J 
lock  in  a  rate  as  low  as  6.125%.  That's  just  a  shade  above  today's  6.1%  but  far 
below  the  7.91%  that's  expected  to  prevail  when  rates  adjust  according  to  a 
congressionally  mandated  formula  on  July  1.  To  consolidate,  you  must  submit  a, 
signed  application,  available  from  your  lender,  by  June  30.  If  all  your  loans  are 
through  the  same  lender,  you  have  to  go  with  that  company.  Otherwise,  you're  f 
to  consolidate  anywhere.  Some  lenders  will  reduce  the  interest  rate  you'll  pay  if  I 
you  sign  up  for  direct  debit  or  pay  on  time  for  a  set  period.  Under  a  new  law,  Ioji 
issued  after  July  1  will  have  fixed,  rather  than  variable,  interest  rates.  For  next  y« 
the  Stafford  rate  is  expected  to  be  6.8%,  and  the  PLUS  8.5%.  -Anne  Tergi: 


RETIREMENT 

ROTH  IRAs 
GO  UPSCALE 

THE  $70  BILLION  TAX  CUT  that's  making 
its  way  through  Congress  should  bring 
cheer  to  investors.  It  extends  the  15% 
tax  rate  on  capital  gains  and  dividends 
through  2010.  What's  more,  for  the 
first  time,  taxpayers  earning  over 
$100,000  will  be  able  to  convert  their 
traditional  individual  retirement 
accounts  into  Roth  IRAs.  But  there  is  a 
big  catch:  They  won't  be  able  to  make 
the  shift  until  2010. 

IRA  switchers  will  have  to  pay  taxes, 
but  can  spread  payments  over  two 
years.  Then  all  future  returns  and 
withdrawals  are  tax-free.  Lawmakers 
delayed  the  IRA  change  until  2010  to 
keep  the  bill  within  the  agreed-upon 
cost.  The  conversion  is  expected  to 
raise  $6.4  billion  to  help  offset  the  cost 
of  the  other  tax  cuts.    -Anne  Tergesen 
at.  d  Howard  Gleckman 


WHERE  THE  401(k) 
MONEY  IS  GOING 


WHAT  WILL  PEOPLE  do  with  their 
401(k)  when  they  leave  their  jobs? 
Market  research  firm  Brightwork 
Partners  surveyed  3,712  retirees  or  jc 
changers  with  at  least  $5,000  in  thei 
retirement  accounts  to  find  out.  Som 
42%  said  they  planned  to  roll  over  ir 
an  IRA,  vs.  38%  in  2001,  when 
Brightwork  last  did  a  similar  study. 

5% 

TAKE  AN  ANNUITY 
OR  SYSTEMATIC 
WITHDRAWAL  PLAN 

8% 


ROLL  TO  A  NEW 

EMPLOYER 

PLAN 

15% 

TAKE  THE 
CASH 


30% 

LEAVE  IN  PLAN 


Data:  Brightwork  Partners  LLC 


jn  you  want  to  express  your  devotion  to  The  Dow,  nothing  says  it  like  Diamonds  (DIA).  Exchange  traded  funds 
:s)  that  give  you  30  blue  chips,  the  entire  Dow  Jones  Industrial  Average,  in  every  single  share.  They're  tax  efficient, 
have  low  management  fees,  too.  Like  stocks,  Diamonds  can  be  traded  all  day  long,  are  subject  to  similar  risks, 
,  of  course,  your  usual  brokerage  commission  applies.  Ask  your  advisor  for  details.  Or  forever  hold  your  peace. 
w.DowDiamonds.com.  Ticker  symbol  AmexrDIA.  The  30  blue-chip  companies  of  The  Dow  in  every  share. 
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An  investor  should  consider  investment  objectives,  risks,  charges  and  expenses  of  the  investment  company  carefully  before  investing. 
To  obtain  a  prospectus,  which  contains  this  and  other  information,  go  to  www.DowDiamonds.com  or  call  1-800-843-2639.  Please  read 
the  prospectus  carefully  before  investing.  Dow  Jones  Industrial  Average,™  The  Dow®  and  Diamonds®  are  trademarks  of  Dow  Jones  & 
Company,  Inc.,  licensed  for  use  by  State  Street  Global  Markets,  LLC.  Diamonds  are  not  sponsored,  endorsed,  sold  or  promoted  by  Dow 
Jones  and  Dow  Jones  makes  no  representation  regarding  the  advisability  of  investing  in  Diamonds.  ©2006  State  Street  Corporation 
ALPS  Distributors,  Inc.,  a  registered  broker-dealer,  is  distributor  for  the  Diamonds  Trust,  a  unit  investment  trust. 
DIA000101 
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BY  GENE  G.  MARCIAL 

HILTON'S  BUYBACK  OF  ITS  OVERSEAS  INNS  IS  A  SMART  MOVE- 
BUSY  DENTISTS  MAY  BOOST  DEMAND  FOR  PATTERSON  SUPPLIES- 
SALES  REBOUND  FOR  CHAMPION'S  FACTORY-BUILT  HOMES. 


FEELING 
HOSPITABLE 


STOCK  PRICE  (DOLLARS) 

29 


NOV.  1,  '05  MAY  10,  '06 

Data:  Bloomberg  Financial  Markets 


A  Hilton  Get-Together 

INVESTOR  INTEREST  IN  HILTON  HOTELS  (HLT),  now  the 
world's  largest  hotelier,  is  heating  up.  Before  its  February 
acquisition  of  Britain's  Hilton  Group,  which  owned  the 
Hilton  name  outside  the  U.S.,  Hilton  didn't  get  the  attention  it 
deserved  on  the  Street,  say  analysts. 
Unlike  Marriott  or  Starwood,  Hilton 
was  perceived  mainly  as  a  domestic 
outfit,  having  sold  its  international 
operations  40  years  ago.  Excluding 
gambling  establishments,  the  British 
Hilton  Group  included  393  hotels,  two- 
thirds  of  which  carry  the  Hilton  name. 
In  the  months  since  the  big  buy, 
analysts  have  raised  their  profit  fore- 
casts, and  Hilton's  stock  has  jumped 
from  18  in  November  to  28.82  on  May 
8.  "Hilton's  U.S.  business  is  robust.  The 
outlook  for  demand,  supply,  and  pricing  is  favorable  and 
should  remain  so  for  several  years,"  says  Robert  LaFleur  of 
Susquehanna  Financial  Group.  Demand  for  rooms  is  rising 
because  business  spending  has  picked  up,  he  notes,  while 
construction  has  lagged.  Overseas  is  the  new  growth  area  for 
Hilton,  says  LaFleur,  who  recendy  boosted  his  2006  earnings 
forecast  from  $1.05  a  share  to  $1.12,  and  his  2007  estimate 
from  $1.30  to  $1.40.  "The  combined  Hilton  is  a  formidable 
competitor,"  he  says.  LaFleur  has  a  "positive"  rating  on  the 
stock.  Celeste  Mellet  Brown  of  Morgan  Stanley,  which  does 
business  with  Hilton,  wrote  in  a  recent  note  to  clients:  "We  see 
more  value  in  Hilton  than  in  any  of  the  other  brands."  She 
expects  the  Hilton  Hotels/Hilton  Group  merger  to  result  in 
"true  revenue  synergies."  Brown,  who  rates  Hilton  "over- 
weight," has  upped  her  yearend  price  target  from  34  to  36. 

Why  Patterson 

May  Get  Its  Smile  Back 

INVESTORS  IN  PATTERSON  (PDCO),  the  No.  2  supplier  of 
products  to  dentists  and  dental  labs  in  North  America,  have 
suffered:  The  stock  has  been  ground  down  from  53  a  year 
ago  to  32.49,  almost  a  52-week  low.  Analysts  see  earnings 
growth  slowing  because  of  a  more  competitive  environment. 
But  Peggy  Farley,  president  of  Ascent  Capital  Management, 
which  owns  shares,  isn't  fazed.  She  says  Patterson  still  shows 
growth  in  its  sales  and  earnings  and  "gives  every  sign  of 
continuing  to  do  so."  It  is  such  an  undervalued  stock,  she  says, 
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DOWN  IN 
THE  MOUTH 


STOCK  PRICE  (DOLLARS) 


NOV  1,  '05  MAY  10,  'I 

Data:  Bloomberg  Financial  Marh 


that  it  could  "attract  a  major  company 
like  Johnson  &  Johnson  that  might 
want  to  add  more  dental  to  its  product 
lines."  Management  would  "seriously 
consider  an  offer,"  argues  Farley. 
Patterson  is  worth  $8.5  billion,  or  $60  a 
share,  figures  Farley,  who  sees  profits  of 
$1.50  a  share  in  2006  on  sales  of  $2.7 
billion  and  of  $1.70  in  2007  on  $3 
billion.  Richard  Tortoriello  of  Standard 
&  Poor's  notes  that  there's  consolida- 
tion in  the  industry.  He  says  demand  for 
supplies  is  strong  amid  a  shortage  of  dentists,  who  need  new 
technology  to  treat  more  patients.  Based  on  an  estimated  15$ 
annual  earnings  in  the  next  five  years,  he  rates  Patterson  a 
"buy,"  with  a  price  target  of  42.  Patterson  did  not  return  call 

Raising  the  Roof 

At  Champion  Enterprises 

WHO  SAID  HOMEBUILDER  STOCKS  were  over? 
Champion  Enterprises  (CHB)  is  surging,  trading. 
15.57,  close  to  its  52-week  high  of  16— almost  doi 
its  price  a  year  ago.  Unlike  other  builders,  Champion  mak- 
factory-built  houses,  a  niche  business 
that  runs  in  a  different  cycle  from 
traditional  housing.  "We  like  Cham- 
pion's strategy  and  growth  as  manu- 
factured housing  is  coming  back  after 
a  six-year  downturn,"  says  Barbara 
Allen  of  Avondale  Partners.  She  rates  it 
"outperform."  She  expects  Champion 
to  earn  $1  a  share  on  sales  of  $1.5 
billion  in  2006  and  $1.28  on  $1.8 
billion  in  2007,  vs.  2005's  6l<t  on  $1.2 
billion.  She  sees  the  stock  at  19  in  12  to 
18  months.  Kenneth  Nugent  of  Value 
Line  predicts  Champion  will  beat  the  market  during  the 
6  to  12  months,  based  on  its  recent  price  and  earnings 
momentum.  He  says  it's  set  to  post  a  "hefty  earnings  reb 
this  year  with  double-digit  growth  thereafter."  The  outlo 
for  2008  through  2010  is  bright,  he  says.  ■ 
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Gene  Marcial's  Inside  Wall  Street  is  postf 
businessweek.com/investor  at  5  p.m.  EST  on  the  magazine's 
publication  day,  usually  Thursdays. 

Note:  Unless  otherwise  noted,  neither  the  sources  cited  in  Inside  Wall  Street  nor 
firms  hold  positions  in  the  stocks  under  discussion.  Similarly,  they  have  no  invei 
banking  or  other  financial  relationships  with  them. 
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Figures  of  the  Week 


STOCKS 


MAY   MAY4-10 


Kttf  1322.9 


COMMENTARY 

A  weak  jobs  report  on  May  5, 
signalling  the  economy  may  be 
cooling,  sent  stocks  higher  on 
hopes  that  the  Fed's  rate  hikes 
might  soon  end.  No  such  luck: 
The  central  bank  on  May  10 
added  a  quarter  point  to  the  ted 
funds  rate,  and  hinted  that  more 
may  follow.  For  the  week,  the  Dow 
jumped  2.1%  to  a  level  just  shy  of 
its  all-time  record,  thanks  to  high- 
flying Boeing. 

Data:  Bloomberg  Financial  Markets,  Reuters 
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U.S.  MARKETS 

MAY  10 

WEEK 

%  CHANGE 

YEAR  TO     LAST  12 

DATE       MONTHS 

S&P  500 

1322.9 

1.1 

6.0 

13.4 

Dow  Jones  Industrials 

11,642.7 

2.1 

8.6 

13.2 

NASDAQ  Composite 

2320.7 

0.7 

5.2 

18.2 

S&P  MidCap  400 

814.5 

1.3 

10.4 

26.1 

S&P  SmallCap  600 

403.2 

1.6 

15.0 

29.7 

DJ  Wilshire  5000 
SECTORS 

13,394.9 

1.2 

7.2 

16.5 

BusinessWeek  50* 

775.4 

1.1 

4.5 

13.2 

BW  Info  Tech  100" 

401.1 

0.5 

5.4 

17.8 

S&P/Citigroup  Growth 

610.5 

0.8 

2.3 

8.4 

S&P/Citigroup  Value 

710.8 

1.5 

9.8 

18.7 

S&P  Energy 

439.6 

1.2 

17.9 

36.2 

S&P  Financials 

457.0 

1.4 

7.2 

19.0 

S&P  REIT 

169.2 

3.1 

10.6 

19.3 

S&P  Transportation 

290.1 

2.4 

16.1 

36.0 

S&P  Utilities 

161.2 

1.4 

1.0 

6.6 

GSTI  Internet 

191.8 

1.9 

-6.5 

23.3 

PSE  Technology 

864.9 

-0.7 

3.4 

20.9 

GLOBAL  MARKETS  mayio  week 

S&P  Euro  Plus  (U.S.  Dollar)  1797.2  2.8 

London  (FT-SE 100)  6083.4  1.2 

Paris  (CAC  40)  5278.3  1.6 

Frankfurt  (DAX)  6118.4  2.5 

Tokyo  (NIKKEI  225)  16.951.9  -1.2 

Hong  Kong  (Hang  Seng)  17,080.6  0  3 

Toronto  (S&P/TSX  Composite)  12,316.3  1.0 

Mexico  City  (IPC)  21,781.1  29 


CHANGE 

YEAR  TO      LAST! 

DATE        MONTI 

18.9 
8.3 
113 
13.1 
5.2 
14.8 
9.3 
22.3 


33. 

24. 
31-' 

43.' 
51.< 

21.: 

29. 
74. 
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FUNDAMENTALS  may9 

S&P  500  Dividend  Yield  1.75% 

S&P  500  P/E  Ratio  (Trailing  12  mos.)  17.9 

S&P  500  P/E  Ratio  (Next  12  mos.)*  15.0 

First  Call  Earnings  Revision*  0.03% 

TECHNICAL  INDICATORS  may9 
S&P  500  200-day  average                1255.7 

Stocks  above  200-day  average  71.0% 

Options:  Put/call  ratio  0.74 
Insiders:  Vickers  NYSE  Sell/buy  ratio    4.92 


WEEK  AGO  YEAR  4 

1.76%  2.04 

17.8  19.1 

14.9  15.3 : 
0.30%  -0.3511 

•First  Call  Col 
WEEK  AGO       READI 

1253.4  Positti 

68.0%  Negatft 

0.78  Posit* 

5.00  Negafr 


BEST-PERFORMING 
GROUPS 

LAST 
MONTH"/ 

LAST  12 

MONTHS  % 

Agricultural  Products 

24.3 

Steel 

136.2 

Divsfd.  Metals  &  Mining 

15.7 

Agricultural  Products 

133.4 

Steel 

15.4 

Divsfd.  Metals  &  Mining 

125.1 

Employment  Services 

14.6 

Employment  Services 

100.7 

Constr.  &  Engineering 

13.6 

Packaged  Foods 

99.3 

EQUITY  FUND  CATEGORIES 

4-WEEK  TOTAL  RETURN                            %      52-WEEK  TOTAL  RETURN 
LEADERS                                                       LEADERS 

% 

Precious  Metals 

16.4 

Precious  Metals 

114.3 

Latin  America 

15.0 

Latin  America 

101.7 

Diversified  Emerg.  Mkts. 

9.4 

Diversified  Emerg.  Mkts. 

66.4 

Europe 

LAGGARDS 

8.8 

Natural  Resources 

LAGGARDS 

60.3 

Health 

0.4 

Health 

9.7 

Large-cap  Growth 

2.2 

Domestic  Hybrid 

12.2 

Technology 

2.2 

Large-cap  Blend 

16.9 

Domestic  Hybrid 

2.3 

Utilities 

17.0 

LAST 

MONTH0/ 


WORST-PERFORMING 
GROUPS 

Consumer  Electronics  -22.5 
Health-Care  Supplies  -13.3 
Home  Entrtnmt.  Software  -12.6 
Specialized  Finance  -11.6 

Homebuilding  -11.5 


INTEREST  RATES 


KEY  RATES 

Money  Market  Funds 
90-Day  Treasury  Bills 
2-Year  Treasury  Notes 
10-Year  Treasury  Notes 
30-Year  Treasury  Bonds 
30-Year  Fixed  Mortgage  f 


Educational  Services 
Automobiles 
Health-Care  Facilities 
Food  Wholesalers 
Health  Care  Supplies 


LAS' 
MONT 

-2; 

-2 

-1 

-1 
-1 


MAY  10 

WEEK  AGO 

YEARi 

4.39% 

4.35% 

2.4 

4.87 

4.82 

2.9  i 

4.99 

4.94 

3.(1 

5.13 

5.14 

4.2 

5.19 

5.24 

4.! 

6.49 

6.48        5.1. 
tBanxQuote, 

%  6  12         18         24         30  36 

Data:  Standard  &  Poor's 


EQUITY  FUNDS 

4-WEEK  TOTAL  RETURN  % 

LEADERS 

ProFunds  Precs.  Mtls.  Inv.  29.5 

Midas  28.3 

OCM  Gold  21.2 

U.S.  Global  Invrs.  Gold  21.0 

LAGGARDS 

ProFds.Sh.Prec.  Mtls.  Inv.  -17.2 
Rydex  Strengthening  Dllr.  H  -9.3 
ProFds.  USh.  Sm.  Cap  Inv.  -9.2 
ProFunds  USh.  Dow  30  Inv.  -8.9 


52-WEEK  TOTAL  RETURN  % 
LEADERS 

Midas  167.2 

ProFunds  Precs.  Mtls.  Inv.  157.8 

U.S.  Global  Invrs.  Gold  1576 

U.S.  Glbl.  Invs.  Pre.  Mnls.  142.7 

LAGGARDS 

ProFds.  USh.  Sm.  Cap  Inv.  -41.8 

ProFds.  USh.  Mid  Cap  Inv.  -35.6 

Rydex  Dyn.  Vent.  100  H  -25.1 

ProFunds  UltSh.  OTC  Inv.  -24  8 


BLOOMBERG  MUNI  YIELD  EQUIVALENTS 

Taxable  equivalent  yields  on  AAA-rated, 
tax-exempt  municipal  bonds,  assuming 
a  30%  federal  tax  rate. 


10-YR.  BOND 

30YR.BI: 

General  Obligations 

4.15% 

4. 

Taxable  Equivalent 

5.93 

6. 

Insured  Revenue  Bonds 

4.23 

4 

Taxable  Equivalent 

6.04 

6 

THE  WEEK  AHEAD 


RESIDENTIAL  CONSTRUCTION 

Tuesday.  May  16,  8:30  a.m. 
EDT  »  April  housing  starts  are 
expected  to  have  narrowly  risen  to 
an  annual  rate  of  1.97  million. 
That's  the  median  forecast  of 
economists  polled  by  Action 
Economics,  in  March,  starts 
slipped  to  a  pace  of  1.96  million. 
PRODUCER  PRICE  INDEX 
Tuesday,  May  16,  8:30  a.m. 
EDT  »  Producer  prices  most  likely 
jumped  0.6%  in  April,  after 


climbing  0.5%  in  March.  Excluding 
food  and  energy,  wholesale  prices 
probably  rose  by  a  tamer  0.2%, 
after  ticking  up  0.1%  in  March. 
INDUSTRIAL  PRODUCTION 
Tuesday,  May  16,  9:15  a.m. 
EDT  »  Factory  output  probably 
grew  0.4%  in  April,  after  expanding 
0.6%  in  March.  Greater  activity 
likely  pushed  the  factory  utilization 
rate  up  to  81.5%,  from  81.3%. 
CONSUMER  PRICE  INDEX 
Wednesday,  May  17,  8:30 


a.m.  EDT  »  Consumer  prices  for 
goods  and  services  are  forecast  to 
have  risen  0.5%  in  April,  fueled  by 
a  surge  in  gas  prices.  The  index 
grew  0.4%  in  March.  Excluding 
food  and  energy,  prices  probably 
rose  0.2%,  after  a  0.3%  increase. 
LEADING  INDICATORS  Thursday, 
May  18, 10  a.m.  EDT  »  The 
Conference  Board's  index  of 
leading  economic  indicators  most 
likely  rebounded  by  0.1%  in  April, 
following  a  0.1%  dip  in  March. 


The  BusinessWeek  production  i 
rose  to  273.9  for  the  week  e 
Apr.  29,  a  13.6%  increase  fror 
previous  year.  Before  calculati 
the  four-week  moving  averagi 
index  inched  up  to  274.8. 


BusinessWeek  on 


For  the  BW50,  more  investrr 
data,  and  the  components 
of  the  production  index  visit 
www.businessweek.com/magazine/e 
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A  lot  of  great  employees 
come  with  their  own 


office  chair. 


Hire  someone  with  a  strong  desire  to  succeed.  Someone  who  proves  his  or  her  ability  to  overcome  obstacles  each 

rsssrnrs  asr As  ,eaders  of  the  corporate  wor,d'  ceo  councii — ^  -ess 

HLOJDL  thanKs  BusinessWeek  for  helping  us  salute  our  CEO  Council  and  urges  others  to  join  the  cause.  Please  send 
the  webnat  m  no?  °'  taX"d8dUCtib'e  contfiblrtions  t0  9t0  '«"  Street  NW,  Washington,  DC  20006,  or  visit  us  on 


NATIONAL  ORGANIZATION  ON 

©DSABILITY 


It's  ability  at  counts. 


-^  _  J 


It's  about  money. 

Earning  it. 

Investing  it. 

Spending  it. 


Check  out  this  weekend's 
show  May  13  and  14: 

Banking  on  Rising  Rates: 

Tips  on  how  to  make  rate 
hikes  work  to  your  advantage. 

Battling  Health  Insurers: 

Advice  on  fighting  rejected 
claims  and  when  a  patient 
advocate  can  help. 

Luxury  Watches:  We  test  how 
much  attention  the  world's 
finest  timepieces  get  on  the 
streets  of  New  York. 

Destination  CEO:  Activision's 
Robert  Kotick  on  how  he's 
combatting  video  game  giant 
Electronic  Arts. 


Busines^eliiwee/fend 


Airs  Saturday/Sunday  nationwide. 
Check  your  local  listings 
or  view  segment 
www.businessweekweekend.com 


Company  Index 

This  index  gives  the  starting  page  for  a  story  or  feature  with  a 
significant  reference  to  a  company.  Most  subsidiaries  are  indexed  under 
their  own  names.  Companies  listed  only  in  tables  are  not  included. 


A 

ABC(DIS)38 
ADM  (ADM)  60 
Agilent  (A)  86 
Allstate  (ALL)  16 
American  Apparel  12 
Amgen(AMGN)28.66 
AMR  Research  66 
Apple  (AAPL)  64 
Applied  Biosystems  (ABI) 
28 

Ariad(ARIA)28 
Arnold  Fortuna  72 
Ascent  Capital  98 
Ask.com  70 
Atlantic  Equities  50 
AudemarsPiguet88 
August  Capital  30 
Avondale  Partners  98 


B 

Bank  of  America  (BAC)  11, 

50 

Barclays  Bank  (BCS)  50 
Barr(BRL)34 
BellSouth  (BLS)  34 
Berkshire  Hathaway 

(BRK)28 
BMW  80 
Boeing  (BA)  84 
Bombardier  42 
Boston  Scientific  (BSX)  28 
Breguet88 
Burger  King  72 


C 

CBS  (CBS)  38 
Champion  Enterprises 

(CHB)98 
China  Construction  Bank 

33 

Citigroup  (C)  50 
CNN(TWX)22 
CollegeHumor.com  30 
Comcast  (CMCSA)  22 
Conseco  (CNO)  28 
Crispin  Porter  +  Bogusky 

16,72,80 


D 

Dailey(IPG)38 
DaimlerChrysler  (DCX)  60 
Dell  (DELL)  28 
Deloitte  &  Touche  86 
Delphi  (DPHIQ)  42 
Design  Barcode  12 
Digital  Divide  Data  70 
DuPont(DD)60,64 


Eastman  Kodak  (EK)  28 
Easton-Bell  Sports  66 
eBay  (EBAY)  30 
Econenergy33 
Eli  Lilly  (LLY)  28 
EMI  64 
Entersport45 


Falfurrias  Capital  11 
FedEx  (FDX)  34 
Fireman's  Fund  16 
Fisher  Scientific  (FSH)  28 
FleetBoston  (BAC)  50 
Flickr  (YHOO)  30 
Ford  (F)  38 
Fox  (NWS)  38 
Forrester  (FORR)  84 
FranckMuller88 


G 

GE(GE)28,42 
Genesis  Adventures  90 
Genius  30 

GM(GM)42,60,70,84 
GNReSoundU 
Golden  West  (GDW)  28 
Goldman  Sachs  (GS)  50 
Goodby  Silverstein  72 
Google  (GOOG)  70, 104 
Gospel  Music  Channel  22 
Greenhill(GHL)50 
Guidant(BSX)28 


H 

Haggarl6,72 
Harley-Davidson  (HDI)  72 

Health  Advocate  94 
Hilton  (HLT)  98 
Home  Depot  (HD)  94 
Honda  (HMC)  72 
Honeywell  (HON)  42 
Horizon  Media  38 
HSBC(HBC)50 


IBM  (IBM) 20, 66 
In-Stat  38 

Independence  Blue  Cross 
(IBQ94 

Intermix  Media  (NWS)  30 
Iscar  Metalworking28 


J,  K 

J&J(JNJ)98 

J.D.Power(MHP)60,72 

JotSpot30 


JPMorgan  Chase  (JPM) 

50,66,90 
Jupitermedia  (JUPM)  12, 

16 

KirshenbaumBond80 
Kleiner  Perkins  30 


Lazard(LAZ)86 

Leo  Burnett  72 

Lockheed  (LMT)  86 

L'0real45 

Lowe  Worldwide  72 

LSE50 


M 

Majestic  Research  33 
M&C0.88 
Marchex(MCHX)70 
Marriott  (MAR)  98 
Maytag  (WHR)  28 
MBNA  (BAC)  50 
McDonald's  (MCD)  84 
McGraw-Hill  (MHP)  60, 

94 

McKinsey  16 
MDC(MDCA)72,80 
Menupages.com  70 
Merrill  Lynch  (MER)  50 
Microsoft  (MSF)  66, 104 
MINI  USA  72 

Mobius  Venture  Capital  30 
Morgan  Stanley  (MS)  25, 

33,50,98 


N 

NASDAQ  (NDAQ)  50 
NBC  38 

Nestle  (NSRGY)  45 
NewRoo(NWS)30 
News  Corp.  (NWS)  30 
New  York  Yankees  11 
Nielsen  Media  38 
Ninestars  Information  70 
Nissan  (NSANY)  72 
Nuance  20 


0,P 

0A0  Rosneft  Oil  33 

Omnicom  (OMC)  80 
Oracle  (ORCL)  66 
Oticon  14 
Pacarcl2 
Panasonic  80 
PatekPhilipe88 
Patterson  (PDCO)  98 
Philips  (PHG)  28 
Praecis(PRCS)16 


PricewaterhouseCoopei 
94 

ProQuest(PQE)70 
Punk  Ziegel  50 


R,S 

Reynolds  American  (W 

34 

Robeco  Investment  80 
Salesforce.com  (CRM) 

70 

Samsonite  66 
S&P(MHP)98 
SAP  66 

Siemens  (SI)  28, 42,6* 
Silicon  Graphics  (SGID 
Skype(EBAY)30 
Smith  Barney  (C)  50   | 
SmithBuckltn  106 
SNL  Financial  50 
Starwood  (HOT)  98 
Susquehanna  Financi  | 

98 


' 
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Ted's  Montana  Grill  2Z 
Telecom  Italia  (Tl)  45  if- 
Tenet(THC)86 
Thermo  Electron  (TM1  __ 
28 

Thomson  (TOC)  50 
Time  Warner  (TWX)  i  I 
Toyota  (TM)  16, 46, 6c 


U,V 

UAL(UAUA)40 
United  HealthCare  (I 
94 

UPS  (UPS)  34 
UST(UST)34 
Vacheron  Constantii 
Value  Line  (VALU)  91 
Varian(VARI)28 
Vivendi  (V)  64 
Volkswagen  60, 72, 


T 


W,Y 

Wachovia  (WB)  28, 
Walt  Disney  (DIS)  8 
Warner  Music  (WM1 
Waste  Managemen 
(WMI)66 

WB  Network  (TWX) 
Whirlpool  (WHR)  2 
WPP  Group  (WPPC 
Yahoo!  (YHOO)  30, 
YvesBehar88 
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I  BusinessWeek  I  1 

4arketPlace 


For  more  advertiser  information,  log  onto 
www.businessweek.com/classifieds 

P.  For  Ad  Rates  and  Information 

Phone:(312)464-0500 
.  Email:  MMiller@classifiedinc.com 


Business/Career  Opportunities 


BANK 

For   Sale 


310-376-3480 
800-733-2191 


I  INCREDIBLE  INVENTION 


oven  to  cut  electricity  costs 
by  up  to  40%. 

nufacturer  seeks  USA  &  overseas 
tributors  for  this  top  quality  high  tech 
duct  with  amazing  consumer  demand. 

Tel: +44  (0)1872  223  000 

Contact:  www.somars.com 

for  further  information 


Billion  $$$  Total  Wellness 

Company  Seeking 
ETWORK  MARKETING 
PROFESSIONALS 

imited  earning  potential  with  one 
he  fastest  growing  total  wellness 
npanies  in  the  world. 

Call:  877-747-6629 
BalancedLifelntl@aol.com 


TimeShare 


TIMESHARES 

60-80%  Off  Retail! 

Best  Resorts  &  Seasons 
Call  for  Free  Catalog! 

1-800-941-2054 
vw.holidaygroup.com/bw 


The  current  economy  is  making 
BIG  MONEY  for  loan  and  leasing  brokers! 

own  roust  own 

1SUZIN55D  LOAN  COMPANY 

Business  loans/Factoring/Equipment  leasing 

Arrange    business    loans    and    teases 
from  $10,000  to  $10  million. 
Work  directly  with  national 
lenders.     No     experience 
needed.     We     completely 
train      and      support      you, 
Unlimited    earning    potential 
and  residual  income. 

FOR  A  FREE  VIDEO 
AND  INFO  BROCHURE 

CALL  800-336-3933 

WWW.VIEWTLC.COM 
(^The  Loan  Consultants,  Inc. 


Capital  Available 


Venture  Capital  /  IPO 
SBA/ Bank  Loans 


Leading  Investment  Bank  provides 
growth  capital.  Min.  $500K.  FREE 
$100  DVD  "How  to  Raise  All  the 
Money  You  Need  Quickly" 


Consolidated  Capital 
407-447-3500  ext.  7123 


Business  Services 


FACTORY  SPACE 
AVAILABLE  IN  CHINA! 

Riverside  Business  Park 

Located  near  Oingdao,  China 
New  American  Style  Factory  Buildings 
Sale,  Lease,  Joint  Ventures,  Investors 

Integrity  Capital  Group,  Inc. 

www.icgonline.com.cn 

U.S.  contact: 

William  Hurley  678-297-2653 


Marketplace  Advertisers 


rhe  BusinessWeek  Marketplace... 
It  Works! 

Advertise  in  the  BusinessWeek  Marketplace 
and  reach  4.7  million  responsive  readers 

Reaching  more  business  professionals  than 
any  other  business  magazine 

can  31 2-464-0500  tor 

special  advertising  rates  and  value 

added  features,  or  email 

MMilfer@classifiedinc.com 

■or  customer  service/subscription  call  800-635-1200) 


Ergonomic  Seating 


Premium  Ergonomic 
Task  Seating 

Regular  $890 
Internet  $399 


Full  features, mesh 
back,  cradle 
lumbar  support 
Free  shipping  for  a 
limited  time. 


www.e-chairusa.com 


©-chairUSA  866-474-8748 


Real  Estate 


LOOKING  TO  OWN  LAND? 

Invest  in  one  of  the  last 

great  natural  resources  -  rural  land. 

For  your  free,  monthly 

Special  Land  Reports 

go  to: 

www.land-wanted.<om/bw 


Manufacturing  Services 


CHINA 
Manufacturing  Service 

Unbeatable  Price/Quality 

Inventory  Financing  Available 

New  Inventions  Welcome 

Tooling/Prototyping  at  Cost 

www.sunwheeldirect.com 

chang@sunwheeldirect.com 


Yacht  Charters 


Rent  A  Greek 
^Cruising  Palace 

And  sail 
among  the 
4,000  Greek 


Founded  In  1969  ] 


THBN  VOl   CAN  SELECTYOl  R  OWN 

ENVIRONMENT.  YOUR  OWN  SCENERY, 

YOUR  OW  N  ISLAND! 

c  "hart* r  j  '".tit  yachr.  motor  sajter  or  sailing 

\.-.v:ir  (rot  I  to  201 :  guests,  from  60  ■  i 

>:.Sih>  :.-  8200,01X1  per  dm  for  enrire  yacht 

\v:th,:>  full  >:v\\  I 
BonvVAlff^ACHTS.  agents  for  flu  la  grsi 
(Kt:  o\  crcwed  rat  hrs  tor  charter  -  Greece. 

IT  COSTS  NO  MORE  THAN  BEING 
ON  A  CRUISE  SHIP 

But 
•  inn  can  pl.ui  your  own  itinerary 

v\  i[h  VWirOWtl  OiptiUH 

•  Your  food  wiihuuir  own  chef 
•  i  our  drinks  «  it  It  \  our  own  >ti.-\\  ,u\\, 
ur  Leave  ic  up  to  them  to... pamper  uuu. 

\TALEF  YACHTS  LTD. 

InlrnULon.    ■!.  irfto  ":S  !  •  Rd.  Pi! 


Consulting  Services 


American  Diagnostic  Centers 


Net  annual  income  of  $500,000 

Own  and  operate  a  Medical  Diagnostic  Center  in 
your  area.  Business  Management  experience  is  a 
MUST.  $800,000  Cash  investment  required.  Can  reach 
profitability  in  6  months.  Partnerships  with  as  little 
as  $100,000  investment  are  also  available. 

866-862-1222 
info@americandiagnosticcenters.com 
www.americandiagnosticcenters.com 
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The  Hunt  for  Chinese  Talent 

GUANXI  (THE  ART  OF  RELATIONSHIPS)  Microsoft,  China,  and  Bill  Gates's  Plan  to  Win  the  Road  Ahead 

By  Robert  Buderi  and  Gregory  T.  Huang;  Simon  &  Schuster;  306pp;  $26 


Last  summer  a  Taiwanese-born  PhD 
named  Kai-Fu  Lee  was  at  the  center  of  an 
intense  battle  between  Microsoft  and  its 
latest  challenger  for  high-tech 
dominance,  Google.  Lee,  an  expert  in 
speech-recognition  technology,  had  been 
working  at  Microsoft  for  seven  years, 
recendy  in  Redmond,  Wash.,  and  before 

that  at  the  company's  China  research  lab  in 

Beijing,  which  he  founded  in  1998.  But  he  had 
become  increasingly  frustrated  by  what  he  n 

described  as  Microsoft's  "incompetence  in 
China"  and  last  July  abruptly  announced  that  he 
was  leaving  to  join  Google.  A  nasty  lawsuit 
followed  over  the  terms  of  a  noncompete 
agreement.  During  the  trial,  another  Microsoft 
defector  revealed  that  Microsoft  Chief  Executive 
Officer  Steve  Ballmer  had  vowed  to  "f— ing  kill 
Google."  Lee  ultimately  won  permission  to 
leave,  becoming  a  prime  example  of  the  recent 
talent  exodus  at  Microsoft. 

You  might  expect  that  a  new  book  in  which 
Lee  is  prominently  featured  and  extensively 
quoted  would  have  juicy  insights  into  that 
drama.  Alas,  the  flawed  Guanxi  (The  Art  of 
Relationships):  Microsoft,  China,  and  Bill  Gates's 
Plan  to  Win  the  Road  Ahead,  by  journalists  Robert  Buderi  and 
Gregory  T.  Huang,  has  little  to  say  about  this  key  moment  in 
the  Microsoft-Google  rivalry.  Indeed,  it  appears  Microsoft 
executives  weren't  the  only  ones  surprised  by  Lee's  departure: 
Although  Buderi  and  Huang  seem  to  have  spent  many  hours 
over  many  months  talking  with  Lee,  they  apparently  had  no 
inkling  of  his  dissatisfaction.  They  devote  one  late  chapter  to 
the  custody  battle.  But  it  feels  tacked  on,  almost  as  if  they 
realized  at  the  11th  hour  that  Lee  had  upended  the  whole 
premise  of  their  book,  which  tells  how  Microsoft  successfully 
built  its  Beijing  research  center. 

Microsoft  Research  Asia  was  only  the  second  center  for 
high-level  research  opened  by  the  company  outside  the  U.S. 
(The  first  was  in  Cambridge,  England.)  The  authors  argue 
persuasively  that  Microsoft's  Beijing  center  has  played  a 
central  role  in  developing  products  and  served  as  a  model  for 
the  company  as  it  expands  in  countries  such  as  India,  where 
Microsoft  opened  a  Beijing-like  research  center  last  year.  In 
setting  up  the  center  in  the  late  1990s,  long  before  most  other 
multinationals  had  started  to  take  China  seriously  as  a 
research  and  development  location,  Microsoft  was  a  pioneer 
in  recognizing  'the  imperative  of  looking  at  emerging  nations 
not  just  as  potential  markets  but  as  sources  of  talent." 


GUANXI 


,-hip 


Microsoft,  China,  and 

Bill  Gates's  Plan 
to  Win  the  Road  Ahead 

ROBERT BUDERI 
AND  GREGORY  T.HUANG 


Contrary  to  the  book's  subtitle,  though,  this  is  not  a  story 
about  Bill  Gates's  strategy  in  the  world's  largest  country,  an 
the  authors  spend  almost  no  time  discussing  Microsoft  isst 
beyond  the  lab.  For  example,  there's  very  little  about  proble 
with  China's  counterfeiters.  And  while  mentioning  a  botch 
Microsoft  pledge  to  invest  $100  million  in  the  country,  thej 
don't  offer  any  insights  into  what  went  wrong. 

Guanxi  is  at  its  best  when  it  describes  the  brilliant 
collection  of  experts  recruited  by  Lee,  such  as  multimedia 
whiz  Ya-Qin  Zhang.  (Buderi  and  Huang  use  the  Western 
convention  of  given  name  first,  family  name  last  for  most  c 
the  Chinese  in  the  book.)  A  former  child  prodigy  who  enter 
one  of  China's  top  universities  before  his  13 
birthday,  Zhang  took  over  as  director  in 
Beijing  in  2000  after  Lee  relocated  to 
Redmond.  Zhang  is  adept  at  wooing  Chine' 
officials.  For  instance,  he  scored  a  coup  wh 
he  won  permission  from  the  government  fc 
the  Beijing  lab  to  award  post-doctoral  degr 
a  first  for  a  foreign  company.  And  Zhang 
boasts  about  his  ability  to  cut  through  red  i 
by  making  one  phone  call  to  the  vice-mayo 
"Problem  solved,"  Zhang  tells  the  authors. 
Buderi  and  Huang  also  profile  Jian  Wan 
an  engineering  psychologist  who  at  first  w 
reluctant  to  give  up  his  position  as  a  profes 
at  Zhejiang  University  but  went  on  to  lead 
team  that  developed  the  handwriting- 
recognition  software  used  in  Microsoft's  T 
PCs.  Wang,  who  has  come  u 
with  a  "universal  pen"  that 
instantly  take  writing  from 
piece  of  paper  and  put  it  on 
computer  screen,  also  creat 
Thought  Explorer,  a  compu 
interface  custom-made  for 
Gates  that  the  chairman  us' 
during  Think  Week,  his  sen 
annual  retreat. 

Yet  as  fascinating  as  thej 

characters  are,  the  book  su 

from  its  almost  exclusive 
reliance  on  them  for  its 
information— and  its  numerous  boosterish  quotes. 
Significantly,  we  don't  hear  from  many  Chinese  officials, 
though  one  of  Buderi  and  Huang's  themes  is  the  import; 
of  building  relationships,  or  guanxi,  with  government  le; 
For  all  its  shortcomings,  though,  Guanxi  does  show  ti 
importance  that  China  has  for  American  high-tech 
companies.  With  Kai-Fu  Lee  now  back  in  Beijing  to  laur 
another  R&D  center,  this  time  for  his  new  company,  the 
competition  for  Chinese  talent  is  only  going  to  get  rougl 

-By  Bruce  Ei 


Microsoft  was 
a  pioneer  at 
recruiting 
expertise  from 
emeiging 
nations 


HE  GOT  THE  WORLD  HOOKED  ON  FISH!, 
NOW  HARRY  PAUL  WANTS  YOU  TO  GET... 
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'VI/V  EXCITING  NEW  APPROACH  TO  ENERGIZING  AND  MOTIVATING  PEOPLE. 

READ  II  ENJOY,  AND  APPLY!" 
—Ken  Blanchard,  Bestselling  coauthor  of  The  One  Minute  Manager 

"A  MUST  READ!  RECAPTURE  YOUR  CARING,  COMPASSIONATE  HUGGING'  SELF 

AND  SHARE  THE  STORY  OF  REVVED!" 
—Jack  Mitchell,  Bestselling  Author  of  Hug  Your  Customers 


Learn  more. 


Do  more. 


Ik  purchases,  contact  Kristen  McGowan  at  (212)  904-5437  or  kristen_mcgowan@mcgraw-hill.com  REVVEDB00K.COM 


I  IdeasOutsideShot 


BY  HENRY  S.GIVRAY 


Leadership  Lessons  from  Mom 

Another  Mother's  Day  is  here,  and  I  can't  help  but  reflect  upon  how  much 
my  mom  has  been  a  source  for  my  leadership  growth  over  the  years.  From 
that  statement  you  might  conclude  that  she  has  held  a  formal  leadership 
position  or  a  management  job.  Nothing  could  be  further  from  the  truth.  J 
My  mom,  Stavroula  Givray,  rigorously  studied  music  while  growing  up  in 


Greece  and  was  on  track  to  become  a  concert  pianist  when 
she  graduated  from  the  National  Conservatory  of  Music  in 
Athens.  But  at  age  22,  she  married  my  dad  and  over  the  next 
two  years  gave  birth  to  my  brother  and  me.  At  that  point,  she 
put  on  hold  her  lifelong  dream  of  a  career  in  music  to  raise 
her  two  sons. 

Mom  was  31,  and  I  was  6  when  my  family 
immigrated  to  the  U.S.  in  I960.  She  didn't 
speak  a  word  of  English.  To  help  support  the 
family,  she  leveraged  the  sewing  skills  she  had 
developed  as  a  child  and  began  doing  custom 
seamstress  work.  For  15  years  she  delivered 
high-quality,  creative  solutions  to  what  were 
often  challenging  and  seemingly  impossible 
sewing  tasks.  Then  in  1976,  Mom  began 
teaching  piano.  Demand  for  her  instruction 
grew  quickly  as  word  spread  of  her  special 
ability  to  motivate  and  inspire  children. 

Today,  Mom  is  a  nationally  recognized 
piano  teacher  whose  students  consistently 
take  top  honors  in  regional  and  national 
competitions.  She  has  accomplished  all  of  this 
while  facing  diabetes  and  high  blood  pressure 
for  most  of  her  adult  life,  and  she  successfully 
battled  advanced-stage  breast  cancer. 

I've  often  thought  about  Mom's  instinctive 
actions  and  the  leadership  lessons  she 
unknowingly  imparted  to  me.  To  this  day, 
when  I  tell  her  this  she  looks  at  me  with 
surprise.  Here  are  three  of  those  lessons: 

OFFER  HOPE.  When  I  was  15, 1  was  diagnosed  with  cancer. 
Doctors  said  there  was  little  chance  I  would  survive  beyond 
nine  months.  My  father  and  brother  could  barely  contain 
their  despair  and  would  often  cry  in  front  of  me.  But  my 
mom,  always  smiling  and  in  good  cheer,  would  continually 
reference  the  future.  Seeing  my  mom  "up"  bolstered  my 
spirits  and  gave  me  hope  and  strength.  Without  a  doubt, 
Mom's  abiding  optimism  had  a  profound  impact  on  my 
recovery.  Years  later  I  found  out  that  late  at  night  she  would 

Views  expressed  in  Outside  Shot  are  solely  those  of  contributors. 
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go  somewhere  in  the  house,  and— with  a  picture  of  her 
mother  by  her  side— break  down  and  weep  uncontrollably. 
Reflecting  on  Mom's  actions  when  I  was  ill,  I  learned  that 
during  trying  times  a  leader's  optimism  and  courage  lift 
spirits,  give  hope,  and  build  strength  in  others. 

HEAR  THE  UNHEARD.  When  I  was  growing  up,  my  mom 

always  had  an  uncanny  ability  to  listen  dee]. 
not  only  to  what  my  brother  and  I  would  te 
her  but  also  to  what  we  weren't  saying.  As  i 
result,  she  was  able  to  be  proactively 
responsive  and  attentive  to  our  needs.  A  les; 
who  hears  concerns  and  hopes  left  unsaid 
inspires  trust  and  confidence  and  is  able  to 
meet  people's  true  needs. 

CELEBRATE  SMALL  WINS.  When  I  became 
captain  of  the  safety  patrols  in  sixth  grade, 
Mom  celebrated  as  if  I  had  become  Preside 
of  the  United  States.  When  I  placed  fifth  in 
state  track  and  field  event  in  eighth  grade, 
celebrated  as  if  I  had  won  an  Olympic  golc 
medal.  My  mom  instinctively  knew  that  bj 
celebrating  small  achievements,  she  was 
building  confidence,  self-esteem,  and  the 
courage  to  take  risks.  She  never  falsely  bui 
me  up  by  inventing  or  exaggerating 
achievements,  but  she  always  encouraged  the  positive.  Mi 
taught  me  that  celebrating  small  wins  emboldens  you  to 
achieve  big  ones.  Likewise,  through  celebratory  events  an 
positive  reinforcement,  leaders  build  confidence,  spotligh 
desired  outcomes,  and  help  others  envision  whaf  s  possib 
In  my  judgment,  my  mom's  greatest  achievement  is  th 
lasting  influence  she  has  had  on  others.  Her  selfless  devol 
boundless  patience,  gentle  guidance,  unfaltering  values, ; 
unconditional  love  have  taught,  influenced,  comforted, 
healed,  and  strengthened  so  many  people.  In  the  end,  isn 
making  an  enduring  difference  in  the  lives  of  people  by 
inspiring  and  enabling  them  to  do  great  work  and  reach 
utmost  potential  what  leadership  is  all  about?  ■ 

Henry  S.  Givray  is  chairman  and  ceo  ofSmithBucklin  Coi 
the  world's  largest  association  management  company. 
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STANDARD  &  POORS  INSURANCE  CONFERENCE 


Insurance  2006: 
Rethinking  Risk 

Standard  &:  Poor's  22nd  Annual  Insurance  Conference  will  delve  into 
the  strategies  industry  leaders  are  developing  and  implementing  to 
deal  with  risks  and  capitalize  on  opportunities  in  today's  market. 

This  interactive,  multitrack  program  for  Insurance  Executives  and 
Investment/Credit  Professionals  will  feature: 

•  Sector  reviews  and  outlooks 

•  Industry  perspectives  from  Wall  Street 

•  Hot  topic  panels  and  roundtable  discussions 

•  Criteria  and  ratings  methodology 

12  CPE  credits  will  be  awarded  to  interested  attendees  completing  this  program. 


INVITED  SPEAKERS  INCLUDE: 

MARTIN  J.  SULLIVAN 

PRESIDENT  AND  CEO 

AMERICAN  INTERNATIONAL  GROUP,  INC. 

C0NSTANTINEI0RDAN0U 

PRESIDENT  AND  CEO 
ARCH  CAPITAL  GROUP  LTD. 

CHRISTOPHER  C0N0R0N 
PRESIDENT  AND  CEO 
AXA  FINANCIAL,  INC. 

MICHAEL  D.FRAZIER 

CHAIRMAN,  PRESIDENT,  AND  CEO 

GENWORTH  FINANCIAL 

EDMUND  F.  KELLY 

CHAIRMAN,  PRESIDENT,  AND  CEO 

LIBERTY  MUTUAL  GROUP,  INC. 

JOHN  D.JOHNS 
CHAIRMAN,  PRESIDENT,  AND  CEO 
PROTECTIVE  LIFE  CORPORATION 


Sponsored  in  part  by: 


BusinessWeek 


EDWARD  J.  N00NAN 

CHAIRMAN  AND  CEO 

VALIDUS  RE 

BRIAN  O'HARA 

PRESIDENT  AND  CEO 

XL  CAPITAL  LTD. 


I  Please  visit  www.events.standardandpoors.com/insurance  for  more  information        STANDARD 


and  to  register,  or  call  212.438.2800. 
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www.standardandpoors.com 


Analytic  services  provided  by  Standard  &  Poor's  Ratings  Services  ("Ratings  Services")  are  the  result  of  separate  activities  designed  to  preserve  the  independ- 
ence and  objectivity  of  ratings  opinions.  Credit  ratings  issued  by  Ratings  Services  are  solely  statements  of  opinion  and  not  statements  of  fact  or  recommen- 
I  j  dations  to  purchase,  hold,  or  sell  any  securities  or  make  any  other  investment  decisions.  Accordingly,  any  user  of  credit  ratings  issued  by  Ratings  Services 
should  not  relv  on  any  such  ratings  or  other  opinion  issued  by  Ratings  Services  in  making  any  investment  decision.  Ratings  are  based  on  information  received 
by  Ratings  Services.  Other  divisions  of  Standard  &C  Poor's  may  have  information  that  is  not  available  to  Ratings  Services.  Standard  &C  Poor's  has  established 
policies  and  procedures  to  maintain  the  confidentiality  of  non-public  information  received  during  the  ratings  process. 


IdeasTheWelchWay 


BY  JACK  AND  SUZY  WELCH 


Is  China  for  Everyone? 


We  are  a  successful  Canadian  company  whose  two  main 
competitors  just  moved  aggressively  into  China.  We  know 
they're  losing  money  there.  But  still  I  worry  that  we're  making  a 
mistake  by  staying  local. 

-Ji  Chen,  London,  Ont. 

Actually,  don't  just  worry.  Be  afraid.  Be  very  afraid. 

In  a  global  economy,  scale  is  a  competitive  weapon  you 
cannot  ignore.  And  with  China's  vast  markets,  low-cost 
manufacturing,  and  increasingly  strong  technical  talent,  scale 
is  what  it  can  give  you.  No  wonder  companies  from  around 
the  world  are  tripping  over  themselves  to  get  a  foothold  there. 

It  is  also  no  surprise  that  your  competitors  are  not  yet 
profitable  in  China.  Most  foreign  companies  haven't  figured 
out  how  to  take  the  pain  out  of  entering  the  mainland. 
Regardless,  even  if  your  competitors  appear  to  be  in  that 
category,  remain  paranoid. 
Because  if  they  eventually  do 
find  a  way  to  take  advantage  of 
China's  opportunities,  they 
could  leap  into  another 
competitive  league,  leaving  you 
far  behind. 

Our  first  advice  is  this: 
Channel  the  energy  you  spend 
worrying  into  addressing  hard 
questions  about  why  your 
competitors  have  gone  to 
China.  What  exactly  do  they 
see?  Is  it  just  the  huge  market? 
Or  do  they  have  a  unique 
product  or  service  offering  the 

Chinese  will  jump  at?  Is  it  a  manufacturing-cost  edge?  Or  is  it 
a  low-cost,  low-investment  process  that  will  alter  the  game?  Is 
it  access  to  new  technologies  that  might  change  your  product's 
functionality  or  design  appeal?  Is  it  potential  partnerships 
with  Asian  companies  that  will,  in  time,  send  imports  of  your 
product  back  to  Canada  and  the  rest  of  the  world? 

Throughout  this  soul-searching  process,  your  operating 
assumption  must  be  that  your  competitors  know  something 
about  China's  upside  that  your  company  does  not.  Even 
though  that  may  not  end  up  being  true. 

China  is  littered  with  the  wrecks  of  companies  that  went  to 
China...just  to  go  to  China.  They  went,  for  instance,  because 
their  two  main  competitors  had  gone,  and  someone  in  the 
organization  (like  you,  perhaps)  couldn't  get  a  good  night's 
sleep  because  of  it.  They  went  because  the  China-or-bust 
mantra  is  invoked  everywhere  these  days,  from  B-school 
classrooms  to  boardrooms,  all  duly  reported  in  the  media. 

108  I  BusinessWeek  I  May  22,  2006 
*•—"■——"* — ■ 


Be  paranoid: 
Assume  your 
rivals  know 
something 
about  China's 
upside  that 
you  don't 


They  went  because  there  is  a  pervasive  sense  that  everyone  i 
going.  None  of  these  are  good  reasons. 

Yes,  the  allure  of  China's  scale  is  enormous,  and  the 
competitive  power  of  scale  is  real.  But  there  is  no  point  in 
going  to  China  if  you  don't  know  how  scale  is  going  to  make 
your  company  better,  more  productive,  and  more  profitable. 
In  that  way,  the  decision  to  go  to  China  is  just  like  the 
decision  to  enter  any  new  market— be  it  on  the  other  side  of 
state  line  or  the  other  side  of  an  ocean.  It  has  to  make 
strategic  and  financial  sense.  Maybe  not  immediately,  but  in 
reasonable  amount  of  time. 

So,  yes,  worry.  In  fact,  assume  your  competitors  have 
figured  out  how  China's  scale  will  improve  their  market 
position  and  economics.  Then  take  your  fear  and  use  it  to 
start  a  conversation  about  why  your  company  hasn't  figurec 
out  its  China  advantage. 

Maybe  there  isn't  one.  Not  every  company  has  to  go  to 
China.  But  most  do— and  should.  As  long  as  they  know  wh;i 

I'm  a  recent  MBA  who  was  just  made  a  manager.  I  believe  in 
using  candor,  but  I'm  afraid  to,  since  most  of  my  direct  report 
are  twice  my  age. 

-Eric  Tishaw,  Huntsville,  J 


You  may  feel  squeamish  using  candor  with  people  who  look  | 
your  parents,  but  rest  assured  that  "old  people"  hate  jarj  )j 
ambiguity,  and  double-talk  just  as  much  as  you  do.  Having  I 
fered  through  it  at  work  for  decades,  they  will  most  likely 
plaud  your  efforts  to  be  straight,  after  the  shock  wears  off. 

Shock,  because  there  will  be  a  rough  period  of  adjustme 
when  you  start  talking  directly  and  honestly  about 
performance  and  results.  Most  people,  no  matter  what  the< 
age,  just  aren't  accustomed  to  it. 

Use  it  anyway.  In  the  end,  candor  always  works  and  ma  i 
work  better.  Once  you  dispense  with  mixed  messages  and 
phony  performance  reviews,  a  team  never  fails  to  become 
faster,  more  creative,  and  more  energetic. 

And  frankly,  candor  is  your  job.  In  fact,  as  a  manager,  it 
your  obligation  to  let  the  people  who  work  for  you  know 
exactly  where  they  stand.  That's  how  you  build  the  best 
team— and  win. 

So  don't  hold  back.  Some  old  folks  might  object  at  first 
the  good  ones  have  been  waiting  longer  than  you  think  fc 
straight  talk  to  arrive. 


Jack  and  Suzy  Welch  look  forward  to  answering  your  questions  i 
business,  company,  or  career  challenges.  Please  e-mail  them  at 
thewelchway@businessweek.com.  For  their podcast  discust 
of  this  column,  go  to  www.businessweek.com/search/podcasting 
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nVHAT  S  YOUR  REQUEST?  Do  you  want  to  chat  up  old  friends  and  current 
business  associates  every  day?  Or  do  you  want  to  leisurely  surf  the  web  looking  for  the  next  big  thing  all 
night?  We'd  like  to  hear  about  it.  Join  Wyndham's  free  ByRequest  program  and  enjoy  extras  like  free  long 
distance  and  Internet  access  when  you're  traveling  on  business.  Call  us  or  your  travel  planner  for  details. 
1.800.WYNDHAM  www.wjmdham.com 
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In  the  beginning,  it  was  magic. 

Magazines  proclaimed  a  "personal  computing  revolution."  And  it  was,  for  a  while. 

But  soon  the  word  "revolution"  got  dropped  from  "personal  computing  revolution." 
"Personal"  vanished  from  "personal  computer."  And  both  words  disappeared  into  "PC." 

PC.  A  boring  box,  sold  on  speeds  and  feeds  and  gigabytes. 

Still,  there  is  hardly  anything  you  own  that  is  more  personal. 

Your  personal  computer  is  your  backup  brain.  It's  your  life  and  the  life  of  your  business. 
It's  your  astonishing  strategy,  staggering  proposal,  dazzling  calculation.  It's  your 
autobiography,  written  in  thousands  of  daily  words. 

Today  HP  is  making  the  entire  experience  of  owning  a  computer  more  personal  than 
ever  before.  We  are  designing  products  that  offer  you  ever  greater  power,  simplicity 
and  security;  all  backed  by  a  one-year  limited  warranty,  the  industry's  best.  And  we 
offer  HP  Total  Care— expert  services  for  every  stage  of  your  computer's  life,  to  help 
you  configure  it,  protect  it,  tune  it  up,  even  recycle  it. 

Because  when  you  own  a  personal  computer  from  HP,  you  own  something  more: 
the  right  to  demand  that  the  personal  computer  will  finally  live  up  to  its  name. 
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Medical  Guesswork 

om  heart  surgery  to  prostate  care,  the  medical  industry 
knows  little  about  which  treatments  really  work 
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NOVATION 


Less  than  a  year  ago,  Ford  Motor  Company 
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REDEDICATED  ITSELF  TO  AMERICAN  INNOVATION.  AND 


BY  DELIVERING  TRULY  INNOVATIVE  PRODUCTS  — MORE 
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FUEL-EFFICIENT,  SAFER  FOR  FAMILIES 


AND  STYLISH  IN  DESIGN— WE  RE 
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DOING  JUST  THAT. 


Bill  Ford,  Chairman  and 
Ford  Motor  Company 


SH! 


Ford  Motor  Company  has  over 

1.5  million  ethanol-capable  and 

hybrid  vehicles  on  the  road  today, 

as  well  as  12  vehicles  that  get  at 

least  30  miles  to  the  gallon. 


Ford  and  Volvo  safety  engineers 

are  working  together  on 

innovations  to  make  our  vehicles 

even  safer  and  help  save  lives. 
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Time  Magazine  recently  wrote, 
"Ford's  design  team  is  stacked 
with  talent  apd  has  only 
gotten  stronger...." 
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Driving  American  Innovation 
ford.com/innovatioh 


THE  BENEFITS  OF  CARING™  brought  to  you  by  CIGNA® 

A  REWIRED  BRAIN 

MANY  NOW  SEE  ADDICTION  AS  A  CHRONIC  BRAIN  DISEASE 
THAT  REQUIRES  NEW  APPROACHES  TO  TREATMENT. 


Special  Advertising  Feature 


Robert  Malenka  only  smoked  for  a 
month  and  that  was  back  when  he  was  20 
years  old.  Yet  that  brief  experience  was 
enough  to  rewire  his  brain  so  that  if  he 
walks  into  a  Parisian  cafe  today,  he  sud- 
denly finds  himself  craving  a  cigarette.  "I 
remember  the  times  I  used  to  sit  there, 
drink  coffee  and  smoke  cigarettes,"  he  says. 

Back  then,  addiction  to  nicotine  was 
seen  as  a  bad  habit.  Today,  addiction — 
whether  to  cigarettes,  alcohol,  heroin  or 
gambling — is  recognized  as  a  negative 
form  of  memory  and  learning.  According 
to  Malenka,  a  Stanford  University 
professor  specializing  in  brain  cell  com- 
munication, this  change  in  perception  is 
opening  the  door  to  new  approaches  for 
treating  addiction. 

The  shift  has  broad  implications  in  a 
society  where  addiction  takes  a  terrible 
toll.  According  to  a  2004  article  in  the 
Journal  of  the  American  Medical  Association, 
alcohol  consumption  and  illicit  drug 
use  caused  more  than  100,000  deaths  in 
the  year  2000.  The  U.S.  Department  of 
Labor  estimates  that  lost  productivity  due 
to  alcohol  and  drug  abuse  costs  businesses 
roughly  $81  billion  a  year.  And  there's  no 
way  to  put  a  price  tag  on  the  emotional, 
physical  and  psychological  toll  that 
addiction  takes  on  individual  addicts  and 
their  families. 

What's  transforming  treatment  today  is 
a  growing  understanding  of  addiction  as  a 
brain  disease.  Researchers  now  know  that 
it  develops  when  an  addicting  substance 
or  behavior  corrupts  the  brains  reward 
circuitry,  creating  powerful  cravings  that 
the  individual  cannot  ignore.  Cutting-edge 
imaging  technologies  can  pinpoint  the 
brain  changes  that  occur  when  cravings  are 
triggered,  whether  the  trigger  is  holding  a 
martini  glass,  hearing  music  associated  with 
an  earlier  drug  experience  or — as  in 
Malenka's  case — visiting  a  Paris  cafe. 

It's  the  impact  of  these  powerful  triggers 
on  the  rewired  brain  that  makes  addiction 
so  tough  to  cure.  "It  is  not  hard  to  get  an 
addict  into  treatment,"  Malenka  explains. 
"But  the  rate  of  relapse  is  very  high." 


That's  why  the  experts  increasingly 
view  addiction  as  a  chronic  disease  much 
like  diabetes,  heart  disease  or  even  cancer. 
Explored  in  an  article  published  in  the 
Journal  of  the  American  Medical  Association 
in  2000,  the  idea  of  addiction  as  a 
chronic  disease  prompted  an  outpouring 
of  criticism  from  those  who  saw  the  article 
as  an  excuse  for  addicts.  Over  the  past 
few  years,  however,  there  has  been  grow- 
ing support  for  this  approach. 

Addicts  clearly  play  a  part  in  their 
own  illness,  says  article  author  A.Thomas 
McClellan,  executive  director  of  the 
Treatment  Research  Institute  in  Phila- 
delphia. But  then  again,  so  do  those 
whose  unhealthy  behaviors  like  smoking, 
poor  diet  and  lack  of  exercise  have 
contributed  to  their  lung  cancer,  diabetes 
and  heart  disease. 

Embrace  the  idea  of  addiction  as  a 
chronic  disease,  and  new  treatment 
approaches  become  possible.  "Just  imagine 
treating  diabetes  for  28  days,"  says 
McLellan,  noting  that  the  standard  treat- 
ment for  addiction  is  still  a  28-day  stint  in 
a  rehab  facility,  often  with  no  follow-up 
therapy.  Instead,  McClellan  talks  about 
the  need  for  continuing  care,  behavioral 


Medical  School,  noting  that  the  percent- 
age is  about  the  same  as  for  depression. 
"But  we  don't  yet  know  which  gen 
contribute  to  that  risk." 

There  are  some  intriguing  parallels 
with  depression.  Long  viewed  as  a  psy- 
chological weakness,  depression  is  now 
also  recognized  as  a  disease  caused  by 
complex  chemical  reactions  in  the  brain. 
"What  changed  things  in  depression 
was  the  introduction  of  effective  and 
depressants,"  says  Mark  Bear,  a  professor  ai 
MIT's  Picower  Institute  for  Learning  an 
Memory.  People  stopped  assessing  blame 
once  the  condition  could  be  improved 
with  a  pill,  he  says.  "With  addiction,  the 
treatment  options  are  more  limited." 

Addiction  treatment  draws  on  a  much  | 
smaller  and  less  effective  medicine  chest. 
Pharmaceuticals    now    in    use    include 
naltrexone,  which  reduces  the  "reward'1 1 
produced    by    alcohol    use,   disulfiram.l 
which  changes  the  metabolism  of  alcohol  i 
so   that   drinking  produces   nausea   and! 
vomiting,   and    buprenorphine,   which! 
mimics  heroin  but  is  less  likely  to  bel 
abused.  Some  of  these  drugs  are  restricted, 
others  can  have  nasty  side  effects  and  all  1 
need  to  be  used  with  care. 


a 


Just  imagine  treating  diabetes  for  28  days,"  says 
McLellan,  noting  that  the  standard  treatment  for 
addiction  is  still  a  28-day  stint  in  a  rehab 
facility,  often  with  no  follow-up  therapy.  J  J 


forms    of    intervention    and    use    of 
telephone-based  counseling. 

Genetic  research  may  one  day  allow 
doctors  to  identify  people  at  risk  for 
addiction,  providing  the  opportunity  for 
intervention  before  an  individual  ever 
tries  alcohol,  nicotine  or  cocaine.  Already 
it  is  clear  that  some  people's  genetic 
makeup  leaves  them  vulnerable  to  addic- 
tion. "About  50%  of  the  risk  for  addiction 
is  genetic,"  explains  Eric  J.  Nesder,  professor 
and  chairman  of  psychiatry  at  the 
University   of  Texas'  Southwestern 


"As  pharmacotherapy  gets  better,  more 
people  will  seek  help,"  predicts  Jeffrey 
Samet,  chief  of  general  internal  medicine 
at  Boston  University  School  of  Medicine. 
Some  drugs,  he  says,  are  just  now  being 
made  available  through  primary-care 
doctors.  With  more  pharmaceuticals  now 
being  developed,  he  is  hopeful  that  these 
front-line  physicians  will  increasingly  be 
involved  in  the  task  of  treating  addiction 
just  as  they  now  treat  depression.  "For  a 
lot  of  people  that  could  be  a  gateway 
to  treatment." 
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Some  employees  are  more  productive  than  others.  But  for  those  abusing 
substances,  it's  as  though  they  "re  not  even  there  at  all.  In  fact,  according 
to  the  Center  for  Substance  Abuse  and  Prevention,  drug  abuse  costs 
corporate  America  $85  billion  annually.  That's  why  CIGNA  and  the 
Picower  Institute  for  Learning  and  Memory  at  MIT  have  joined  forces  to 
investigate  the  connection  between  the  brain  and  addictive  behavior.  In 
addition,  CIGNA  is  working  with  pharmacy  plans  to  help  members  who 
nun  show  signs  of  developing  narcotic  abuse.  For  those  already  battling 

Coaching  Program  offers  accessible  behavioral 
or  your  company,  CIGNA  is  here  to  help. 
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istered  service  mark,  licensed  for  use  by  operating  subsidiaries  of  CIGNA  Corporation, 
vices  are  provided  exclusively  by  operating  subsidiaries,  including  CIGNA  Behavioral  Health,  Inc., 
.A  Corporation. 


CIGNA 


ammm^ 


ottlenecks 


>v 


4  J*    4 


:    .  ■■''.■"■'..'  ".'    ;      ■'•■'  '•'!  ;    - 


into  The  Power  of  Knowledge  Engineering.  Visit  us  at  www.skf.com/knowU 
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Our  knowledge  helps  industries  run  their  production  more  effectively. 
Through  a  maintenance  service  contract  that  covered  bearings,  seals, 
lubrication  and  monitoring  systems  we  helped  one  customer  increase 
production  by  a  powerful  30%! 

fhe  environment  was  also  impressive.  Compressor 
.  iduced  and  oil  consumption  cut  by  almost. 
one-fifth. 

niy  sharing  our  experience,  expertise,  and  creativity,  industries  can 


rtential. 


Challenge  our  specialist 


The  Power  of  Knowledge  Engineering 


BusinessWeek 


WHERE  DOES  IT  HU 

Unproven  treatments  are 
wasting  resources  and 
putting  patients  at  risk. 
Why  a  dose  of  science  is 
urgently  needed 


May  29, 2006 


Cover  Story 

72  Medical  Guesswork 

America's  high-tech 
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doctors  concede  that  the 
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effectiveness  of  most  of  tr 
treatments  they  offer 
cannot  be  demonstrated. 
That  leaves  patients  at  th 
mercy  of  often  wildly 
variable  clinical  judgment 
concerning  heart  disease 
prostate  and  breast  cancel 
diabetes....  Enter  surgeon 
economist  Dr.  David  Edd 
leader  of  a  reform 
movement  called 
"evidence-based  medicin 
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When  it  came  to  our  tasting  of  "white 
goods,"  the  superpremiums  ruled  the 
day.  Here,  our  top  three  in  each 
category,  plus  our  tasters'  comments: 

LIQUOR  BRAND/PRICE*     OUR  AWARD 


TOP  3  GINS 


AHendrick's 

$30/750ml 


Tanqueray  No. 

Ten  $26/750ml 


Smoothest 


Juniper  Green 
I     Organic 
1     $26.50/750ml 


Best 
Presentation 


JIENDRICK'S; 

A  Most  Unusual  Gin 

HENDRICKSGIN.COM 


What's  Hot  This  Week  At 

BusinessWeek.com 

Updated  every  business  day.  BusinessWeek  magazine  is  available  online  free  to 
subscribers:  Go  to  www.businessweek.com  and  follow  instructions  to  register. 


Where  the  Heck  Is...? 

That  data  on  last  month's  sales.. .the  spreadsheet  you  spent  a 
week  updating.. .the  presentation  you're  delivering  in  Tampa 
tomorrow— they're  all  part  of  the  growing  stockpile  of 
information  tucked  away  in  corporate  computing  systems.  But 
finding  that  data  is  getting  harder  and  taking  a  lot  more  time.  I 
only  it  were  as  easy  as  a  Google  search.  Our  special  report, 
Executive  Guide  to  Search,  explains  what  companies  are  doing  to 
simplify  the  process.  Learn  how  a  small  team  inside  Google  is 
forging  partnerships  that  could  translate  the  company's  succes 
in  consumer  search  into  a  product  that  works  for  corporations. 
Take  a  closer  look  at  some  of  the  innovative  technology  that 
helps  businesses  analyze  data  in  real  time,  and  see  why  business 
intelligence  software  actually  is  making  IT  departments  smarter. 
Which  companies  provide  the  most  advanced  enterprise  searcl 
engines?  Each  year  the  Software  Information  Industry  Assn. 
hands  out  an  award  in  that  very  category.  We  profile  the  outfits 
that  made  the  final  cut.  Oracle  Chief  Executive  Larry  Ellison  wants  t 
leave  them  all  in  the  dust.  See  why  he's  calling  Oracle's  new 
search  software  "one  of  our  biggest  products  in  years."  For  all 
this  and  more  check  out  www.businessweek.com/go/06search 


BusinessWeek  weekend 


Grab  Your  TV  Clicker  This  Weekend  for: 

I  Avoiding  Cybercrime  I  Premium  Tequilas 
Check  your  local  TV  listings  for  program  dates  and  times.  For  video  clips  go  to  www.businessweekweekend.com 
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•shiba  recommends  Windows B  XP  Media  Center  Edition. 


intel) 


Cent  rind  ^, 

Duo 


Innovation  isn't  about  the  next  big  thing, 

it's  about  you. 


What  could  you  do  with  a  new  Qosmio    G35 
featuring  integrated  HD  DVD  technology? 

At  Toshiba,  our  notebooks  are  des  gned  to  help  you 


do  "  Dre  see 


;ar  r--'orh  and  have  more  fur 


We  know  you'll  enjoy  the  new  Qosmiorf/  G35.  It's 
our  most  feature-rich  multimedia  notebook  —  and 
-  e  first  notebook  in  the  world  with  an  integrated  HD 
ROM  dr  /e.1  It's  powered  by  the  etest  Intel* 
Centrino*  Duo  Mobile  Technology  ana  genuine 
Microsoft*  Windows*  XP  Media  Center  Edition 
2005.  And  it  also  includes  a  built-in  T  /  t$er?  DVR. 
1-bit  digital  amplifier  and  the  ^resolution 

Toshiba  screen,  ever,  it's  a  portable  powerhouse, 
designed  to  open  up  a  whole  new  word  of 
entertainment  oossibilities.  And  those  are  uo  to  you. 


Possibilities;- ;/  jt -i-U: ■■:■.. 
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G35.toshiba.com 
1.800.TOSHIBA 


■ 

■     ■  ■ 


*W5 


^^j^aj^j*   ••'•• 


-  Screer  rmaga^  i 

i 
■ 


-m^mw   J  wi**  Jr^ 

1       II       I      .1       1 

Grow  Faster. 
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www.dnb.com/growth 


With  Dun  &  Bradstreet,  you  can  be  sure  you 
have  the  solutions  you  need  to  acquire  and 
retain  new  customers  and  grow  your  business 
with  existing  ones. 

D&B*  Sales  &  Marketing  Solutions,  powered 
by  our  exclusive  DUNSRight"  Quality  Process, 
provide  deeper  and  broader  customer  and 
prospect  information  for  decision-ready 
insight  you  can  trust. 

Confident  Growth. 
That's  D&B  Sure. 


Decide  with  Confiden 


Front 


"You  don't  have  to  prove 
people  got  together  in 
a  smoke-filled  room .... 
This  isn't  Hollywood." 

-Kathryn  Ruemmler,  prosecutor,  explaining 
the  case  against  Enron's  Kenneth 
Lay  and  Jeffrey  Skilling,  as 
reported  in  The  New  York  Times 


ORK  LIFE 

HAT  DO 
EN  WANT?  A 
1ERM0STAT 


IUILO  a  better  work  space, 
suit  the  worker  bees.  In  a 
conducted  by  Knoll,  a 
lishings  maker,  and 
larch  firm  DYG,  850 
kers  at  companies  with 
or  more  employees  were 
:d  what  surroundings 
le  them  productive.  Some 
j  said  they  work  best  in 
ate  offices.  The  rest 
'er  collaborative  spaces 


(16%),  their  homes  (18%),  or 
other  sites  outside  the  office 
(22%).  Some  40%  of  Gen  Y 
workers,  aged  18  to  29,  said 
they  like  open  office  plans. 
(Just  18%  said  they  would 

choose  cubicle-like 
stations  with 
panels  for  privacy.) 
"Young  people 
are  saying  this  is 
how  we  expect  and 
want  to  work," 
says  Christine 
Barber,  Knoll's 
director  of  work- 
place research. 
"That' s  driving  a  trend 
toward  more  creative,  inter- 
active work  environments." 
Then  there's  what  might 
be  called  the  thermostat 
factor.  Women  listed  eight 
attributes  as  having  a  "high 
impact"  on  productivity, 
including  privacy,  natural 
light,  and  the  option  of 
personalizing  a  space.  Men 
named  just  one:  the  ability  to 
control  the  air  conditioning 
or  heat. 

-Elizabeth  Woyke 


C-SUITE 


THE  BIG  PICTURE 

REASONS  FOR  RAISES  What's  the 

determining  factor  in  granting  salary 
increases?  A  recent  study  shows  that 
managers  and  workers  disagree  on 
the  answer: 


Employees  who 
do  a  better  job  get  paid  more 


My  last  raise  was  based 
on  performance 


AGREE 


AGREE 


IAHAGERS 

48% 


MANAGERS 

46% 


NON-MANAGERS 
29% 


Transforming  Pay  Plans."  a  Hudson  survey  of  10.000  employees.  Mar  20-26. 2006 


CFOs  Sing  the 
SarbOx  Blues 


SARBANES-OXLEY  swells  the  workload  of  many  a  chief  financial 
officer.  The  stacks  of  documents  needing  certification,  the 
extra  sessions  with  board  members— they  tend  to  crowd  out 
the  strategic  (and  creative)  parts  of  the  job.  And  now  SarbOx 
may  be  denying  CFOs  the  corner  office  as  well. 

A  study  by  executive  search  firm  Russell  Reynolds  Associates 
shows  that  last  year  the  share  of  CFO  job  turnover  due  to 
promotions  to  CEO  sank  to  just  19%  of  all  CFO  churn,  down 
from  30%  in  2004  and  27%  in  2003.  One  reason  for  2005's 
lower  number:  resignations,  which  accounted  for  32%  of  all 
CFO  turnover.  "What  we're  hearing  is:  'I  want  out,' "  says 
Lorraine  Hack,  a  member  of  Russell  Reynolds'  financial 
officers'  practice.  And  more  boards  are  keeping  their  financial 
whizzes  in  place.  "You  become  more  hesitant  to  move  them  if 
you've  got  a  good  player,"  she  says. 

But  take  heart,  CFOs.  Hack  believes  the  trap  is  temporary.  As 
other  finance  managers  gain  SarbOx  acumen,  more  will  pass 
board  muster,  perhaps  allowing  more  CFOs  to  move  up. 
Besides,  a  study  by  executive  compensation  consultant  Steven 
Hall  &  Partners  shows  last  year's  average  total  CFO  pay  up  13%, 
to  $1.75  million  annually.  -Jena  McGregor 
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Front 


REALITY  TV 

(UN)SURVIVOR 

1976 

From  the  movie  Network: 


MAX  SCHUMACHER 
(network  executive):  "We 
could  make  a  series  of  it. 
Suicide  of  the  Week.  Aw,  hell, 
why  limit  ourselves? 
Execution  of  the  Week." 

HOWARD  BEALE 
(anchorman):  "Terrorist of 
the  Week:' 

SCHUMACHER: 

"I  love  it. 

Suicides, 

assassinations, 

mad  bombers, 

Mafia  hit  men, 

automobile 

smash-ups:  The 

Death  Hour.  A 

great  Sunday  night  show 

for  the  whole  family." 


2006 

From  a  press  release 
announcing  A&Efs  pilot 
episodes  of  two  reality  shows 
about  "the  most  feared  topic 
of  all:  the  end  of  a  human  hfe": 

"A&E  is  in  development 
with  two  distinct  programs 
that  deal  with  the  over- 
arching themes  of  death 
and  dying:  Last  Requests 
(working  title)  and  Six 
Months." 

A&E  spokes- 
man DANIEL 
SILBERMAN: 
"These  shows 
are  still  just 
pilots,  but  both 
of  them  are 
celebrations  [of 
life].  Neither  of 
them  are  exploitive.  They 
are  very  serious  programs." 


BURNING  CORN 

AT  THE  INDY  500  on  Memorial  Day  weekend, 
pit  crews  will  pump  a  mix  of  10%  ethanol  and 
y0%  methanol  into  race  cars.  And  next  year, 
racers  plan  to  use  only  fuel-grade  ethanol.  Th 
switch  is  aimed  at  "proving  a  point  about 
performance,"  says  Tom  STunecka,  who  head: 
the  Ethanol  Promotion  &  Information  Council 
(since  2005  an  Indy  Racing  League  sponsor). 
To  wit:  If  ethanol  can  juice  cars  topping  200 
mph,  it  can  get  the  rest  of  us  to  the  mall.  Up  tc 
now,  Indy  500  cars  raced  with  methanol,  as 
clean-burning  as  ethanol  but  with  a  lower  Btu 
per-gallon  content.  So  the  new  mix  means 
more  power.  Lady  and  gentlemen,  start  your 
corn-fueled  engines.  -Alex  Halpei 


BLOGSPOTTING 

LOCATION, 
LOCATION 

curbed.com 

»WHY  READ  IT  The  gossipy 
real  estate  site  run  by 
Lockhart  Steele  (of  media 
blog  Gawker.com)  follows  the 
market  from  East  Coast  to 
West,  and  beyond. 

» NOTABLE  POST  "Look  at  the 
above  McMansion...in  China. 
Yep,  there  is  a  growing 
appetite  for  SoCal-style  living 
within  our  favorite 
superpower's  borders....  The 
neighborhoods  are  'designed 
by  Southern  California 
architects,  with  model  homes 
decorated  by  Los  Angeles 
interior  designers....'  No  word 
yet  on  whether  the  new 
communities  include  air 
pollution,  crippling  traffic  and 
scary  Botoxed  housewives." 
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Places  to  go. 
People  to  see. 
Rewards  to  enjoy. 


The  Citi  PremierPass*  Card. 

The                  that  gives  you  points  for  the  things            

you  buy  and  the  miles  you  fly  on                                                                      Cltl 
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NO  ANNUAL  FEE 
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■  APR 

100 

ON  BALANCE 

GIFT  CARD 

TRANSFERS 

Receive  10,000  bonus 

UNTIL  6/1/07* 

points  after  your  first 

No  balance 

purchase  within  60  days 

transfer  fee 

of  account  opening, 

with  this  offer 

redeemable  for  a 

v. 

$100  Gift  Card" 

•  Earn  1  Purchase  Point  for  every 
$1  spent  on  purchases1 

•  Earn  1  Flight  Point  for  every  3  miles 
you  fly  on  any  airline1 

•  Plus,  buy  tickets  for  others  with 
your  card  and  earn  1  Flight  Point 
for  every  3  miles  they  flyf 

•  Redeem  your  points  for  flights  on 
any  airline  with  no  blackout  dates, 

merchandise,  gift  cards  and  more 
through  ThankYou  Network,®  the 
free  rewards  program  from  Citi® 


llThankYou 


W 


Apply  now: 


apply.citicards.com 

or  call  1-800-552-1621  bys/is/oe 


(offer  code  Z1E6) 


'After  the  promotional  period,  the  standard  APR  tor  purchases  will  be  applied  to  all  remaining  balance  transfer  amounts.  (As  of  April  1, 2006,  the  standard  variable  APR  for  purchases:  13.74%;  the  standard  variable  APR 
for  cash  advances:  22.74%.)  However,  if  you  are  in  default  under  any  Card  Agreement  that  you  have  with  us,  we  may  automatically  increase  the  rate  on  all  balances  (including  any  promotional  balances)  to  a 
variable  default  rate  of  up  to  31.74%  We  may  also  increase  the  promotional  rate  if  you  fail  to  make  payments  to  another  a  editor  when  due.  Minimum  finance  charge  is  $0.50.  Foreign  purchase  transaction  fee  is 
3.0%  of  purchase  amount  after  its  conversion  into  U.S.  dollars.  The  transaction  fee  for  cash  advances  is  3.0%  of  the  amount  of  each  cash  advance,  $5  minimum.  The  transaction  fee  for  balance  transfers  is  3.0%  of 
the  amount  of  each  balance  transfer,  $5  minimum,  $75  maximum.  However,  we  will  waive  the  balance  transfer  transaction  fees  on  balances  you  transfer  in  response  to  this  offer. 
"Bonus  points  can  only  be  earned  by  new  Citi  PremierPass  Card  cardmembers  approved  through  this  offer.  All  points  become  available  for  redemption  when  they  are  transferred  from  your  Card  Account  to  your 
ThankYou5"  Member  Account,  which  may  take  1  to  2  billing  cycles. 

'The  total  number  o!  purchase  and  flight  points  that  may  be  earned  on  your  card  is  100,000  per  calendar  year,  only  50,000  of  which  may  be  flight  points. 
New  cardmembers  only.  Subject  to  credit  approval  Additional  terms  and  conditions  apply. 

©2006  Citibank  (South  Dakota).  N.A.  Citi,  Citibank,  Citi  with  Arc  Design,  Citi  PremierPass,  ThankYou  Network  and  ThankYou  Design  are  registered  service  marks  of  Citigroup  Inc.  ThankYou  is  a  service  mark  of  Citigroup  Inc 
MasterCard'1  is  a  registered  trademark  of  MasterCard  International  Incorporated. 
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HI,  MOM 

Lange's 

line  for      .      & 

mothers  ^   J| 

2 

DOWN  THE 

POSTPARTUM 

RUNWAY 

Once,  new  mothers  unable  to 
squeeze  into  their  pre- 
pregnancy clothes  wore 
sweatpants  and  oversize 
shirts.  Now,  some  maternity- 
wear  designers  are  offering 
clothes  for  the  just-had-a- 
baby  body.  Babystyle.com 
has  launched  a  Transition 
Collection.  Japanese 
Weekend  Maternity,  based  in 
San  Francisco,  has  introduced 
a  small  in-between  line.  And 
the  niche  has  attracted  a  real 
heavyweight:  celebrity 
maternity-wear  designer  Liz 
Lange,  who  dressed  Sarah 
Jessica  Parker  and  Gwyneth 
Paltrow  during  their 
pregnancies.  Lange's  line, 
called  4th  Trimester,  features 
stretchy,  slimming  fabrics. 
The  collection  has  already 
received  a  boost  from  high- 
profile  customers  like  Tracey 
Stewart,  Jon  Stewart's  wife, 
who  wore  a  custom-made  4th 
Trimester  gown  to  the  Oscar 
ceremonies  in  March.  The 
postpartum  lines,  says  Wendy 
Liebmann,  a  New  York  retail 
consultant,  address  the 
"sense  of  desperation"  some 
new  mothers  feel  about  their 
bodies-the  need  "to  feel 
pretty  again."  -Louise  Lee 


WEB  WORLD 

DEARTH 
OF  THE 
SALESMEN 

MAMMAS,  LET  YOUR  babies 
grow  up  to  get  Web  ad  gigs. 
With  the  online  ad  business 
up  30%,  to  $12.5  billion  last 
year,  a  labor  crunch  is  raising 
salaries  and  recruitment 
efforts.  Clark  Kokich, 
president  of  Avenue 
A/Razorf ish  in  Seattle,  the 
No.  1  Web  ad  shop,  says  pay 
for  some  jobs— such  as 
creating  ads  or  measuring 
their  impact— has  risen  as 
much  as  20%  from  2005.  And 
openings  abound:  Boston's 
Digitas,  an  online  ad  shop  with 
a  staff  of  1,500,  advertised  to 
fill  nearly  100  positions  in 
April  alone.  T3,  an  Austin 
(Tex.)  interactive-ad  agency 
also  is  struggling  to  fill 
openings.  "I've  kind  of  gulped 
at  a  few  salaries,  but  I'm 
willing  to  pay,"  says  President 
Gay  Gaddis,  who  adds  that 
not  long  ago  a  freelancer 
turned  down  a  creative 
director  job  at  T3  paying 


CLICK  HERE 


$150,000  to  $200,000  a  year. 

One  reason  for  the 
shortage  is  that  making  Web 
ads  can  require  high-level 
tech  knowhow.  Rich-media 
ads  involving  flash  animation 
or  video,  for  instance,  call  for 
math,  programming,  and 
design  skills.  Gaddis  says  she 
stopped  by  a  cubicle  recently 
where  two  employees  were 
using  calculus  to  program 
video  game  ads.  "If  s  hard  to 
do  both— left-brain  and 
right-brain,"  she  notes. 
Buying  online  ads  and 
crunching  impact- 
measurement  data  (a  skill  in 
high  demand)  require 
sophisticated  quantitative 
approaches  as  well,  one 
reason  Web  advertisers  and 
site  publishers  also  are  vying 


MANAGEMENT 

WHO  MOVED  MY  SUPEREGO? 


SINCE  this  month 
marks  the  150  th 
anniversary  of 
Sigmund  Freud's 
birth,  we  asked 
psychologist 
Gretchen 

Schmelzer  of  global 
consultancy  Teleos 
Leadership  Institute  to 
comment  on  Freud's 
legacy  in  organizational 
psychology. 


Q.  Is  there  a  Freudian 
component  to  today's 
management  theories? 

In  leadership  consulting,  yes, 


since  there's  a 
recognition  of  the 
unconscious 
process.  We  try  to 
uncover  unspoken    • 
assumptions  about 
leadership  to  make 
the  "unconscious 
conscious."  We  say 
"to  make  the  invisible 
visible,"  because  you  can't 
sound  like  a  therapist. 

Q.  Do  you  encounter  CEOs  who 
fit  Freud's  personality 
"types"?  Narcissists,  say? 

Of  course.  Narcissism  is  not 
necessarily  a  hindrance  to 


for  candidates.  "There  are 
dollar  signs  in  the  sky,"  saj 
Randy  Wagner,  marketing 
chief  for  Cendant  Travel 
Distribution  Services,  whic 
owns  Orbitz.com,  a  big  We 
advertiser. 

Piper  Jaffray  media 
analyst  Safa  Rashtchy  says 
labor  issues  are  the  top 
barrier  to  the  online  ad 
industry's  further  growth. 
Beyond  paying  higher 
salaries,  agencies  are 
responding  by  moving  sor 
jobs  to  where  the  talent  is. 
dropping  some  smaller 
clients,  and  by  amping  up 
training.  "If  you  can  find  t 
people,"  says  Kokich  of 
Avenue  A/Razorfish,  "you 
can  find  the  revenue." 

-Timothy  J.  Mulla 


being  a  good  leader  for  a 
while.  But  business  is  run 
today  in  a  more  matrixed 
way,  so  leaders  will  need 
relational  skills,  like  empa 
to  succeed  in  the  long  run 

Q.  What  about  employee- 
motivation  programs? 

Most  tend  to  be  behaviora 
cognitive.  They  would  be 
more  effective  if  the 
unconscious-process  piec< 
were  added.  If  you  take  a 
strict  behaviorist  approacl 
you  don't  have  the  piece  tl 
explains  why  people  aren' 
staying  on  track. 

Q.  So  they're  mostly  about 
rewarding  certain  behavioi 

Yes,  as  if  we  were  all  pige< 
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We  don't  work  for  a  big  corporation.  Now,  there's 
a  health  insurance  company  that  works  for  us. 


*M*& 


.-■■.:-■■',•-'<- 


m 


m 


INTRODUCING  HEALTHMARKETS  —  A  NEW  APPROACH  TO  AFFORDABLE 
INSURANCE  FOR  INDIVIDUALS,  THE  SELF-EMPLOYED  AND  SMALL  BUSINESSES. 

Today,  there's  a  health  insurance  company  that  works  for  working  Americans.  At  HealthMarkets,  we  provide  affordable 
plans  that  let  you  choose  the  best  combination  of  value  and  benefits  —  helping  to  lower  out-of-pocket  costs.  In  fact,  we 
pioneered  an  approach  to  health  insurance  that  gives  you  tools  you  can  use  to  compare  doctor  and  hospital  charges,  along 
with  quality  of  care.  We  call  this  new  way  of  thinking  Consumer  Guided  Health  Insurance.  When  you  see  real  value,  you 
can  choose  real  value,  control  spending  and  make  smarter  buying  decisions.  Just  like  you  would  with  any  other  purchase. 
HealthMarkets  has  plans  to  fit  every  need  and  budget,  so  you  can  customize  a  plan  that's  right  for  you.  We've  got  a  lot 
more  to  tell  you  about  the  choices  you  can  make  —  call  us  at  1-877-8-WE-PROMISE  or  visit  HealthMarkets.com 


fjjl  HealthMarkets 

Keeping  the  Promise  of  Affordable  Coverage 


1-877-893-7766    I    www.HealthMarkets.com 


lans  are  underwritten  by  The  MEGA  Life  and  Health  Insurance  Company,  Mid-West  National  Life  Insurance  Company  of  Tennessee,  and  The  Chesapeake  Life  Insurance  Company, 
dministrative  Office:  North  Richland  Hills,  TX.  Exclusions  and  limitations  apply.  Association  group  plans  require  association  membership.  MEGA  is  licensed  in  all  states  except  NY; 
lid-West  is  licensed  in  all  states  except  ME,  NH,  NY,  VT;  Chesapeake  is  licensed  in  all  states  except  NJ,  NY,  VT.  The  companies'  market  and  plan  availability  varies  by  state. 
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A  wild  scramble  for 
pride  of  position . . . 
divert[s]  us  from  the 
real  business  of  teaching 
and  learning." 


FIRST-EVER  EXCLUSIVE  RANKIhX 


BusinessWee 


-Gary  Lewis 
Wayland,  Mass. 
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B-SCHOOL  REALITIES, 
UNDERGRADANDMBA 

AS  AN  ECONOMICS  instructor  at  a  state 
B-school  for  more  than  25  years,  I  no- 
ticed especially  four  items  of  information 
from  your  survey  of  "The  best  under- 
graduate B-schools"  (Cover  Story,  May 
8).  First,  average  age  is  22  with  a  high 
school  grade-point  average  of  3.8  and 
SAT  of  1262,  suggesting  that  the  typical 
respondent  is  a  mature,  capable  under- 
graduate student.  Second,  30%  selected 
their  university  on  the  basis  of  academic 
reputation,  raising  questions  as  to  what 
other  factors  influenced  their  choice. 
Third,  more  than  half  complained  of 
"heavy"  workload,  hinting  that  these  stu- 
dents are  doing  some  heavy  lifting. 
Fourth,  on  average  they  spend  two  hours 
a  day  on  classwork,  which,  given  that 
university  administrators  typically  rec- 
ommend two  hours  of  study  for  every 
one  hour  in  the  classroom,  hints  that 
your  respondents  are  either  under-re- 
porting their  hours  of  study  or  don't 
know  the  meaning  of  heavy  lifting. 

-Edward  J.  O'Boyle 

Senior  Research  Associate 

Mayo  Research  Institute 

West  Monroe,  La. 
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MUCH  OF  AMERICAN  higher  educatii 
now  competes  on  issues  of  prestige.  T! 
present  yardsticks  of  institutional  distill 
tion  produce  a  wild  scramble  for  pride 
position,  which  would  be  ludicrous  if 
didn't  also  divert  us  from  the  real  busine 
of  teaching  and  learning.  It  might  be  mc 
interesting  to  look  at  the  outliers— for  t 
ample,  colleges  that  can  return  high 
than  expected  value  with  much  lower  co 
By  way  of  disclosure,  I  work  at  one 
the  top  50  undergraduate  B-schools  tl 
you  ranked.  Want  to  understand  why  t 
cost  of  higher  education  has  exploded 
recent  years?  Look  no  further  than  my  j 
title  (database  architect  of  business  arf 
lytics),  which  did  not  exist  until  the  rece 
pressures  for  competitive  advanta 
grew  distortional. 

-Gary  Let 
Wayland,  Mc 


ONE  REASON  undergraduate  busin 
schools  are  getting  more  important  is ! 
failure  of  the  MBA  programs,  particula 
the  highly  rated  programs.  Today's  prof 
sors  at  those  schools  are  pure  academ 
with  no  interest  in  the  real  business  woi 
while  the  undergraduate  schools  tend 
have  a  sound  basis  in  reality.  Also 
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<HAT  WOULD  YOU  DO  WITHOUT  THE  INTERNET, 
IWEO  GAMES  AND  TEH  MESSAGING? 
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ReadersReport 


"top"  MBA  schools  are  now  dropping  all 
the  unpleasant-to-teach  skills  courses  for 
seminars.  The  undergraduate  programs  all 
have  a  healthy  dose  of  skills. 

-Stephen  Wells 
Greenwich,  Conn. 

I  SUGGEST  THAT  YOU  GIVE  more  atten- 
tion to  process  and  outcomes  in  future 
rankings.  The  Monfort  College  of  Business 
(University  of  Northern  Colorado)  stu- 
dents perform  at  the  top  of  the  heap  of  sen- 
iors taking  an  Educational  Testing  Service 
exam.  It  does  this  without  admitting  the 
highest  SAT/GPA  high-school  students.  I 
visited  Monfort  last  year  as  my  son  was  de- 
ciding where  he  would  attend.  (He  chose 


CORRECTIONS  &  CLARIFICATIONS 

In  "The  best  undergraduate  B-schools" 
(Cover  Story,  May  8),  a  table  of  data  on  50 
college  business  programs  contained 
incorrect  information  supplied  by  the 
University  of  Southern  California  Marshall 
School  of  Business.  The  correct  median 
starting  salary  for  USC  business  majors  is 
$50,000,  and  the  program's  faculty-student 
ratio  is  1:18.7.  The  story  also  reported  that 
more  than  10,000  high  school  seniors 
applied  to  Massachusetts  Institute  of  Tech- 
nology's undergraduate  business  program, 
and  14%  were  accepted.  In  fact,  those  num- 
bers are  for  all  undergraduate  admissions. 

In  "Taking  their  business  elsewhere"  (News: 
Analysis  &  Commentary,  May  22),  the 
numbers  of  new  non-U.S.  listings  in  2005 
for  the  New  York  Stock  Exchange  and  the 
London  Stock  Exchange  were  misstated. 
The  totals  should  have  been  19,  not  8,  for 
the  NYSE,  and  139,  not  93,  for  the  LSE. 

"Life  on  the  Web's  factory  floor"  (Working 
Life,  May  22)  incorrectly  stated  the 
nationality  of  Digital  Data  Divide  founder 
Jeremy  Hockenstein.  He  is  Canadian. 

"Get  'em  while  they're  young"  (The 
Corporation,  May  22)  should  have 
identified  Eric  Evans  as  director  of  business 
development  at  Tenet  Healthcare's  facility 
in  Rowlett,  Tex.,  not  the  whole  company. 

"Why  we  love  Milton"  (Voices  of  Innovation, 
May  15)  quotes  a  curator  at  the  Cooper- 
Hewitt  National  Design  Museum.  The 
correct  name  is  Ellen  Lupton,  not  Elizabeth. 

"Now  playing  in  a  palm  near  you"  (Executive 
Life,  May  15)  should  have  said  that  Creative 
Technology's  Zen  Vision: M  digital  media 
player  has  a  2.5-inch  color  screen. 
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the  University  of  Massachusetts  at 
Amherst' s  Isenberg  School  of  Manage- 
ment.) The  focus  that  Monfort  places  on 
teaching  process  and  student  outcomes 
deserves  more  attention  from  higher  edu- 
cation in  general.  And  the  school  won  the 
2005  Malcolm  Baldridge  National  Quality 
Award  for  it.  Other  business  schools 
should  follow  Monforfs  lead. 

-Hal  Macomber 
Andover,  Mass. 

THERE'S  "NO  NEED. .  JO  INVENT 
MALADIES,"  SAYS  PFIZER 

TO  CHARGE  OUR  INDUSTRY  with  the 
"creation  or  exaggeration  of  maladies"  in- 
sults patients  and  trivializes  pharmaceuti- 
cal research  ("Hey,  you  don't  look  so 
good,"  News:  Analysis  &  Commentary, 
May  8).  Pfizer  Inc.'s  pipeline  includes  new 
medicines  for  cancer,  smoking  cessation, 
diabetes,  HIV,  bacterial  infections,  and  oth- 
er serious  conditions.  While  new  diseases 
emerge,  our  population  ages,  and  medical 
understanding  grows,  there  is  no  need, 
time,  or  resources  to  invent  maladies. 

Our  research  does  lead  to  disease  iden- 
tification. In  1999  no  clinical  definition  ex- 
isted for  post-traumatic-stress  disorder, 
and  no  medicines  were  approved  to  treat 


it.  We  provided  treatment  data  using  our 
medicine  sertraline  HC1  (Zoloft)  that  per- 
suaded the  Food  &  Drug  Administration  to 
recognize  this  separate  clinical  entity  and  to 
approve  a  treatment.  Thousands  have  ben- 
efited from  the  diagnosis  and  treatment. 

Maladies  are  not  invented,  they  are  de- 
fined by  our  regulatory  authorities.  New 
medicines  empower  physicians  against 
real  diseases  that  once  went  untreated. 

-John  L.  LaMattina,  President 
Pfizer  Global  Research  &  Development 
New  London,  Conn.  ! 

THE  FUTURE  OF  ENGINEERING: 
AT  HOME  AND  ABROAD 

RE  "A  RED  FLAG  in  the  brain  game"  i 
(News:  Analysis  &  Commentary,  May  1): 
There  is  an  argument  to  be  made  that  in-  I 
novative  societies  are  increasing  their 
technological   lead   on  other  cultures. 
While  America  spends  a  dollar  mapping 
the  human  genome  or  designing  the  next  i  I 
generation  of  computer  technology,  other    I 
cultures  are  spending  a  dollar  trying  to  I  i 
find  a  way  to  get  a  billion  people  into  ba 
sic  housing  with  running  water. 

China's  overtaking  America  in  the  nexts  I 
50  years  would  be  funny  if  people  weren't  a 
so  serious  about  it.  We  need  to  continueo  in 


s 


0  innovate  and  pursue  excellence  in  our 
ducational  system,  but  the  reality  is 
unerica  spends  35%  of  the  world's  re- 
earch  dollars,  and  much  of  the  research 
lone  in  developing  countries  is  the  intel- 
;ctual  properly  of  American  firms. 

-Barry  Gross 
Worthington,  Ohio 

LAVING  WORKED  for  a  well-known  semi- 
onductor  company  for  over  four  years,  I 
ave  watched  as  my  job  was  eliminated, 
le  next  job  "offshored,"  and  I  have 
•ained  a  foreign  engineer  to  do  my  most 
acent  job  so  it,  too,  can  be  offshored.  This 
ame  company  recendy  acknowledged  it 

1  as  been  paying  its  engineers  and  techni- 
ians  well  below  market,  upward  of  15%  to 
0%.  The  present  CEO,  at  an  employee 
pen  forum  three  years  ago,  stated  that  for 
very  $1  spent  on  engineering  in  the  U.S., 
le  equivalent  in  India  is  20(f.  Do  we  real- 
have  a  shortage,  or  are  executives  trying 

)  flood  the  labor  market  to  make  these 
dlls  even  more  of  a  commodity? 
If  there  is  indeed  a  shortage  of  engi- 
eers  in  the  U.S.,  as  claimed  by  your  article 
(id  many  analysts,  the  laws  of  econom- 
:s— including  globalization— are  to 
lame.  Why  rack  up  thousands  of  dollars 


Do  we.. .have  a 
shortage  [of 
engineers]  or 
are  executives  trying  to 
flood  the  labor  market?" 


-Ron  Johnson 
Chandler,  Ariz. 


in  student-loan  debt  to  obtain  an  engi- 
neering degree  only  to  have  continually 
diminishing  prospects  upon  graduation? 
-Ron  Johnson 
Chandler,  Ariz. 

YOUR  ARTICLE  on  the  ACM  International 
Collegiate  Programming  Contest  misrep- 
resents the  importance  of  these  contests. 
American  students  (and  research  univer- 
sities) are  looking  ahead  to  the  next  wave 
of  high  technology  (such  as  in  biotech), 
but  computer  science  has  lost  much  of  its 
luster.  Four  years  ago,  top  collegiate  pro- 
grammers could  compete  for  $20,000 
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weekly  from  sites  like  TopCoder  Inc.  Stu- 
dents have  much  less  incentive  now  to 
practice  all  day,  when  prizes  have  shrunk 
considerably.  Nonetheless,  engineering 
majors  can  easily  learn  to  write  software, 
as  they  require  it  in  their  research. 

-David  Chen 
Pasadena,  Calif. 

YOU  POINT  out  the  catch-22  for  U.S.  com- 
puter science  majors:  "Programmers  with 
business  and  leadership  skills  will  do  fine." 
However,  the  majority  of  programmers  are 
not  allowed  in  business  to  display  their 
leadership  skills,  especially  junior-college 
hires.  Look  at  the  divide  between  comput- 
er science  and  management  information 
science  (MIS),  the  latter  taught  in  business 
schools:  In  their  first  jobs,  MIS  grads  are 
hardly  ever  asked  to  program,  while  com- 
puter science  graduates  are  given  only  that 
task.  Frequendy,  programmers  need  to 
take  MBA  programs  or  other  leadership- 
certification  courses  before  their  skills  are 
recognized— more  often,  it  comes  when 
they  switch  jobs.  It  is  no  wonder  many 
bright  students  are  turning  away  from 
computer  science  careers. 

-Abel  Sussman 
Falls  Church,  Va. 
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Voicesoflnnovation 

Health  as  a  Birthright 


HAITI  IS  ONE  of  the  world's  poorest 
nations,  and  one  of  the  sickest.  Some 
80%  of  the  population  is  illiterate,  the 
average  life  span  is  less  than  50  years, 
and  half  its  children  die  by  age  five.  But 
Dr.  Paul  Farmer  has  proven  that  it 
doesn't  have  to  be  that  way.  In  1984, 
while  still  a  student  at  Harvard  Medical 
School,  he  founded 

Zanmi  Lastane,  a  clinic  in  Haiti's 
desperately  impoverished  central 
plateau.  There  he  showed  that  the 
health  of  a  population  can  be 
significandy  improved  through  such 
basic  interventions  as  replacing  straw 
roofs  with  tin,  delivering  clean  water, 
and  providing  community-based 
health  care.  He  also  came  up  with  a 
novel  and  affordable  method  for 
treating  multidrug-resistant 
tuberculosis  and  AIDS  that 
developing  countries  around  the 
world  have  adopted.  Farmer  and  the 
Boston-based  nonprofit  he  started, 
Partners  in  Health,  have  since 
established  similar  clinics  in  Peru, 
Siberia,  and,  most  recendy,  Rwanda. 

The  46-year-old  doctor  regularly 
challenges  the  world's  policymakers 
to  view  health  care  as  a  basic  human 
right,  rather  than  a  luxury  available 
only  to  those  who  can  afford  it. 
"Social  inequalities,  where  they  exist, 
relate  to  who  gets  care  and  who  does 
not,"  says  Farmer.  His  mission  "is 
less  about  assisting  the  distant  needy 
and  more  about  repairing  a  broken  world." 

In  1993,  Farmer  won  a  MacArthur  "genius"  award  for  his 
innovations  in  treating  the  poor.  He  gained  greater  fame  three 
years  later  when  author  Tracy  Kidder  wrote  a  book  about  him, 
Mountains  Beyond  Mountains:  The  Quest  of  Dr.  Paul  Farmer,  a 
Man  Who  Would  Cure  the  World.  Kidder  portrays  a  man 
whose  sense  of  purpose  was  bred  into  him  at  an  early  age.  He 
and  five  siblings  were  raised  by  unconventional  parents  in  a 
converted  school  bus  with  no  running  water  on  Florida's  Gulf 
Coast,  where  they  were  taught  to  be  self-sufficient  and  open- 
minded.  Paul  won  a  scholarship  to  Duke  University  and  spent 
summer  breaks  picking  fruit  alongside  Haitian  migrant 
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workers.  The  experience  inspired  a  lifelong  love  of  that  natii 
and  its  people. 

The  summer  before  starting  medical  school,  in  1983, 
Farmer  flew  to  Haiti  with  the  vague  notion  that  he  would  tr 
to  do  some  good.  Over  the  next  six  years  he  spent  far  more 
time  in  Haiti  than  in  the  classroom,  setting  up  the  Zanmi 
Lastane  clinic— and  still  managed  to  graduate  from  Harvan 
at  the  top  of  his  class,  simultaneously  receiving  an  MD  and  | 
PhD  in  anthropology.  He  is  now  on  staff  at  Brigham  & 
Women's  Hospital  in  Boston  but  continues  to  devote  most  ( 
his  time  to  Haiti  and  other  developing  nations. 

Early  on,  Farmer  determined  that  the  island  nation  would 

best  served 

Farmer 
trains  local 
Haitians 


to  treat 

their 

neighbors 


with 

community- 
based  solutic 
to  its  health 
problems.  Tr 
meant,  for 
example, 
training  loca 
residents  as 
doctors, 
technicians, 
and  outreacl 
workers  whc 
could  diagnose  and  treat  their 
neighbors.  It  meant  using  standard  I 
drugs  to  treat  TB,  but  with  close 
observation  to  make  sure  the  patien 
sticks  to  the  regimen.  Through  dog{ 
campaigning,  Farmer  eventually  go 
the  World  Health  Organization  to 
endorse  this  method. 

Haitians  working  with  Partners 
Health  built  and  equipped  hospiti 
operating  rooms,  labs,  and  school: 
And  Zanmi  Lastane  expanded  froi 
one  small  building  into  a  health 
complex  that  now  includes  a  prim 
school,  surgery  wing,  104-bed 
hospital,  women's  clinic,  and  a  pediatric  care  facility. 

Farmer's  newest  focus  is  Rwanda,  still  recovering  from 
years  of  war  and  genocide.  Working  with  the  Clinton 
Foundation,  Partners  in  Health  has  started  training  healtr 
care  workers,  reopened  a  hospital,  and  improved  the 
treatment  of  people  with  AIDS  and  TB.  "We  are  committee 
doing  whatever  it  takes"  to  improve  health  care  in  Rwand 
he  says.  First,  it  takes  Paul  Farmer.  II 

-By  Catherine  j 
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Three  Thoroughbred  Laptops 

If  you're  a  mobile  executive,  chances  are  I  know  a  lot  about  your  laptop.  It 
probably  weighs  a  bit  under  5  lb.,  has  a  14-in.  display,  runs  3  to  4  hours  on 
a  charge,  and  is  your  only  business  computer,  staying  docked  on  your  desk 
when  you're  in  the  office.  And  if  you  work  for  a  large  corporation,  odds  are 
good  that  it's  either  a  ThinkPad  or  comes  from  Dell  or  Hewlett-Packard. 


I  took  the  latest  versions  of  these 
"thin  and  light"  executive  work- 
horses for  a  run,  trying  out  a  Dell 
Latitude  D620  ($1,970,  fully 
loaded),  an  HP  Compaq  nc6400 
($1,999),  and  a  Lenovo  ThinkPad 
T60  ($1,999).  They  are  all  good  and 
similar,  but  there's  one  difference: 
The  Dell  and  HP  notebooks  have  14- 
in.  widescreen  displays,  while  Lenovo 
is  sticking  with  14-  or  15-in.  screens  in 
the  traditional,  boxy  design. 

I  figure  that  if  any  of  us  buys  a  lap- 
top today,  we  will  upgrade  the  operat- 
ing system  to  the  new  Windows  Vista 
when  it  ships  in  early  2007  or  soon  there- 
after. So  I  made  sure  each  laptop  was  config- 
ured to  meet  Vista's  considerable  performance 
demands:  fast  Intel  Core  Duo  processors,  high- 
end  graphics  systems,  and  a  gigabyte  of  memory.  All  mod- 
els also  came  with  fingerprint  readers  and  modems  to  con- 
nect to  the  Internet  using  high-speed  wireless  phone 
networks  (Technology  &  You,  Apr.  3). 

ALL  THREE  LAPTOPS  ARE  CAPABLE  performers,  and  given  the 
similarities  in  specifications  and  price,  choosing  among  them 
is  not  easy.  I  confess  to  a  longtime  fondness  for  ThinkPads, 
based  more  than  anything  else  on  the  solid  feel  and 
intelligent  design  of  their  keyboards.  But  I  also  have  come  to 
prefer  the  widescreen  design.  Although  the  Dell  and  HP 
displays  are  about  11%  smaller  in  area  than  the  ThinkPad,  I 
find  the  wider  design  belter  for  opening  two  documents  side 
by  side,  and  these  machines'  sleeker  profile  make  them  easier 
to  use  on  an  airplane  tray.  (Lenovo  offers  the  ThinkPad  Z60,  a 
14-in.  widescreen  model  otherwise  similar  to  the  T60,  but 
markets  it  mainly  to  small  and  medium-size  businesses.) 

A  few  numbers  will  show  how  similar  these  models  are: 
The  Dell  and  HP  are  about  13  in.  wide  and  9/2  in.  deep.  The 
ThinkPad  is  a  bit  narrower  and  deeper.  All  three  are  about  1% 
in.  thick.  The  HP  and  ThinkPad  weigh  about  4/2  lbs.,  the  Dell 
about  a  half-pound  more.  Each  offers  a  range  of  battery 
options  but  should  get  3  to  4  hours  with  its  standard  battery. 
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All  offer  both  a  touch  pad  and  a  pointing  stick.  And 
all  have  multimedia  features,  but  they  are  targeted 
more  at  training  videos  than  games  or  movies. 

The  near-identical  specs  are  no  accident.  Dell, 
HP,  and  Lenovo  pretty  much  own  the  U.S. 
corporate  laptop  market,  and  enterprise  buyers  all 
want  more  or  less  the  same  thing.  Constantly 
bidding  against  one  another  for  the  same 
contracts  pushes  the  laptop  makers  toward  barelj 
distinguishable  designs. 

Manufacturers  use  software  to 
differentiate  their  products,  and  ] 
think  Lenovo  has  a  clear 
advantage.  It  beats  the 
competition  with  some  excellent 
tools  for  managing  and  securing 
the  computer,  including  the 
Access  Connections  program  tht 
allows  easy  switching  among 
wired  networks  and  Wi-Fi  and 
cell-based  wireless  networks.  (It 
easy  because  you  store  multiple 
user  profiles  for  Wi-Fi  and  for 
cellular  networks.)  And  Lenovo': 
Rescue  and  Recovery  applicatioi 
automatically  backs  up  user  dat: 
and  system  files  at  a  hidden 
location  on  the  hard  drive. 

These  notebooks  dominate  th 
corporate  market  for  good 
reasons.  The  designs  present  a 
happy  trade-off  between  features  and  mobility,  powerful 
enough  to  be  your  only  work  computer,  small  and  light 
enough  not  to  be  a  burden  on  the  road.  While  there  are  lots  ( 
laptops  to  choose  from— Toshiba,  Sony,  Gateway,  and  more- 
these  three  are  the  mobile  executive  models  to  beat.  ■ 

E-mail:  techandyou@businessweek.cc 


Dell,  HP,  and 
Lenovo  have 
similar  specs, 
but  Lenovo 
has  an  edge 
in  software 
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For  past  columns  and  online-only  reviews, 
go  to  Technology  &  You  at  businessweek.com/go/techmaven/ 
To  hear  Steve  Wildstrom's  podcast  on  his  latest  column,  go  to 
www/businessweek.com/search/podcasting.htm 
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We're  passionate  about  our 
Business  Advisory  Services. 


Combining  experience  in  your  industry  with  our  unique  methodology 
and  technological  tools  can  give  you  innovative  and  productive 
solutions  for  your  specific  business  needs. 

Grant  Thornton  offers  you  the  advantage  of  business,  process  and 
systems  advice  based  on  our  data  bank  of  real  world  experience 
and  knowledge.  And  because  Grant  Thornton  also  works  on  the 
leading  edge  of  assurance  and  tax  issues  both  public  and  private, 
we  bring  additional  expertise  to  bear  on  your  advisory  needs. 

Our  passion  for  what  we  do  for  our  clients,  our  expertise  and 
partner  involvement,  have  been  the  hallmark  of  Grant  Thornton 
LLP  in  the  U.S.  for  80  years.  And  you  get  the  benefit  of  Grant 
Thornton  International  member  firms  in  112  countries.  Give 
Greg  Pitzer,  Managing  Principal,  Business  Advisory  Services, 
a  call  today  at  213.688.1757  or  contact  us  at  www.gt.com. 

Find  out  how  it  feels  to  work  with  people  who  love  what  they  do! 
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MediaCentric 

Media,  Marketing,  and  Advertising  in  the  21st  Century 


BY  JON  FINE 


It s  Only TV-ButThey  like  It 

The  bizarre  rituals  of  the  television  "upfronts"  are  upon  us.  Each  May  the 
broadcast  and  cable  networks  trot  out  their  stars  and  upcoming  schedules  in 
lavish  presentations  at  landmark  Manhattan  theaters.  Advertisers  are  feted 
until  their  eyes  bulge.  Somewhere  in  all  this,  commitments  are  made  for 
billions  of  dollars  of  ads.  (The  tally  for  last  year's  upfronts  was  $9.1  billion.) 


This  is  all  very  old-school  stuff:  vaude- 
villian  dazzle,  copious  applications  of  food 
and  alcohol  to  lubricate  the  ad  spigots,  a 
frenzy  of  dealmaking  primarily  com- 
pressed into  several  days  in  one  city.  And 
all  the  more  so  in  a  TiVo'd,  rapidly  digitiz- 
ing world.  But  the  upfront  ritual  keeps 
chugging  along,  and  the  advertisers  keep 
buying  it.  If  you  expect  an  imminent 
earthquake  in  TV  spending  to  shake  this 
year's  upfronts— well,  stop.  Even  though 
the  rites  come  amid  a  steady  string  of  dig- 
ital TV  initiatives  and  the  onward  march  of 
digital-video -recorder  use,  the  nastiest 
thing  people  will  say  about  the  event  is 
that  dollars  may  drop  slightly.  "Overall,  we 
are  thinking  flat,"  says  Betsy  Lazar,  who  as 
executive  director  of  advertising  and  mar- 
keting operations  for  General  Motors 
oversees  one  of  the  nation's  largest  ad 
budgets.  Some  of  the  money  the  upfronts  may  lose  will  simply 
be  that  spent  on  TV  later  in  the  year.  Rino  Scanzoni,  the  chief  in- 
vestment officer  at  mediaedge:cia,  a  media-buying  agency,  says 
that  when  "scatter"  ads— those  not  purchased  at  the  upfronts— 
are  factored  in,  overall  TV  ad  spending  will  be  up  2%  to  3%. 

That's  higher  than  you  would  expect  given  that  there  is  no 
obvious  newfound  ratings  strength  for  television  as  a  medium. 
But  if  the  end  is  near  for  advertising  in  traditional  media  in 
general  and  TV  in  particular,  an  awful  lot  of  people  didn't  get 
the  memo.  And  many  of  them  are  in  very  powerful  positions  in 
the  ad  world. 

IT  IS  NO  COINCIDENCE  THAT  IN  THE  WEEKS  preceding  the  up- 
fronts, virtually  every  major  broadcast  and  cable  network  of 
note  rolled  out  various  digital  initiatives,  such  as  the  just-an- 
nounced CBS  online  video  channel,  Innertube.  The  upfronts  are 
changing  as  networks,  with  varying  degrees  of  aggressiveness, 
dangle  TV-plus-digital  packages  in  front  of  advertisers.  But 
make  no  mistake:  The  boob  tube  is  still  the  star  of  this  show. 
Media  buyers  and  network  execs  say  that,  thus  far,  there  aren't 
yet  many  opportunities  for  video  ads  online.  And  key  media  ex- 
ecutives remain  remarkably  sweet  on  TV.  The  30-second  spot, 
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maligned  as  it  is,  "still  works,  despite  la 
and  clutter,"  says  Andy  Donchin,  direct 
of  national  broadcast  at  media-buying  fir 
Carat  North  America.  "[Lef  s]  stop  talMt 
about  how  the  upfront  is  broken.  It  wor 
for  clients,  it  works  for  networks,  and1 
works  for  agencies." 

So  the  dollars  keep  flowing  to  TV.  Age 
cies,  and  by  extension  the  marketing  ci 
partments  of  most  major  U.S.  compani 
are  still  essentially  built  around  buying ' 
ads.  The  online  ad  market  may  be  poised 
swell  impressively  this  year  (Merrill  Lyn 
analyst  Lauren  Fine— no  relation— jt 
upped  her  estimate  for  Internet  ad  sper 
ing  this  year,  saying  it  will  rise  28.7%, 
$16.2  billion),  but  it  remains  a  fraction 
the  $53.9  billion  total  that  advertise 
spent  on  TV  last  year,  according  to  TNS IV 
dia  Intelligence.  And  now  that  digital  off 
ings  are  being  lumped  into  the  upfronts,  the  networks  can  hi 
on  to  some  of  that  increase.  "I  see  TV  budgets  holding,"  si 
Heather  MacPherson,  a  managing  director  of  ad  giant  Ogilv; 
Mather.  "Most  of  the  shift  [to  the  Web]  is  coming  out  of  prin 
Even  outside  traditional  marketers'  and  agencies'  TV-cenl  l 
bubble,  the  perception  of  the  medium's  primacy  is  tough 
shake.  At  the  ineffably  next-generation  OnHollywood  conij 
ence  in  May,  where  many  tech-forward  companies  hudd 
with  jeans-clad  venture-capitalist  types,  a  poll  of  attendees 
person  and  online)  found  that  a  majority  believed  that  upfr 
spending  would  not  fall  this  year. 

None  of  which  should  be  taken  as  a  "was,  is  now,  and  e 
shall  be"  argument  for  TV.  Clear  threats  to  its  effectiveness  c 
tinue  to  multiply.  Even  media-buying  executives  who  vig 
ously  defend  it  nonetheless  say  a  TiVo-led  implosion  is  comi 
in  as  soon  as  two  to  five  years.  But  when  so  many  people  \ 
control  the  purse  strings  continue  to  extol  the  virtues  of  TV 
vertising,  it  makes  you  wonder.  Consumers'  established  ha 
are  slow  to  change.  Advertisers'  are  even  slower.  II 
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For  Jon  Fine's  blog  on  media  and 
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ist  performance  is  not  a  guarantee  of  future  results.  Investment  return  and  principal  value  will  fluctuate,  and 
is  possible  to  lose  money  by  investing.  The  performance  of  the  portfolios  is  dependent  on  the  performance  of 
leir  underlying  American  Century  funds,  and  will  assume  the  risks  associated  with  these  funds. 

efore  investing,  carefully  consider  the  fund's  investment  objectives,  risks,  charges  and  expenses. 
all  1-877-442-6236  for  a  prospectus  containing  this  and  other  information.  Read  it  carefully. 
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OUR  MONEY  CAN  BE  BIGGER  THAN  JUST 

American  Century  Investments,  we  believe  that  being  successful  and  doing  more  can  go  hand  in  hand. 


the  spirit  of  our  founder,  Jim  Stowers  Jr.,  and  his  dedication  to  defeating  cancer,  we've  created 
1 1  LIVESTRONG™  Portfolios  from  American  Century  Investments.  They're  a  series  of  professionally 
tnaged  target-date  mutual  funds  that  simplify  investing  and  are  designed  to  help  you  reach  your  goals, 
jitionally.  an  investment  in  the  LIVESTRONG  Portfolios  can  help  support  the  mission  of  the 
ice  Armstrong  Foundation,  which  is  to  inspire  and  empower  people  affected  by  cancer. 

Jfind  out  if  the  LIVESTRONG  Portfolios  are  right  for  you,  contact  your  financial  advisor, 
877-442-6236,  or  visit  livestrongportfolios.com. 
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HARM'S  WAY  WAS 
HEADED  YOURS? 


For  125  years,  we've  put  ourselves  in  dire  situations  because  that's  where 

we're  needed.  In  the  face  of  often  impossible  conditions  we've  pressed 

tirelessly  on.  We  are  the  American  Red  Cross,  an  organization  of  volunteers 

who  give  our  time,  talent  and  strength  to  relieve  the  suffering  of  our 

neighbors  in  over  70,000  disasters  each  year. 

Serve  at  our  side.  Contact  your  local  American  Red  Cross 
in  this,  our  125th  anniversary  of  hope. 

•    WWW.REDCROSS.ORG 
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V  Ray  of  Hope 
^or  the  Trade  Gap 

xports  are  surging,  powered  by  overseas  demand  and  a  weaker  dollar 


U.S.  ECONOMY 


In  recent  years  the  U.S.  trade  deficit  has  been  the 
o.l  blight  on  an  otherwise  robust  economy.  Its  persistent  widening 
as  fueled  trade  tensions  around  the  world,  outsourcing  worries 
nong  workers,  and  protectionist  sentiment  in  Washington.  Is  there  a 
lance  for  improvement  in  the  trade  gap  anytime  soon? 


HI,  don't  look  for  outright  shrinkage,  but  the  emerging 
;ngth  in  exports  is  the  best  sign  yet  that  the  rate  of 
erioration  is  slowing  and  that  the  deficit  may  even 
el  off  later  this  year. 

Hie  March  report  on  international  trade  was  an  eye- 
jner.  The  deficit  for  goods  and  services  posted  an 
xpected  narrowing  to  $62  billion,  from  $65.6  billion 
February,  reflecting  a  big  1.9%  gain  in  exports,  while 
Dorts  fell  by  0.8%.  The  immediate  implication  of  the 
xch  trade  surprise  will  show  up  in  the  government's 
date  of  first-quarter  economic  growth  on  May  25.  The 
rch  gap  was  much  less  than  that  assumed  by 
shington's  number  crunchers  when  they  first  reported 
wth  at  a  4.8%  annual  rate.  Now  economists  believe 
first-quarter  pace  will  be  revised  to  close  to  6%. 
Trade  may  continue  to  be  less  of  a  drag  on  the 
nomy  this  year.  The  goods  sector  best  tells  the  story, 
the  first  quarter,  real  exports  of  goods  (which  are 
usted  for  changes  in  export  prices)  increased  at  a 
5%  annual  rate  from  the  fourth  quarter— the  largest 
uterly  advance  in  nearly  nine  years.  Some  of  that 
ge  reflected  a  post-hurricane  rebound,  but  it's  not  just 
le-quarter  blip.  The  growth  rate  from  the  previous 
r  is  now  up  to  12.4%,  a  pace  not  seen  since  2000, 
ile  real  imports  are  up  only  7%  (chart). 
The  export  gains  have  been  in  all  major  product 
,ups  and  geographic  regions,  led  by  strength  in  capital 
ds  and  overall  shipments  to  Asia.  Strong  export 
land  has  been  a  key  reason  for  the  recent  vitality  in 
.  manufacturing  output  and  employment.  In  April 
:ories  were  using  their  production  capacity  at  the 
hest  rate  since  the  late  1990s. 

:  REASONS  FOR  THE  EXPORT  BOOM  are  fairly 
ightforward,  and  they  explain  why  the  outlook  for 
tinued  robust  growth  is  bright.  Overseas  demand  is 
dng  up  as  economies  from  Japan  to  Europe  shake  off 
blahs  of  recent  years.  Plus,  the  dollar  is  falling  again, 
this  latest  leg  of  the  decline  that  began  in  early  2002 
ears  to  have  further  to  go. 

)f  course,  the  sticking  point  for  the  trade  gap  remains 
'Orts.  Because  the  volume  of  imports  is  50%  greater 
l  exports,  the  latter  must  grow  at  a  rate  that's  50% 


faster  than  imports  just  to  keep  the  deficit  from  widening. 
That  means  if  real  exports  of  goods  continue  to  grow  at 
about  12%  this  year,  real  imports  cannot  increase  more 
than  8%.  And  there's  the  rub.  Some  of  the  import 
slowdown  has  been  temporary,  reflecting  the  volatility 
over  the  past  year  in  imports  of  petroleum  products,  but 
the  pace  will  most  likely  pick  up. 

Still,  exports  seem 


EXPORTS  BOLSTER 
THE  TRADE  OUTLOOK 


.  PERCENT  CHANGE  FROM  A  YEAR  AGO 


'03  '04  '05  '06 

Data:  U.S.  Census  Bureau,  Global  Insight  Inc. 


ready  for  the  challenge, 
especially  amid  solid 
prospects  for  global 
growth.  The  latest 
forecast  from  the 
International  Monetary 
Fund  pegs  world 
economic  growth  at  4.9% 
this  year,  a  smidgen 
higher  than  last  year's 
4.8%  clip.  With  U.S. 
growth  expected  to  cool 
off  a  notch,  more  of  that 
pace  will  reflect  faster  growth  outside  the  U.S. 

The  two  regions  where  growth  has  picked  up  notably, 
Europe  and  the  Pacific  Rim,  have  accounted  for  nearly 
half  of  the  growth  in  the  value  of  U.S.  goods  exports 
during  the  past  year.  Pacific  Rim  countries  alone,  fueled 
by  booming  growth  in  China  and  the  turnaround  in 
Japan,  have  absorbed  28%  of  the  increase  in  shipments. 

China,  in  particular,  is  becoming  an  increasingly 
important  export  destination  for  U.S.  goods.  It 
accounted  for  a  bit  less  than  half  of  the  increase  in 
shipments  to  the  Pacific  Rim.  Although  exports  to  China 
are  only  about  5%  of  all  U.S.  shipments,  they  have  been 
responsible  for  about  12%  of  the  rise  in  U.S.  exports 
during  the  past  year. 

AS  BUSINESSES  OVERSEAS  gain  confidence  in  their 
domestic  economies,  they  are  boosting  their  capital 
spending.  While  exports  of  a  wide  range  of  products, 
including  industrial  materials,  consumer  goods,  and 
even  autos,  are  rising,  it  is  capital  goods  that  are  leading 
the  boom.  Overseas  demand  for  aircraft,  high-tech  gear, 
and  other  capital  equipment  has  accounted  for  60% 
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of  the  growth  in  real  exports  over  the  past  year. 

U.S.  manufacturers  are  feeling  the  updraft.  April  factory 
output  increased  a  solid  0.7%  from  March,  and  the  gain 
would  have  been  even  greater  but  for  a  drop  in  auto 
production.  The  real  power  in  April  output  was  in  business 
equipment,  which  jumped  1.8%  from  March.  Over  the  past 
year,  equipment  production  is  up  12.5%,  the  best  yearly 
growth  rate  since  1998,  with  output  of  high-tech  items, 
such  as  computers,  communications  equipment,  and 
semiconductors,  up  more  than  22%. 

Clearly,  manufacturers  are  benefiting  from  upturns  in 
capital  spending  both  abroad  and  here  at  home,  but  the 
impetus  that  export  demand  is  supplying  to  U.S. 
equipment  producers  is  unmistakable  (chart).  In 
particular,  exports  of  advanced  technology  goods, 
including  everything  from  aerospace  to  electronics  to 
information  technology,  have  accounted  for  a  third  of  the 
overall  increase  in  goods  exports  over  the  past  year. 

THE  OTHER  BIG  PLUS  in  the  export  outlook  is  the 
dollar's  renewed  decline,  which  will  give  U.S.  goods  an 
extra  bit  of  competitiveness  in  many  global  markets.  The 
trade-weighted  dollar,  after  declining  some  28%  from  its 
peak  in  early  2002,  regained  some  ground  during  the  past 
year.  However,  it  has  dropped  nearly  6%  just  in  the  past 
month,  hitting  an  eight-month  low  against  the  yen,  a  12- 
month  low  vs.  the  euro,  and  dropping  to  levels  against  the 
Canadian  dollar  not  seen  since  the  early  1990s. 

The  greenback's  decline  appears  to  have  further  to  go. 
Sentiment  in  the  currency  markets  is  running  strongly 


negative  against  the  dollar  right  now,  partly  because  of  k 
month's  communique  from  the  Group  of  Seven 
industrialized  countries  calling  on  Asian  nations  to  allow 
greater  currency  appreciation,  and  partly  because  of 
speculation  that  the  Federal  Reserve  is  about  to  end  its 
rate-hiking.  As  the  interest  rate  spreads  narrrow  betweei 

rates  in  the  U.S.  and  the 


FOREIGN  DEMAND  FUELS 
CAPITAL  GOODS  OUTPUT 


PERCENT  CHANGE  FROM  A  YEAR  AGO 


abroad,  dollar-based 
assets  become  relativelj 
less  attractive  to  investc 
Because  changes  in  t 
dollar's  value  affect  exp 
and  import  prices  with 
lag,  improvement  in  U.I 
price  competition  will 
show  up  in  the  second 
half  of  the  year,  as  impc 
prices  rise  faster  and  as 
export  prices  slow.  Mar 
businesses  will  also  see 
boost  to  their  bottom  lines  as  global  growth  and  a  fallinj 
dollar  lift  profits  of  U.S.  exporters  and  multinationals. 

Perhaps  the  biggest  benefit  for  the  economy  from  thr 
new  strength  in  exports  is  the  additional  support  it  wil 
give  overall  growth  at  a  time  when  the  drag  from  hous: 
is  increasing.  The  combined  thrust  from  U.S.  exports, 
capital  spending  by  business,  and  moderate  growth  in 
consumer  spending  should  be  sufficient  to  keep  the 
economy  chugging  along  at  a  healthy  clip  for  the  rest  < 
the  year.  ■ 


^•THREE-MONTH  AVERAGE 

JAN.  '00  APR.  '06 

Data:  Federal  Reserve.  U.S.  Census  Bureau. 
Global  Insight  Inc. 


LABOR  MARKET 


Laying  Off  the  Layoffs 


A  SEEMINGLY  steady  stream  of 
media  reports  on  mass  layoffs  is  one 
reason  why  some  people  are  skeptical 
about  the  strength  of  the  labor  market 
The  announced  layoffs  of  4,500 
workers  by  Whirlpool  on  May  10 
followed  General  Motors,  and  Ford 
Motor  earlier  this  year.  Yet  the  latest 
government  figures  show  the 
headlines  may  be  overshadowing  a 
positive  trend. 
According  to 
seasonal  adjustments 
performed  by 
BusinessWeek  on  first- 
quarter  "extended 
mass  layoff'  figures 
from  the  Labor  Dept., 
the  184,543  persons 
let  go  was  the  lowest 
since  1996.  Even  the 
unadjusted  tally  of 
161,686  broke  the 
record,  dating  to  1995, 
for  a  first  quarter. 


FEWER 
PINK  SLIPS 


„  THOUSANDS  OF  WORKERS  LAID  OFF 
450 


'95 II  '06 1 

'SEASONALLY  AOJI  5TED  BY  BUSINESSWEEK 
Data:  Bureau  ol  Labor  Statistics 


An  extended  mass  layoff  is  defined 
as  a  reduction  of  at  least  50  workers  at 
a  specific  location  who  then  file  initial 
jobless  claims  and  are  not  brought 
back  within  31  days.  Whirlpool's 
closing  of  several  plants,  for  example, 
should  show  up  as  multiple  events. 
The  latest  quarter  also  had  the  fewest 
mass  layoff  events  of  any  January- 
March  period,  at  892. 

These  government  figures  are 
another  sign  that 
businesses  feel  better 
about  economic 
prospects  and  their 
competitive  positions 
in  the  global  economy. 
Earlier  this  decade, 
businesses  cut  costs 
and  lifted  productivity 
by  downsizing  and— 
looking  at  the 
government  figures- 
getting  younger.  The 
share  of  30-  to  44- 


year-olds  who  fell  victim  to  mass 
layoffs  fell  from  near  42%  in  the  la 
'90s  to  around  35%  today.  The  45- 1 
older  portion  of  layoffs  has  steadih  I 
risen  over  the  decade.  The  recent 
slowdown  in  employee  benefit  cos 
growth  is  likely  in  part  the  result  o  I 
this  focus  on  laying  off  older  work 

Now  global  demand  is  stronger  j 
U.S.  companies  are  maintaining 
healthy  productivity  growth.  Indet  | 
the  number  of  mass  layoffs  due  to 
import  competition  hit  a  new  low  i 
the  first  quarter.  Large-scale  layoff 
resulting  from  financial  difficulty ; 
corporate  reorganizations  are  also 
back  to  levels  seen  in  the  late  199C 
reflecting  better  balance-sheet  anc  | 
cash-flow  conditions. 

Solid  economic  and  financial 
conditions  mean  more  tightening 
the  job  market  is  likely,  and  the  pa 
mass  layoffs  should  stay  low  as  th<  I 
value  of  skilled  workers  rises.  ■ 
-By  James  Mehring  in  New  I 
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The  Immigration  Watch  President  George  W.  Bush  used 
his  bully  pulpit  on  May  15,  making  a  speech  from  the  Oval 
Office  on  immigration  that  called  for  up  to  6,000  National 
Guard  troops  to  help  police  the  Mexican  border  (photo). 
The  President  is  doing  his  best  to  win  over  GOP  conserva- 
tives hostile  to  a  new  guest  worker  program  and  a  path  to 
citizenship  for  illegals  living  in  the  U.S. 

The  question  now  is  whether  Bush  will  also  engage  in 
the  Lyndon  Johnson-style  arm-twisting  that's  probably 
needed  to  forge  a  compromise  between  the  crackdown 
crowd  and  business  and  liberals  who  insist  that  if  s  impos- 
sible to  kick  out  12  million  people.  The  Senate  is  pondering 
a  bill  that  will  have  to  be  reconciled  with  a  security-minded 
one  passed  by  the  House,  and  BusinessWeek  has  learned  that 
it  will  likely  include  a  broad  crackdown  on  employers  who 
hire  illegals.  Repeat  violators  could  even  face  jail  terms. 

See  "Hiring  illegals:  Inside  the  deal  ahead,"  page  35,  and 

HMD*  "Huddled  masses,  tricky  politics," 

www.businessweek.com/go/tbw 


Static  Over  Phone  Calls  The  other  issue  that  has 

Washington  in  a  tizzy,  of  course,  is  domestic  security  vs. 
the  right  to  privacy— and  this  one  could  cost  telcos  plenty. 
USA  Today  reported  on  May  11  that  after  September  11  the 
NSA  began  collecting  data  on  calls  made  in  the  U.S.  and 
that  phone  companies  have  turned  over  tens  of  millions  of 
records.  BellSouth  and  Verizon  deny  some  of  the  allegations, 
while  AT&T  simply  says  it  respects  customer  privacy  and 
complies  with  all  relevant  laws.  Class  actions  were  filed  at 
fiber-optic  speed,  some  seeking  billions  in  damages. 

See  "The  snooping  goes  beyond  phone  calls,"  page  38 
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Boeing  Pays  a  Biggie  Apparently,  $615  million  meai! 
never  having  to  say  you're  sorry.  Boeing  on  May  15  said 
will  fork  over  the  largest  fine  ever  by  a  government  co:  j 
tractor  to  settle  procurement  scandals  that  had  shot  hoi  i 
in  its  reputation,  cost  it  billions  in  lost  defense  busines  i 
and  forced  several  senior  executives  out  of  their  jobs  j 
some  into  the  federal  hoosegow.  But  Boeing  admits  i 
wrongdoing  as  a  company,  and  Justice  Dept.  lawyers  agre< 
that  employees  committed  illegal  acts  without  authoria 
and  against  policy. 


Inflation  in  the  Wind  Who  cares  about  one-tenth  o 
percent?  Wall  Street,  that's  who.  When  the  Consumer  Pri  I 

Index  for  April  came  in  on  May  17,  the  Street  freaked  1 1 
cause  the  number  ticked  up  by  0.6%  instead  of  the  expe 
ed  0.5%.  The  flighty  energy  and  food  component  accoui 
ed  for  half  the  rise,  but  core  inflation  jumped  0.3%  for  t 
second  month  in  a  row.  That  sent  the  Dow  down  214  poii 
for  the  day  because  investors  figure  it  might  lead  the  Fed 
keep  turning  the  rate  screws  in  June. 


Who'll  Land  Univision?  The  bidding  for  Univisionq 
getting  muy  caliente.  The  broadcaster,  which  controls  1 
nation's  largest  Spanish-language  TV  and  radio  networ 
looks  enticing  to  two  groups  of  private  equity  funds  tit 
could  offer  $12  billion-plus.  The  first  was  organized 
Mexican  TV  operator  Televisa,  which  owns  11.4%  of  Um 
sion.  Among  its  partners  is  a  fund  led  by  Microsoft  Chairn 
Bill  Gates.  Now  another  group  has  surfaced.  It  inclu 
Thomas  H.  Lee  Partners  and  Texas  Pacific  Group.  So  far, 
called  strategic  buyers,  such  as  News  Corp.,  Disney,  and  CC 
have  shied  away  from  the  hefty  price  tag. 


■■ 


The  Yuan  Inches  Up  China's  fat  trade  surplus,  on  tr 

to  top  its  record  $102  billion  for  2005,  continues  to  outr 

U.S.  lawmakers  itching  to  slap  sanctions  on  the  mainl 

for  not  letting  its  currency  appreciate.  While  the  U.S.  glc ! 

trade  deficit  shrank  surprisingly  in  March,  the  nation  ri 

up  an  eye-popping  $201.6  billion  deficit  with  China  I 

year.  Beijing  seems  to  be  listening:  On  May  15  the  y  j 

breached  the  8-to-the-dollar  mark  for  the  first  time  iiij 

years.  But  it  will  have  to  rise  a  lot  more  to  take  the  heat  (< 

See  "A  ray  of  hope  for  the  trade  gap,"  page  27,  \ 

ECHEE»  "Controlling  China's  runaway  grow\ 

www.businessweek.com/go, 


EBay  Dodges  a  Bullet— For  Now  The  Supreme  c 

on  May  15  took  a  swat  at  "patent  trolls"  that  hoard  pat 
in  order  to  extract  licensing  fees,  but  it  didn't  strike  t 
dead.  Instead,  in  EBay  v.  MercExchange,  the  unanin 
Supremes  said  that  a  company  found  to  have  infring 
patent  shouldn't  be  slapped  with  an  automatic  injunc 
EBay  isn't  off  the  hook,  however.  The  case  now  heads  1 
to  a  district  court  judge  to  decide  whether  the  auctioi  j 
hemoth  must  disable  its  infringing  "Buy  It  Now"  butt' 
or  pay  MercExchange  to  use  the  patent  that  drives  it. 

HUM*  See  "A  tepid  triumph  for  el  I 
www.businessweek.com/gc 
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etalS  Mania  It  may  be  time  to  broaden  the  definition 
precious  metals.  Swiss  mining  giant  Xstrata  offered 
4.6  billion  cash  on  May  17  for  the  80%  it  doesn't  already 
m  of  Falconbridge,  a  producer  of  copper,  nickel,  and  zinc. 
ie  bid  came  four  days  after  Inco— North  America's 
5gest  nickel  miner— hiked  its  friendly  offer  for  Toronto- 
sed  Falconbridge  to  $17.5  billion.  Inco,  also  in  Toronto, 
ised  its  price  after  another  Canadian  nickel  player,  Teck 
minco,  announced  a  $15.35  billion  bid  for  Inco  itself, 
ith  so-called  base  metals  being  valued  more  like  gold 
ese  days,  hardly  anyone  in  the  mining  biz  thinks  the 
ospecting  is  over. 


)0d  Morning,  Vietnam  The  talks  lasted  nearly  as 
ig  as  the  Vietnam  War,  but  after  a  decade,  Washington 
d  Hanoi  shook  hands  on  May  13  on  trade  and  investment 
ues,  paving  the  way  for  Vietnam's  entry  into  the  WTO 
fore  yearend.  That  means  quota-free  garment  exports 

•  Vietnam  and  easier  access  to  its  84  million  consumers 

•  foreign  banks,  retailers,  and  farm  products.  Congress 
d  Vietnamese  lawmakers  are  expected  to  O.K.  the  accord 
time  for  President  Bush's  visit  to  the  Asia-Pacific  Economic 
operation  summit  in  Hanoi  in  November. 


9I0S,  Occidental?  Ecuador,  the  ninth-largest  supplier 
oil  to  the  U.S.,  seems  to  be  joining  Bolivia  and  Venezuela 
the  nationalist  parade.  On  May  15  it  canceled  a  contract 
fch  Occidental  Petroleum,  putting  into  question  the  compa- 
I  nearly  $1  billion  investment  there.  Occidental  has 
?n  Ecuador's  largest  private  energy  producer  and  tax- 
Iper  but  has  been  squabbling  with  the  state  in  recent 
irs  over  taxes  and  the  transfer  of  rights  to  Canada's 
tana.  Oxy  says  it  is  reviewing  its  legal  options. 


Exits  of  the  Week 

he  endgame  may  be  close  at  hand.  On  May  16,  Milberg 
feiss  Bershad  &  Schulman  partners  David  Bershad  and 
|teven  Schulman  left  on  leaves  of  absence  as  indictments 
gainst  them  in  an  alleged  kickback  scheme  appeared 
timinent.  A  six-year  Justice  Dept.  fraud  investigation 
ireatens  to  deliver  a  fatal  blow  to  the  law  firm,  the  na- 
on's  most  prolific  fil- 

of  shareholder  class 
:tions.  But  the  bane 

Wall  Street  refuses 

roll  over  for  prose- 
itors.  Milberg  has 
mntered  Justice  de- 

ands  for  a  $100  mil-  BERSHAD  AND  SCHULMAN 
on  fine  with  an  offer  of  less  than  half  that  amount.  And 
S  ie  firm  has  flatly  refused  to  turn  over  confidential  com- 
3  unications  with  its  lawyers  as  part  of  a  deal  to  side- 
I  ep  criminal  charges  that  could  put  it  out  of  business. 
i  ilberg  recently  hired  legal  gun  Viet  Dinh,  a  former  U.S. 
K  5sistant  Attorney  General  and  Bush  White  House  in- 

der,  to  handle  final  negotiations  with  the  feds.  It  looks 
<$  ce  Mel  Weiss,  who  helped  found  the  practice  41  years 
f  ;o,  still  has  some  fight  left  in  him. 
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When  you  race  around  the 
country,  you  need  the  largest 
mobile  broadband  network. 


Joe  Gibbs  Racing  won  last  year's  NASCAR 
NEXTEL  Cup  Series.™  To  stay  on  top, 
his  team  carries  laptops  and  Sprint  Mobile 
Broadband  cards  from  the  #1  wireless 
provider  to  business. 

The  cards  wirelessly  extend  the  team's 
workplace  for  high-speed  answers.  From 

the  tracks,  they  can  instantly  download  huge  files  of 

performance  data  from  their  servers  at  headquarters. 

Information  that  lets  them  quickly  analyze  and  adjust 

Tony  Stewart's  car. 

The  Gibbs'  team  said  yes  to  making  better 

decisions  faster.  They're  all  card-carrying  Yes-men. 

1-8SPRINT-BIZ       sprint.com/business 


Sprint  >jr   Yes  you  can: 

Together  with  NEXTEL 


Sprint  Power  Vision  Network  reaches  over  150  million  people.  Coverage  is  not  available 
everywhere -see  in-store  maps  for  details.  "#1  wireless  provider  to  business"  claim 
based  on  independent  survey  of  corporate-liable  users.  ©Joe  Gibbs  Racing.  ©2006 
Sprint  Nextel.  All  rights  reserved.  Sprint,  the  "Going  Forward"  logo  and  the  NEXTEL 
name  are  trademarks  of  Sprint  Nextel.  The  NASCAR  NEXTEL  Cup  Series  marks  are  used 
under  license  by  NASCAR,  Inc.,  and  Nextel  Communications,  Inc. 
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MARKETING 


I  SOLD  IT  THROUGH 
THE  GRAPEVINE 

Not  even  small  talk  is  sacred  anymore. 
P&G  has  enlisted  a  stealth  army  of 
600,000  moms  who  chatup  its  products 
BY  ROBERT  BERNER 


ROCTER  &  GAMBLE  CO. 
i  couldn't  ask  for  a  better 
I  salesperson  than  Donna 
Wetherell.  The  gregarious 
Columbus  (Ohio)  mom 
works  at  a  customer  serv- 
ice call  center  unaffiliated 
with  P&G,  where  she  knows  some  300  co- 
workers by  name.  Lately,  Wetherell  has 
spent  so  much  time  at  work  talking  about 
P&G  products  and  handing  out  discount 
coupons  that  her  colleagues  have  given 
her  a  nickname.  "I  am  called  the  coupon 
lady,"  Wetherell  says. 

Multiply  Wetherell  by  600,000  to  cal- 
culate the  size  of  P&G's  new  advertising 
army.  That's  the  number  of  moms  P&G 
has  enrolled  in  Vocalpoint,  a  so-called 
word-of-mouth  marketing  program  it 
has  developed  to  pitch  its  own  and  other 
companies'  products.  By  crafting  product 
messages  mothers  will  want  to  share, 
along  with  giving  them  samples, 
coupons,  and  a  chance  to  share  their  own 
opinions  with  P&G,  the  Cincinnati  con- 
sumer-product giant  is  using  personal  en- 
dorsements to  cut  through  advertising 
clutter.  "We  know  that  the  most  powerful 
form  of  marketing  is  an  advocacy  mes- 
sage from  a  trusted  friend,"  says  Steve 
Knox,  Vocalpoint's  CEO. 
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The  program  is  a  state-of-the-art 
method  for  reaching  the  most  influential 
group  of  shoppers  in  America:  moms.  At 
a  time  when  companies  need  to  find  cre- 
ative ways  to  get  their  message  across  to 
consumers,  it's  likely  to  be  widely  studied. 
But  Vocalpoint  also  raises  a  serious  ethi- 
cal issue:  Should  the  person  spreading 
the  product  message  disclose  her  affilia- 
tion? P&G  says  it's  up  to  such  "connec- 
tors" to  make  that  decision  on  their  own. 
But  this  puts  the  company  at  odds  with 
the  recently  formed  Word  of  Mouth  Mar- 
keting Assn.  (WOMMA),  which  mandates 
full  disclosure. 

TEEN  TEAM 

IN  JANUARY,  THE  Federal  Trade  Commis- 
sion discussed  the  disclosure  issue  with 
P&G.  While  Knox  says  the  agency  is  fine 
with  P&G's  stance,  another  person  knowl- 
edgeable about  the  situation  says  the  mat- 
ter isn't  resolved.  "There  are  a  lot  of  word- 
of-mouth  programs  in  play  now,  many  of 
which  are  unsavory,"  observes  Pete  Black- 
shaw,  a  WOMMA  founding  board  member. 
"As  the  leader  in  the  industry,  P&G  has  a 
higher  obligation  to  set  the  right  standard." 
Indeed,  no  major  corporation  has  em- 
braced word-of-mouth  marketing  as  ag- 
gressively. P&G  is  the  only  such  company  to 


have  developed  its  own  in-house  busir 
units  devoted  to  it,  and  it  has  the  nati( 
largest  legion  of  connectors.  The  ef 
started  in  2001,  when  P&G  launc 
Tremor,  a  word-of-mouth  program  | 
headed  by  Knox  that  is  aimed  at  tej 
Tremor  now  has  enlisted  225,000  te 
But  a  downside  to  Tremor  has  been 
most  of  P&G's  products  target  ad 
Thaf  s  why  80%  of  Tremor's  work  has  t 
for  outside  clients,  such  as  music 
movie  companies. 

About  a  year  ago,  P&G  began  deve 
ing  Vocalpoint  to   market   directlj 
moms,  which  it  defines  as  women 
children  ages  19  or  under.  After  d 
tests  in  three  cities— Columbus,  Tulsa, 
Buffalo— the  program  went  nations 
March.  Ultimately,  P&G  plans  for  ha 
Vocalpoint's  business  to  involve  its 
brands.  Already  Vocalpoint  has   ( 
campaigns  for  three  P&G  products:  D 
Direct  Foam  dish  detergent,  Febrezt 
Effects  air  freshener,  and  Millstone  cc 
It  has  completed  one  national  ou 
campaign  for  ABC's  new  show  I 
About  Brian,  and  in  June  it  will  launcl 
other  for  WD-40  Co.'s  No-Mess  Pen. 

P&G  concentrates  on  finding  wc 
who  have  large  social  networks.  Vocal] 
moms,  who  range  in  age  from  28  t 
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Yakety-yak,  Get  Something  Back 

P&G's  Vocalpoint  marketing  program  enlists  mothers  across  the 
country  to  spread  the  word  about  new  products  to  friends 

WHAT  THEY  DO:  Talk  to  their  friends 
about  P&G  brands,  such  as  Dawn  and 
Febreze,  as  well  as  push  other 
companies'  products,  such  as  a  new 
ABC  TV  show,  What  About  Brian. 


NUMBER  OF  MOTHERS:  600,000 

CORE  AGE:  28  to  45 

KEY  REQUIREMENT:  Big  social 
networks.  The  Vocalpoint  mothers 
generally  speak  to  25  to  30  other 
women  during  the  day,  while  the 
average  mom  talks  to  just  five. 

HOW  P&G  FINDS  THEM:  Through 
banner  ads  on  Internet  sites,  such  as 
iVillage.com,  and  referrals. 


generally  speak  to  about  25  to  30  other 
women  during  the  day,  where  an  average 
mom  speaks  to  just  five.  P&G  has  found 
many  of  these  connectors  on  the  Internet 
with  banner  ads  on  sites  such  as  iVill- 
lage.com.  Those  nabbed  from  Net  ads  are 
linked  to  a  site  that  gives  them  more  infor- 
mation about  Vocalpoint  and  asks  them 
screening  questions. 

What's  Vocalpoint's  allure  to  the 
women?  For  one  thing,  they  receive  a 
steady  stream  of  product  samples.  That's 
not  all.  They  also  get  "a  voice  that  is  going 
to  be  heard  by  other  companies,"  says 
Knox.  Vocalpoint  does  this  via  a  weekly  e- 
mail  newsletter  it  sends  connectors  called 
The  Inside  Track.  A  recent  edition  asks  for 
the  women's  opinions  on  everything 
from  the  design  of  the  newsletter  itself  to 
express  mail  options. 

Where  P&G  has  made  the  greatest  gain 
since  starting  Tremor  is  in  understanding 
how  to  make  word-of-mouth  marketing 
more  predictable.  Usually,  Knox  con- 
tends, it  creates  buzz  with  little  control 
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WHAT  THEY  GET  IN  RETURN:  Product 
samples  and  a  sense  of  empowerment. 

EFFECTIVENESS:  Unit  sales  of  Dawn 
in  markets  where  Vocalpoint  was 
tested  were  double  those  in  other 
markets. 

Data:  Company  reports.  BusinessWeek 

over  influencing  product  sales.  The  solu- 
tion to  this  problem:  finding  a  strong  rea- 
son why  a  connector  would  want  to  share 
product  information  with  a  friend.  "We 
do  tremendous  research  behind  it  to  find 
the  reason  to  care,"  Knox  says. 

THE  KID  ANGLE 

THAT  MESSAGE  IS  always  different  from 
the  one  P&G  uses  in  traditional  media.  In 
traditional  ads  for  Dawn  Direct  Foam,  for 
instance,  P&G  stressed  its  grease-cutting 
power.  But  Vocalpoint  moms  were  mailed 
packets  showing  the  detergent  and  a  smil- 
ing girl  on  the  outside  with  these  words  in 
big  letters:  "Mom,  can  I  help?"  A  pamph- 
let inside  explained  that  the  soap  is  so  fun 
to  use  that  kids  would  want  to  help  out 
with  the  dishes.  To  reinforce  the  point,  the 
packet  included  a  little  sponge  in  the 
shape  of  a  child's  foot,  plus  a  dozen  $1.50 
coupons.  "We  have  to  enable  a  conversa- 
tion to  take  place,"  Knox  says.  "Kids  not 
doing  enough  chores  is  a  conversation 
taking  place  among  moms." 


BUZZ  SOLDIERS 

Harrington  and 
her  daughter,  Nia, 
talk  the  talk 


J 

I 


Wetherell,  the 
calpoint  connectoi 
Columbus,  says 
talked  about  Da 
Direct  Foam  w 
about  100  female  co-workers  at  the  c 
center.  "There  are  a  lot  of  women  th 
who  have  kids,"  says  Wetherell,  51,  w 
has  a  daughter,  17.  "We  were  all  inten 
ed."  Adds  Lavonda  Harrington,  28,  anc 
er  Columbus  connector:  "My  daugr 
loves  the  foot-shaped  sponge."  That  k  | 
of  buzz  may  explain  the  explosive  sales 
suits  in  the  three  test  markets  from 
campaign  last  October.  Dawn  unit  sale: 
those  locations  were  double  those  of  m 
kets  without  a  Vocalpoint  effort.  And  ss 
for  the  Vocalpoint  campaign  last  July 
Febreze  Air  Effects  were  17%  higher.  Ki 
says  more  than  10  P&G  brands  are  work| 
on  national  Vocalpoint  campaigns. 

The  method  is  also  causing  controv 
sy.  Last  October  consumer  group  Cc 
mercial  Alert  filed  a  complaint  agai 
Tremor  with  the  FTC,  criticizing  P& 
policy  of  not  requiring  that  connect 


: 


Ik 


disclose  their  affiliation  with  the  n 
keter.  Without  such  disclosure,  Comn 
rial  Alert  Executive  Director  Gary  Rus<  | 
sees  the  danger  of  the  basic  "comn 
cialization  of  human  relations,"  wr 
friends  treat  one  another  as  advertise 
pawns,  undercutting  social  trust. 

Vocalpoint's  Knox  argues  that  P&( 
taking  the  "high  road"  by  not  requii 
disclosure  from  its  connectors  becausloa 
puts  them  fully  in  charge  of  what  t    IEi 
want  to  tell  friends.  "We  have  a  deeply  1    s. ! 
belief  you  don't  tell  the  consumer  whsi  ud 
say,"  he  says.  He  also  notes  that  all 
coupons  that  connectors  hand  out  cle    < 
say  they  are  from  Vocalpoint.  But  Ros 
D.  Ahuja,  a  marketing  professor  at  Xa 
University  in  Cincinnati,  believes  P&t 
concerned  that  disclosure  would  urn  I  i 
mine  the  credibility  of  its  connectors    : 
assertion  the  company  denies. 

The  FTC,  meanwhile,  is  likely  to    i 
spond  to  the  Consumer  Alert  compl    Kj 
in  the  next  several  months,  says  Thoi 
Pahl,  the  agency's  assistant  directo 
advertising    practices.    He    says 
agency  called  P&G  in  to  its  offices  in, 
uary  to  discuss  the  complaint  and  a    p..i 
that  word  of  mouth  is  such  a  new  f 
of  marketing  that  the  agency  hasn't    ' 
developed   a   disclosure   policy.   E 
without  an  FTC  ruling,  Walter  J.  Ca 
communications  professor  at  Northe 
ern  University  in  Boston,  says  P&G's 
closure  stance  could  ultimately  bad  I  I 
if  consumers  wind  up  feeling  betra  j 
As   he   notes,  word   of  mouth  wi 
equally  well  with  criticism.  ■ 


wsm 


EMIGRATION 


MIRING  ILLEGALS: 
NSIDE  THE  DEAL  AHEAD 

business  is  getting  behind  a  new  system 
>f  verification— and  steep  fines 


W  AARON  BERNSTEIN 

F  PRESIDENT  BUSH'S  MAY  15  CALL 
to  send  6,000  National  Guard 
troops  to  border  states  was  aimed  at 
winning  over  conservatives  op- 
posed to  his  immigration  plan,  it 
hasn't  worked.  But  even  as  policy 
gridlock  continues,  Washington  is 
iiietly  closing  in  on  a  compromise  in  one 
imtitical  area.  BusinessWeek  has  learned 
at  a  bipartisan  working  group  of  five 
iminators  has  reached  a  consensus  on  a 
assive  new  government  system  to  veri- 
the  status  of  anyone  who  applies  for  a 
b  in  the  U.S. 

A  legislative  amendment  agreed  upon 
liifr  Republicans  Charles  E.  Grassley  of 
us  wa  and  Jon  Kyi  of  Arizona  and  Democ- 
t  Its  Edward  M.  Kennedy  of  Massachu- 
setts, Max  S.  Baucus  of  Montana,  and 
to  arack  H.  Obama  of  Illinois  would  require 
U.S.  employers  to  submit  job  applicants' 
lajcial  Security  numbers  or  other  ID  to  a 
dw  federal  verification  system  and  face 
in  iff  fines  for  violations  (table).  The  deal 
M  as  worked  out  with  input  from  interest 
incoups  from  across  the  spectrum,  includ- 
es, g  the  American  Civil  Liberties  Union  and 


ON  THE  JOB              M 
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the  U.S.  Chamber  of  Commerce.  "We've 
got  a  bipartisan  agreement  to  get  a  na- 
tional employment  verification  database 
for  new  hires  up  and  running  in  18 
months,"  Obama  tells  BusinessWeek. 

The  compromise  attempts  to  balance 
the  concerns  of  hard-liners,  who  want 
tougher  measures  against  hiring  illegals, 


l Is  a  Crackdown  Coming? 


^  bipartisan 
group  of  five 
;enators  has 
eached  a 
tentative 
:ompromise  on 
a  new  employee 
verification 
System.  The 
outlines: 


EMPLOYEES 

■  Must  show  prospective 
employers  a  passport  or  a  so- 
called  Real  ID  driver's  license. 

■  Their  work  status  will  be 
checked  with  a  new  database 
linked  to  Social  Security  numbers 
and  immigration  documents. 

..■  If  rejected,  they  can't  be  hired 
unless  they  appeal.  If  the  new 
system  can't  determine  status, 
they  would  be  free  to  work. 


EMPLOYERS 

■  Face  stiff  fines  of  up  to 
$20,000  per  illegal  hired  or  for 
not  adequately  keeping  records. 

■  Repeat  offenders  could  face 
a  loss  of  government  contracts 
for  five  years. 

■  Those  engaging  in  a 
pattern  of  knowing  violations 
face  fines  of  $20,000  per  illegal, 
plus  three  years  in  prison. 


Data:  Amendment  sponrored  by  Senator  Charles  Grassley 


and  those  of  civil  libertarians  and  compa- 
nies worried  about  a  new,  untested  gov- 
ernment system  causing  major  employ- 
ment and  privacy  hassles.  Of  course,  the 
plan  may  yet  change  when  it  reaches  the 
full  Senate  as  part  of  the  larger  immigra- 
tion bill.  (As  of  May  17,  Kyi  was  holding 
out  for  a  tamper-proof  Social  Security 
card  as  the  price  of  his  support.)  It  would 
also  have  to  clear  the  more  conservative 
House  of  Representatives,  which  wants  a 
new  card  as  well  as  checks  run  on  the  en- 
tire U.S.  workforce. 

REWRITING  THE  RULES 

STILL,  EXPERTS  THINK  the  approach 
hammered  out  in  private  by  the  five  sena- 
tors' staffers  over  the 
past  month  is  likely  to 
stick  as  the  blueprint 
for  a  broad  new  crack- 
down on  employers. 
"We've  still  got  con- 
cerns, but  we  know 
strong  enforcement 
has  to  be  part  of  a  final 
[immigration]  pack- 
age," says  Randel  K. 
Johnson,  the  Cham- 
ber's vice-president 
for  labor  and  immi- 
gration, who  worked 
closely  with  the  Sen- 
ate staffers.  "We're 
willing  to  accept  sub- 
stantial increases  in 
penalties  for  employ- 
ers who  normally  vio- 
late the  law  as  long  as  if  s  not  for  those 
who  just  make  mistakes." 

The  current  debate  mirrors  the  one 
that  led  to  the  last  major  immigration 
overhaul,  in  1986.  That  year,  Congress 
agreed  to  an  amnesty  for  3  million  illegals 
living  in  the  U.S.  in  exchange  for  tough 
sanctions  on  employers.  But  after  a  few 
years,  the  feds  largely  stopped  enforcing 
the  law,  in  part  because  of  employers' 
complaints  that  they  had  no  way  to  tell  if 
workers  were  using  phony  Social  Securi- 
ty numbers  or  other  documents. 

The  proposed  new  system  would 
rewrite  identification  rules  for  anyone 
seeking  a  job.  It  would  require  employers 
to  demand  a  U.S.  passport  or  what's  called 
a  Real  ID  driver's  license,  a  secure  license 
that  states  must  issue  by  2008  under  a  law 
passed  last  year  in  response  to  September 
11.  Employers  would  submit  the  informa- 
tion to  a  new  verification  system  to  be  cre- 
ated by  the  Homeland  Security  Dept.  The 
system  would  check  Social  Security  num- 
bers or,  for  immigrants  who  don't  have 
one,  their  immigration  status.  The  process 
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The  plan 
calls  for 
50  times 
as  many 
workplace 
inspectors 


would  become  mandatory  for  all  em- 
ployers in  18  months. 

The  new  electronic  database  would  be 
a  massive  expansion  of  something 
duboed  the  Basic  Pilot,  a  tiny  voluntary 
program  Congress  started  in  1997  that 
helps  employers  check  applicants'  Social 
Security  numbers.  Currendy  used  by  just 
5,000  employers,  the  pilot  program  has 
been  plagued  by  high  error  rates.  Reject- 
ed workers  could  appeal  and  would  be 
allowed  to  work  if  Homeland  Security 
couldn't  say  definitively  whether  they're 
illegal,  which  happens  up  to  20%  of  the 
time.  This  safeguard  would  remain  until 
the  new  system  hits  99%  accuracy,  ac- 
cording to  a  draft  of  the  Senate  proposal. 
To  guard  against  an  expected  out- 
break of  stolen  Social  Security  numbers, 
the  proposal  would  make  identity  theft  a 
felony  for  the  first 
time.  But  it  doesn't 
include  a  tamper-re- 
sistant Social  Securi- 
ty card  for  all  Ameri- 
cans, which  civil 
libertarians  see  as  a 
precursor  to  a  na- 
tional identity  card. 
"We're  still  con- 
cerned about  a  major 
new  government 
database,  but  we're 
pleased  with  the 
consensus  so  far,"  says  ACLU  Legislative 
Director  Caroline  Fredrickson,  who  was 
involved  in  drafting  the  Senate  plan. 

As  for  employers,  the  Senate  plan 
would  double  the  fines  put  in  place  in  the 
1986  law  and  expand  workplace  inspec- 
tors to  enforce  the  law,  to  10,000  from 
just  200  now.  This  may  not  satisfy  House 
hard-liners  such  as  F.James  Sensenbren- 
ner  (R-Wis.).  Still,  even  conservative  sup- 
porters figure  they  may  not  get  much 
more.  The  new  Senate  plan  "is  a  good 
compromise  between  those  who  want 
tough  verification  to  kick  in  fast  and  those 
who  want  to  protect  people  from  the  fail- 
ures of  a  new  system,"  says  Tamar  Jacoby, 
a  senior  fellow  at  the  conservative  Man- 
hattan Institute,  which  pushed  the  Sen- 
ate group  for  a  restrictive  approach. 

The  Chamber's  Johnson  and  other 
business  representatives  expect  some 
work  verification  system  to  become  law, 
no  matter  how  the  debate  plays  out  over 
border  security  and  guest  workers. 
Clearly  there's  no  easy  way  to  check  the 
work  status  of  millions  of  people,  or  it 
would  have  been  done.  But  employers 
and  employees  alike  should  get  ready  to 
give  it  a  try.  ■ 

-With  Coleman  Cowan  in  Atlanta 
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)ne  quarter  s  fre 
cash  would  almos 
cover  the  gap 


OIL  SHOCKS 


SHORTFALL 
AT  EXXON 

All  those  profits— but 
underfunded  pensions 


BY  DAVID  HENRY 

SCROLL  THROUGH  THE 
financial  data  of  the 
biggest  U.S.  corporations 
and  a  surprising  fact  ap- 
pears: Arguably  the 
mightiest  of  them  all, 
Exxon  Mobil,  has  left  its 
employee  pension  plans  with  the  biggest 
funding  deficit.  Its  assets  are  $11.2  billion 
short  of  projected  obligations,  according 
to  company  figures  as  of  Dec.  31— 
greater  even  than  the  gaps  at  struggling 
Ford  Motor  and  General  Motors  (chart). 
Exxon  could  write  a  check  for  its  un- 
derfunding  this  afternoon.  The  oil  giant 
has  $27  billion  in  its  coffers.  It  generated 
free  cash  of  $9  billion  last  quarter— al- 
most enough  to  cover  the  pension  short- 


BIGGEST  PENSION 
FUNDING  DEFICITS 


BILLIONS  OF  DOLLARS 


DELTA  AIR  LINES 


LOCKHEED  MARTIN 


0  2  4  6  8  10 

•GAP  BETWEEN  PENSION  PLAN  ASSETS  AND  PROJECTED  BENEFIT 
OBLIGATIONS  UNDER  GENERALLY  ACCEPTED  ACCOUNTING 
PRINCIPLES.  AS  OF  DEC.  31. 2005.  INDIVIDUAL  PLANS  MAY  BE 
FULLY  FUNDED  UNDER  U.S.  GOVERNMENT  PENSION  RULES. 
Data:  Standard  &  Poof's  Research  Insight 


fall.  And  it  carries  an  AAA  credit  rath 

So  why  won't  it?  Exxon  says  it's 
compliance  with  all  labor  laws  and  reg 
lations.  "We  strenuously  object  to  the  i 
of  the  word  'underfunded'  because 
are  not,  [according  to]  the  terms  of  1 
people  who  set  the  regulations,"  ss 
media  relations  adviser  Dave  Gardr 
"The  company  has  the  wherewithal 
meet  its  funding  obligations,  period." 

But  whether  pensions  are  funded: 
underfunded  depends  on  which  comp. 
accounting  prism  you  use.  Exxon's  mi 
U.S.  plan  looks  O.K.  under  governm 
accounting  rules.  But  it  comes  up  sh 
under   generally   accepted   account 
principles,  which  are  used  in  finan. 
statements  and  give  more  attention  to 
ligations  projected  to  come  due  in  the 
ture.  Whether  Exxon  ultimately  will  h 
the  wherewithal  to  pay  employees  w 
they're  expecting  won't  be  known  until]  J 
time  to  send  the  checks. 

If  bankrupt  airlines,  steelmakers, ;  I 
auto  parts  suppliers  had  contributed  e: 
cash  to  their  pension  accounts  duij 
their  good  years,  today's  pension  cij 
probably  wouldn't  be  nearly  so  sevJ 
says  John  W.  Ehrhardt,  a  principal  and  J 
tuary  at  pension  consultant  Milliman 
He  says  companies  don't  want  to  i\ 
tribute  more  than  what's  required 
cause  they're  effectively  barred  by 
from  reclaiming  any  surpluses.  Cong  I 
doesn't  dare  try  to  modify  that  part  ol 
law,  fearing  it  will  be  seen  as  allov 
companies  and  takeover  artists  to  raid  | 
plans,  as  happened  in  the  1980s. 

The  fact  is,  Exxon  could  be  toppinj  I 
its  tank  for  employees  but  isn't.  It's 
dining  to  put  more  money  away  f 
rainy  day  while  the  sun  is  shining  on 
oil  industry.  And  it  isn't  apologizing  [ 
ther.  "We  basically  chose  not  to," 
Gardner.  "That's  not  an  investment  I 
want  to  put  more  into  at  this  point.  Oi 
nancial  strength  provides  excellent  s  | 
rity  for  any  pension."  We'll  see.  ■ 
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SURVEILLANCE 


THE  SNOOPING  GOES 
BEYOND  PHONE  CALLS 

How  the  government  sidesteps  the 
Privacy  Act  by  purchasing  commercial  data 


BY  LORRAINE  WOELLERT 
AND  DAWN  KOPECKI 

FUROR  AND  CONFUSION 
over  allegations  that  major 
phone  companies  have  surren- 
dered customer  calling  records 
to  the  National  Security  Agency 
continue  to  roil  Washington. 
But  if  AT&T  Inc.  and  possibly 
others  have  turned  over  records  to  the  NSA, 
the  phone  giants  represent  only  one  of  many 
commercial  sources  of  personal  data  that  the 
government  seeks  to  "mine"  for  evidence  of 
terrorist  plots  and  other  threats. 

The  Departments  of  Justice,  State,  and 
Homeland  Security  spend  millions  annu- 
ally to  buy  commercial  databases  that 
track  Americans'  finances,  phone  num- 
bers, and  biographical  information,  ac- 
cording to  a  report  last  month  by  the  U.S. 
Government  Accountability  Office,  the  in- 
vestigative arm  of  Congress.  Often,  the 
agencies  and  their  contractors  don't  en- 
sure the  data's  accuracy,  the  GAO  found. 
Buying  commercially  collected  data  al- 
lows the  government  to  dodge  certain 
privacy  rules.  The  Privacy  Act  of  1974  re- 
stricts how  federal  agencies  may  use  such 
information  and  requires  disclosure  of 
what  the  government  is  doing  with  it.  But 
the  law  applies  only  when  the  govern- 
ment is  doing  the  data  collecting. 

"Grabbing  data  wholesale  from  the 
private  sector  is  the  way  agencies  are  get- 
ting around  the  requirements  of  the  Pri- 
vacy Act  and  the  Fourth  Amendment," 
says  Jim  Harper,  director  of  information 
policy  studies  at  the  libertarian  Cato  In- 
stitute in  Washington  and  a  member  of 
the  Homeland  Security  Dept.'s  Data  Pri- 
vacy &  Integrity  Advisory  Committee. 

The  Justice  Dept.  alone,  which  includes 
the  FBI,  spent  $19  million  in  fiscal  2005  to 
obtain  commercially  gathered  names,  ad- 
dresses, phone  numbers,  and  other  data, 
according  to  the  GAO.  The  Justice  Dept. 
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Washington 

Watches 

Top  six  reasons  federal  agencies  say 
that  they  perform  "data  mining" 
using  private-sector  information, 
such  as  credit-card  records: 


1  Improving 
service  or 
performance 

2 Detecting  fraud 
and  waste 

3  Identifying 
terrorist  activity 


J\  Analyzing 


scientific 
information 


CDiscerning 
/^Improving 


criminal  patterns 

Improv 
safety 


Data:  General  Accountability  Office 

obeys  the  Privacy  Act  and  "protects  infor- 
mation that  might  personally  identify  an 
individual,"  a  spokesman  says.  Despite 
the  GAO's  findings,  a  Homeland  Security 
spokesman  denies  that  his  agency  pur- 
chases consumer  records  from  private 
companies.  The  State  Dept.  didn't  re- 
spond to  requests  for  comment. 

A  number  of  lawmakers  from  both  par- 
ties are  calling  for  investigations  of  the  role 


of  phone  companies  and  the  NSA  in  ( 
mestic  surveillance.  BellSouth  Corp.  a 
Verizon  Communications  have  den 
turning  over  bulk  call  records  to  the  ager 
although  their  carefully  worded  stateme 
contained  some  ambiguities.  AT&T  s 
that  when  it  helps  the  government,  it  d 
so  strictly  within  the  law.  On  May  11,  [ 
Today  reported  that  the  three  telecom  tit; 
cooperated  with  NSA  surveillance  effort 

But  in  the  face  of  the  uproar  over  the 
sue,  others  on  Capitol  Hill  are  pushing 
more  government  data  collection.  Ho 
Judiciary  Committee  Chairman  F.  Jar 
Sensenbrenner  (R-Wis.)  is  drafting  legi  L 
tion  to  require  ISPs  to  amass  informat 
about  users'  Web-surfing  habits  to  as 
government  investigations.  Executive! 
companies  that  fail  to  comply  could 
subject  to  up  to  a  year  in  prison. 

Other  players  in  the  information  wc 
that  could  get  more  attention  in  com 
days  are  little-known  firms  that  help  t 
com  industry  clients  comply  with  gove 
ment  investigations.  Thaf  s  a  small  pai 
what  a  company  called  NeuStar  Inc.  di! 

INCREASED  PRESSURE 

BASED  IN  STERLING,  Va.,  NeuStar 
developed  a  lucrative  niche  in  the  rou 
of  millions  of  phone  calls  a  day  from 
carrier  to  the  next.  "Nearly  every  telepb 
call  placed  is  routed  using  NeuStar's 
tern,  and  every  telecommunications  s 
ice  provider  is  one  of  NeuStar's  i 
tomers,"  the  company's  Web  site  sti 
NeuStar  doesn't  keep  records  of  the  ca 
handles,  a  spokeswoman  says. 

Now  NeuStar  is  seeking  to  profit  f 
increased  post-September  11  governn 
pressure  on  telecoms  to  turn  over  c 
Last  year  it  acquired  Fiducianet 
which  helps  phone  company  clients  c 
ply  with  "subpoenas,  court  orders, 
law  enforcement  agency  requests  ui 
electronic  surveillance  laws,"  accordii 
a  February,  2005,  NeuStar  press  reh 
NeuStar  says  this  part  of  its  business 
counts  for  less  than  1%  of  total  reve 
The  company  went  public  last  June 
reported  2005  revenue  of  $242.5  mil 

NeuStar  also  provides  services  to  fe< 
agencies,  but  CEO  Jeff  Ganek  says  it  h 
done  so  for  the  NSA  The  company  has 
solutely  nothing  to  do  with  any  of  the 
veillance  that's  currendy  being  discuss* 
Capitol  Hill,"  Ganek  stresses.  All  told, 
ernment  contracts  provide  less  than  2 
NeuStar's  revenue,  the  company  spi 
woman  says.  Government  agencies  s 
times  seek  NeuStar's  help  in  identi 
phone  carriers  that  investigators  pi; 
subpoena,  she  says,  adding,  "We  d( 
provide  any  other  information."  ■ 
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Network  Solutions®  easy  Do-lt-Myse!f  Web  Site  tools  and  templates  n 
easy  to  get  a  Web  site  built  to  your  specific  blueprint  —  and  let  you  update  it  fast  as 
your  needs  change.  Call  or  visit  us  to  learn  more,  and  to  find  out  all  the  ways  we 

can  help  take  your  business  farther. 


NetworkSolutions, 
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RESOURCE  DRAIN 

The  350  is  taxing 
Airbus'  already 
busy  engineers 


PLANEMAKERS 


AIRBUS  HAS  A  BAD 
CASE  OF  JET  LAG 

Its  redesigned,  lightweight  plane  will 
still  trail  Boeing's  Dreamliner  by  years 


can't  get  an  all-composite 
plane  into  service  before 
2012,  four  years  after  the 
787.  Even  then,  most  indus 
try  experts  say  if  s  unlikeb 
the  Airbus  plane  would  bt 
significantly  better  than  thi 
787.  "It's  four  years  too  lat 
with  a  me-too  airplane,' 
crows  Randy  Baseler,  Boe 
ing's  vice-president  for 
marketing. 

Airbus  has  plenty  of  t; 
ented  engineers,  but  they'r 
stretched  thin.  They'r 
wrapping  up  work  on 
A380  megaplane,  set  to  enter  service  at 
end  of  this  year,  while  also  developing 
new  military-transport  plane  and  an  ah 
refueling  tanker  aircraft.  Overall,  Airbu 
spent  $2.1  billion  on  research  and  deve 
opment  last  year,  only  slightly  below  200.' 
when  A380  spending  peaked. 


BY  CAROL  MATLACK 

LASTICS.  THEY  REALLY 
I  are  the  future.  More  pre- 
cisely, the  carbon-fiber-re- 
inforced plastics  known  as 
composites  are  reshaping 
the  rivalry  between  Airbus 
and  Boeing  Co.,  and  the 
European  planemaker  has  a  lot  of  catch- 
ing up  to  do. 

With  oil  prices  soaring,  airlines  are 
flocking  to  Boeing's  new  787  Dreamliner, 
which  promises  to  burn  20%  less  fuel  than 
conventional  planes.  The  787  is  made 
mostly  of  composites,  which  weigh  half  as 
much  as  aluminum,  but  are  stronger  so 
that  wings  and  other  parts  can  be  made 
slimmer  and  more  aerodynamic.  Airbus  is 
countering  with  the  A350,  a  planned  air- 
craft with  one-third  less  composite  con- 
tent than  the  787  But  most  carriers  are 
snubbing  it.  Small  wonder,  then,  that  Air- 
bus Chief  Executive  Gustav  Humbert 
confirmed  at  the  Berlin  Air  Show  on  May 
17  that  the  company  will  unveil  a  re- 
vamped design  for  the  A350  by  July.  "The 
game  is  not  over,"  he  said. 

Seems  like  it  should  be  a  cinch  for  Air- 
bus to  up  its  composite  content  in  a  new 
A350.  The  company  has  been  building 
composite  parts  since  the  1980s.  The  ex- 
pected $10  billion  price  shouldn't  be  a 
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problem,  either.  Airbus  has  already  over- 
taken Boeing  as  the  world's  top  jetmaker. 
Its  parent,  European  Aeronautic  Defence 
and  Space  Co.  (EADS),  on  May  16  report- 
ed first-quarter  profits  up  26%,  to  $665 
million,  on  sales  up  30%,  to  $11.7  billion. 

But  Boeing  has  a  big  head  start.  True, 
Airbus  had  been  a  pacesetter  when  it  in- 
troduced composites  on 
tail  stabilizers.  But  Boeing 
has  since  leaped  ahead 
with  its  work  on  military 
contracts  such  as  the  B-2 
bomber  and  its  use  of 
composites  on  civilian 
jets  such  as  the  777.  Air- 
bus' much  smaller  com- 
posites program  lags  Boe- 
ing's on  almost  every 
front,  from  design  to 
manufacturing  to  multi- 
year  supply  deals  for  car- 
bon fiber.  "All  Airbus'  en- 
gineers and  all  their  factories  are  working 
in  aluminum,"  says  Andrew  Walker,  a  for- 
mer top  Airbus  engineer  who  now  teach- 
es in  the  materials  program  at  the  Uni- 
versity of  Manchester. 

To  close  the  gap  with  Boeing,  Airbus 
will  pour  $580  million  into  research  over 
the  next  few  years.  "Their  lead  will  not  be 
for  long,"  says  Airbus'  Humbert  But  Airbus 
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AirRace 

Number  of  planes 
ordered  by  airlines 


BOEING 
787 


350  100 


STUMBLING  BLOCKS 

THE  UPSHOT:  WHILE  Airbus  gets  up  1 
speed  on  composites,  Boeing  will  take  a 
early  lead,  with  6  or  7  of  its  787  Drean 
liners  rolling  out  of  the  factory  eaci 
month  at  a  list  price  of  $120  million 
pop.  That  gives  Boeing  plenty  of  time  ari 
money  to  launch  its  next  plane,  most  likt 
ly  an  all-composite  makeover  of  the  7& 
Such  a  plane  would  take  direct  aim 
Airbus'  best-seller,  the  A320,  throwiii 
the  European  company  on  the  defensii 
once  again. 

Boeing  could  still  stumble.  Some  70 
of  production  work  on  the  787  has  bei 
farmed  out  to  contractors  worldwic 
Even  minor  glitches  com 
delay  the  launch.  Airbi 
also  knows  airlines  w 
keep  steering  orders 
way  to  prevent  Boei 
from  gaining  marl 
dominance.  "They  do 
want  to  be  subject 
higher  prices,"  si 
George  Hamlin,  the  he 
of  Hamlin  Transportarj 
Consulting  in  Fairfax,  V 

The  Europeans 
they're  up  to  the  ch 
lenge.  "Airbus  has  a  his 
ry  of  successfully  managing  a  ste 
ramp-up,"  Humbert  says.  Indeed, 
most  of  Airbus'  36-year  history,  its  nes 
aircraft  designs  and  more  modern  fac 
ries  gave  it  an  edge  over  its  older  U.S. 
val.  But  now,  Boeing  looks  set  to  inv: 
that  comfort  zone.  ■ 

-With  William  Boston  in  Berlin  ( 
Stanley  Holmes  in  Sea 


AIRBUS 
A350 


Data:  Boeing  Co .  Airbus 


Ingeniously  designed  to  help 
protect  the  things  that  need  protecting. 


ACE  helps  absorb 
frontal-collision  energy. 


At  Honda,  we  continue  to  show  our  commitment  to  "Safety 
for  Everyone"  by  developing  new  technologies  designed  to  help  protect  you  and  your 
family  in  the  event  of  an  accident.  Regardless  of  the  size  or  price  of  your 
Honda?  By  studying  the  dynamics  of  collisions  between  vehicles,  our 
engineers  created  the  Advanced  Compatibility  Engineering™  (ACE™) 
body  structure.  It's  a  unique  design  that  helps  spread  the  energy  of  a 
frontal  collision  throughout  the  body.  ACE  is  only  from  Honda  and 
comes  standard  on  the  all-new  Civic.  In  the  future,  ACE 
will  come  standard  on  many  of  our  models  as  they  evolve.  After  all,  we 
made  a  promise  to  help  keep  all  of  our  drivers  and  passengers  safe. 


Safety  for  Everyone. 


'Does  not  include  specialty  vehicles:  Honda  Insight.  Honda  S2000  and  Acuta  N5X.  ©2005  American  Honda  Motor  Co..  Inc.  safety.honda.com 
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CULTURE 


HOW  THE  DA  VINCI  CODE 
CRACKED  FRANCE 

The  best-selling  novel  in  the  nation's  history 
is  rewriting  the  rules  of  French  marketing 


BY  MATT  VELLA 

ARIS      HAS 
[gone     Da 

Vinci    Code 

crazy.  From 

the  Arc  de 

Triomphe 

to  the  Place 
de  la  Concorde,  the  city  is 
plastered  with  posters  for 
the  just-opened  movie, 
which  is  based  on  the  best- 
selling  thriller  by  Dan 
Brown.  The  French  press  is 
filled  with  stories  on  every- 
thing from  ecclesiastical  de- 
bates over  the  book's  reli- 
gious themes  to  profiles  of 
the  two  French  movie  stars, 
Jean  Reno  and  Audrey  Tautou,  who  ap- 
pear, speaking  in  English,  in  the  film. 
Bookstores  all  over  Paris  are  stocked  to  the 
rafters  with  copies  of  the  novel  in  French, 
English,  hardcover,  paperback,  special  il- 
lustrated editions,  you  name  it. 

The  movie  premiered  on  May  17  at  the 
Cannes  Film  Festival,  where  critics  gave  it 
a  lukewarm  reception.  Yet  even  with  its 
convoluted  plot,  and  imperfect  French 
translation,  the  novel  has 
become  by  far  the  top-sell- 
ing commercial  book  of  all 
time  in  France,  with  more 
than  5  million  copies  al- 
ready purchased.  Add 
pass-along  readership,  and 
analysts  estimate  a  quarter 
of  the  French  reading-age 
population  has  read  The 
Da  Vinci  Code. 

Still,  Da  Vinci  Code  ma- 
nia is  about  a  lot  more  than 
book  sales.  It's  inspiring 
all  sorts  of  entrepreneurial 
spirit  among  the  French. 
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5 


million 

Number  of  copies 
of  The  Da  Vinci 
Cafe  sold  in  France, 
a  record  for  trade 
book  sales  there 


Data:  JC  Lattes 


There  are  Da  Vinci  Code  walking 
tours,  playing  cards,  calligraphy  sets, 
music  CDs,  a  video  game,  vacation 
promotions,  and  more.  "This  is  the 
first  example  of  derivative  product 
marketing  in  French  publishing  ever,"  says 
Isabelle  Laffont,  president  of  JC  Lattes, 
publisher  of  the  hardcover  version  of  the 
book.  "It's  totally  new  for  us— another 
product  of  globalization." 

Indeed,  the  arrival  of  the 
Sony  Pictures  film,  starring 
Tom  Hanks  and  directed  by 
Ron  Howard,  is  spurring  a 
new  wave  of  commercial- 
ization. JC  Lattes  is  issuing 
200,000  copies  of  a  special 
French  edition  timed  to  the 
release.  It  carries  a  new 
dust-jacket  with  images 
taken  from  the  movie. 
Lattes  also  sells  a  popular 
companion  guide  to  the 
novel,  called  The  Investiga- 
tion of  The  Da  Vinci  Code, 
by  Marie-France  Etchegoin 


and  Frederic  Lenoir.  Sales  from  the  paper 
back  edition  of  The  Da  Vinci  Code  account 
ed  for  10%  of  overall  revenue  last  year  fo 
France's  second-largest  paperback  pub 
lisher,  Pocket  Books. 

Everyone,  it  seems,  is  getting  into  th 
act.  Much  of  the  book  takes  place  in  th 
British  capital,  and  Eurostar,  the  trans 
Channel  train  service  between  Londo: 
and  Paris,  says  it  has  seen  a  growing  num 
ber  of  riders  making  Da  Vinci  pilgrimage 
between  the  two  cities.  "One  thing  we  nc 
ticed  was  that  the  No.  1  lost-and-foun 
item  on  the  trains  was  Brown's  book,"  saj 
Eurostar  Marketing  Director  Greg  Nugen 
To  tap  into  the  craze,  Eurostar  has  kicke 
off  a  lavish  marketing  promotion  dubbe 
"Join  the  Quest,"  a  contest  with  Da  Vine 
^^^^^^         style  codes  and  puzzl 
A    half-million    peop 
have  visited  the  prom< 
tional  Web  site,  who; 
design       echoes       ti 
~     movie's  parchment-ani 
^    pentagrams  esthetic.  Tl 
grand    prize?    Complj 
mentary  Eurostar  trav 
for  life,  free  vacations  £ 
five  years  in  London  ai 
Paris,  $20,000  for  sho 
ping    at    Harrods 
Galeries  Lafayette, 
$258,000  in  prize  mom 
Even  the  staid  Louv 
is  getting  a  lift.  For  yea;) 
after  The  Da  Vinci  Co 
came  out,  the  museu 
distanced  itself  from  t 
book  and  its  avid  folio 
ing.  But  now  it  has  dec 
ed  to  go  with  the  pc 
culture  flow.  Last  ye 
the  Louvre  admitted 
record  7.5  million  visitors,  up  nearly  2( 
from  2004,  thanks  in  part  to  Da  Vinci  Cc 
notoriety.  On  May  18,  the  Louvre  unveii 
a  new  audio  tour  called  "Step  Inside  the 
Vinci  Code"  that  will  be  available  for  rer 
or  purchase  on  site  and  via  the  Louvre  W 
site  and  Apple's  iTunes  store  for  $13. 

Business  is  booming,  too,  for  j 
dozens  of  tourist  operations  that  ol 
guided  tours  of  the  Louvre,  St.  Sulpi 
and  other  locales  cited  in  the  novel.  1 
weak  dollar?  Anti-French  sentime 
once-rampant  in  the  U.S.  at  the  outse 
the  Iraq  war?  Pas  de  probleme.  For  mi 
Americans  and  French  alike,  retracing 
steps  of  The  Da  Vinci  Code  is  the  thinj 
do  these  days.  Now,  all  those  budd 
French  entrepreneurs  are  just  praying 
jeers  and  shrugs  at  the  movie's  premie 
Cannes  don't  signal  a  flop.  ■ 

-  With  Andy  Reinhc 


MONA  LISA  SMILES 

Even  the  Louvre  is 
tying  in  with  the 
book  to  draw  crowds 
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Florida  Guardian  ad  Litem  Saw  the  Future  of  Child  Advocacy. 

Citrix  Provided  Access. 


"Custody  rulings.  Foster  care.  Adoptions.  Our  founding  vision  was  to  give  every  abused 
and  neglected  child  in  Florida  a  strong  advocate  in  court.  Two  years  later,  we're  well  on 
our  way.  Today,  program  staff,  attorneys  and  over  5,000  volunteers  represent  more 
than  27,000  children.  Instead  of  information  in  file  drawers  scattered  all  over  the  state, 
Citrix  software  gives  advocates  secure  access  to  our  case  management  system  from 
anywhere.  Resources  are  precious,  so  we  must  apply  them  wisely,  not  waste  time 
chasing  data.  These  kids  depend  on  us.  That's  why  we're  depending  on  Citrix  to  take 
us  the  rest  of  the  way  to  advocate  every  Florida  child  in  need. " 

JOHNNY  C.  WHITE 

CIO 

Florida  Guardian  ad  Litem  Program 


Access  your  future  today  at 
citrix.com. 


"  36  Citrix  Systems,  Inc.  All  rights  reserved.  Citrix"  is  a  trademark  of  Citrix  Systems,  Inc. 

ir  one  or  more  of  its  subsidiaries,  and  may  be  registered  in  the  United  States  Patent 
|  frademark  Office  and  in  other  countries.  All  other  trademarks  and  registered 

narks  are  the  property  of  their  respective  owners. 
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WU  Cleared  of 
allegations  of 
misconduct  by 
his  university 
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CHINA 


SCIENCE  FRICTION 

Is  the  controversy  over  research  fraud  in  China 
spiraling  out  of  control? 
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BY  BRUCE  EINHORN 

JUST  WHEN  U.S.  UNIVERSI- 
ties  are  pushing  to  form  al- 
liances with  their  counter- 
parts in  China,  accusations 
of  scientific  fraud  are  zinging 
across  the  Middle  Kingdom. 
Beijing's  determination  to 
make  China  a  scientific  superpower 
seems  to  have  created  a  Wild  West  cli- 
mate where  top  researchers,  under  in- 
tense pressure  to  produce,  are  tempted  to 
fake  results  or  copy  the  works  of  others. 
Amidst  charges  and  countercharges- 
some  of  them  spurious— scientists  worry 
that  a  witch  hunt  is  starting  up  that  could 
besmirch  the  credible  research  along 
with  the  suspect. 

The  outcry  reached  a  crescendo  on 
May  12,  when  Shanghai  Jiaotong  Univer- 
sity announced  the  firing  of  star  professor 
Chen  Jin  for  allegedly  faking  research  on 
computer  chips.  Chen  is  just  one  in  a 

44  I  BusinessWeek  I  May  29.  2006 


crowd  of  academics  accused  of  everything 
from  falsifying  or  plagiarizing  results  to 
embellishing  resumes.  While  some  have 
lost  their  jobs,  "there  are  many,  many 
known  cases  where  the  academics  are  still 
in  senior  positions,"  says  Yuen  Ying 
Chan,  a  University  of  Hong  Kong  profes- 
sor and  dean  of  the  jour- 
nalism program  at  Shan- 
tou  University  in 
Guangdong  province. 

One  of  the  leading  Chi- 
nese whistle-blowers  is 
biochemist  Shi-min  Fang. 
He  runs  a  highly  influen- 
tial Chinese-language  Web 
site  (www.xys.org)  that  de- 
tails charges  of  fraud  and 
abuse  among  China's  sci- 
entists. Since  his  site 
launched  in  2000,  he 
claims  to  have  exposed 
500  cases  of  illegal  or  un- 
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$246 

billion 

China's  spending 
on  scientific  R&D 
in  2004,  up  28% 
over  2003 

Data:  China's  National  Bureau  of 
Statistics  (as  reported  by  the  official 
Xinhua  News  Agency) 


ethical  behavior.  "Misconduct  is  so  wi<i<  ins 
spread  among  Chinese  academics  tiiflini 
they  have  almost  become  used  to 
Fang  said  in  an  e-mail  exchange.  "Tlijulei 
don't  think  it's  a  big  deal  at  all." 

The  turmoil  comes  at  a  particuk 
embarrassing  time  for  President  Hu  J 
tao.  He  and  other  lead 
have  been  flogging  their 
sion  of  China  as  an  eco  H 
my  that  relies  on  high-< 
innovation  more  than  1< 
cost  manufacturing.  To  1 
ize  this  brains-based  fun 
Communist   Party  leac 
urge  scientists  to  seize 
leading  edge  of  nanott 
nology,  stem  cell  resea 
and  other  emerging  fielc 
Such    ambitious    g< 
may  be  inspiring  the  um 
ical  behavior.  "Everyboc 
under  pressure,"  says  2 
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lan  Fu,  a  Chinese  professor  at  Indiana 
liversity  School  of  Medicine.  He 
•lped  organize  an  open  letter  from  120 
S.-based  Chinese  academics  calling 

their  government  to  reform  the  way 
investigates  misconduct  accusations. 
Jmost  every  university  wants  to  be 
wld-class,"  he  says.  "Overnight,  you 
ould  be  a  top  scientist." 
The  rise  of  an  entrepreneurial  class 
rther  complicates  the  situation.  As 
ofessors  team  up  with  business  part- 
rs  to  commercialize  their  lab  results, 
i  nexus  between  science  and  the 
ugh-and-tumble  world  of  Chinese 
pitalism  has  not  been  pretty.  One  of 

country's  seamiest  cases  involves  Dr. 
u  Xiaoqing,  a  professor  at  Sichuan 
liversity  in  Chengdu,  and  his  onetime 
siness  partner,  an  investment  compa- 

called  Sichuan  NTC  Holdings. 

■SSY  DISPUTES 

(J,  51,  TEAMED  UP  with  NTC  in  2002  to 
relop  his  discovery  regarding  the  abil- 
of  E.  coli  bacteria  to  kill  harmful  mi- 
)bes  in  the  body.  The  two  sides  had  a 
ling  out  over  what  Qiu  calls  a  disagree- 
:nt  about  the  percentage  of  shares  he 
juld  get  in  the  company.  After  that, 
ne  members  of  Qiu's  research  group 
.■used  him  of  faking  his  lab  results.  The 
arge,  says  Qiu,  is  "ridiculous. ..it's  a 
ge  joke."    Sichuan   University   an- 
unced  in  April  that  it  had  cleared  Qiu 
wrongdoing.  But  NTC,  unpersuaded, 
s  asked  the  university  to  make  the  de- 
s  of  its  investigation  public. 
Such  messy  academic  disputes  could 
e  pause  to  U.S.  universities  seeking 
increase  their  collaborations  with  the 
inese.  Dr.  George  Wu,  a  professor  at 
i  University  of  Connecticut  who  col- 
orated  with  Dr.  Qiu,  has  firsthand 
Dwledge  of  the  dangers.  Early  this 
ir,  Wu  was  anonymously  accused  of 
itributing  to  Qiu's  alleged  fraud.  "I 
re   never  heard   of  anything   this 
i  sty,"  he  says.  While  Wu  was  cleared 
ii  UConn,  he  has  been  replaced  as 
o  id  of  his  division,  a  move  that  the 
H  iversity  says  was  in  the  works  before 
li :  fraud  allegations.  Wu  isn't  so  sure: 
r  aere's  a  stigma  attached  to  some- 
iti  ly  who  is  investigated." 
ai  [Tie  level  of  acrimony  isn't  likely  to 
e    down  soon.  Indiana  University's 
it  i-Yuan  Fu,  a  cancer  expert,  wants 
;a  jing  to  create  clear  guidelines  on 
;|(  v  to  handle  accusations  of  wrongdo- 
g :,  but  whistle-blower  Fang  doubts 
g  t  anyone  would  trust  a  government 
4  estigation.  ■ 
s ;  I   -  With  Catherine  Arnst  in  New  York 
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BY  MICHAEL  MANDEL 


China's  Creative  Block 

Antiquated  capital  markets  are  hobbling  innovation 


THE  OUTING  OF  Chinese  computer  scientist 
Chen  Jin  for  faking  a  chip  breakthrough  is  a 
sign  that  Beijing  may  be  pushing  its  best  and 
brightest  too  hard  to  come  up  with  world- 
beating  innovations.  The  Chen  scandal  also  re- 
minds us  that  China  has  a  long  way  to  go  before  it  can 
transform  itself  from  manufacturing  powerhouse  to  in- 
novation nation.  J  Indeed,  the  world's  most  ascendant 
economy  remains  hobbled  in  one  key  respect:  An  imma- 

ing  the  world  in  innovation:  well-func- 
tioning capital  markets. 

You  cannot  say  that  about  China.  A 
new  McKinsey  Global  Institute  report 
says  China's  wholly  and  partially  state- 
owned  companies,  those  infamously  un- 
derproductive  leviathans  of  yesteryear, 
still  absorb  most  of 


ture  and  overburdened  financial  system 
more  often  than  not  is  used  to  keep 
struggling,  old-line  industries  afloat  or 
help  cowboy  capitalists  keep  speculative 
dreams  alive.  The  only  reasonable  con- 
clusion is  that  capital  does  not  get  cor- 
rectly allocated  to  true  innovators. 

Certainly,  China 
is  putting  in  place 
some  of  the  neces- 
sary building  blocks 
to  help  foster  tech- 
nological and  scien- 
tific progress.  Col- 
lege enrollments  are 
way  up,  increasing 
the  supply  of  highly 
trained  labor.  And 
research  and  devel- 
opment spending  in 
China  has  grown  at 
an  unprecedented 
rate,  due  in  part  to 
billions  poured  in 
by  foreign-owned 
companies. 

Yet  attempting  to 
compress  100  years  of  economic  ad- 
vancement into  20  is  a  tall  order.  Inno- 
vation is  a  lot  harder  than  it  looks.  Even 
major  industrialized  countries  such  as 
Japan,  Germany,  and  France  have  a  hard 
time  sustaining  cutting-edge  technology. 
Despite  all  the  talk  of  American  kids 
falling  behind  in  science,  one  crucial  in- 
gredient allows  the  U.S.  to  continue  lead- 


RIGHT  STUFF  A  class 
in  computer  science 
at  Beijing  University 


the  available  capital 
funding.  And  a  new 
International  Mon- 
etary Fund  paper 
says  "it  remains  un- 
clear the  extent  to 
which  currendy  re- 
ported data  reflect 
the  true  credit  risk 
in  loan  portfolios." 

The  Chinese,  of 
course,  don't  want 
to  talk  about  that, 
just  as  they  were 
loath  to  admit  that 
Chen's  chip  wasn't  what  it  seemed. 
When  accounting  firm  Ernst  &  Young 
in  May  released  a  report  that  China's 
nonperforming  loans  had  nearly  dou- 
bled since  2002,  to  $911  billion,  China's 
central  bank  quickly  expressed  its  disap- 
proval. E&Y  subsequendy  retracted  the 
report.  But  whether  or  not  the  bad  loan 
number  was  on  the  money,  the  takeaway 
is  clear:  Scientists  wielding  bogus  break- 
throughs is  just  one  of  the  hurdles  Bei- 
jing faces  as  it  plots  its  next  leap  up  the 
economic  ladder.  ■ 
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Charter:  Cable's 
Sucker  Stock 

Getting  in  early  at  the  company  seemed 
like  a  safe  bet.  It  has  been  anything  but 


ing  nasty  quarterly  losses,  including,  ear 
Her  this  month,  red  ink  of  $459  millior  ji 
or  $1.45  a  share,  for  the  first  quarter,  V!  i 
$353  million  a  year  ago.  Charter's  quai  I 
terly  losses  per  share  now  exceed  its  shar  ji 
price,  which,  at  $1.20,  has  collapsed  fror  t 
a  2001  high  of  $25.  Ifs  perverse,  the  rea 
ization  that  each  of  my  $1.20  shares  ger 
erates  a  $1.45  loss.  Ifs  a  wonder  I  don 
owe  Charter  money. 

A  company  spokesman  says  Charte 
has  ample  liquidity  and  financial  n 
sources.  But  because  so  much  of  its  casfc 
flow  is  eaten  up  by  servicing  the  debt,  se 
analysts,  it's  unable  to  invest  in  tl 
things  necessary  to  keep  customers  fro?  J 
flocking  to  satellite  TV  and  the  region' r 


BY  ROBEN  FARZAD 
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HEN  I  WENT  TO 
work  on  Wall  Street 
after  college,  I  im- 
mersed myself  in 
the  equity  culture.  I 
ate  breakfast  watch- 
ing Maria  Bartiro- 
mo  and  scarfed  down  lunch  in  front  of  a 
Bloomberg  terminal.  I  took  home  stacks 
of  research  reports,  valuation  models,  and 
prospectuses.  Blinking  Excel  spread- 
sheets appeared  in  my  dreams.  I'd  say  I 
was  a  fairly  avid  student.  And  yet  it  was 
during  that  period  of  my  life  when  I  man- 
aged to  buy  perhaps  the  worst  stock  in 
America:  Charter  Communications  Inc., 
the  country's  No.  4  cable-TV  provider. 

In  early  2000,  Charter  seemed  a  no- 
brainer  of  an  investment— that  rare  inter- 
section of  vast  potential  and  minimal  risk. 
I  was  buying  alongside  majority  owner 
and  Chairman  Paul  G.  Allen;  a  co- 
founder  of  Microsoft  Corp.  and  one  of  the 
world's  richest  men.  Allen  had  put  up  $8 
billion  of  his  own  money  to  make  Charter 
the  keystone  of  his  "wired  world"  strate- 
gy that  also  included  big  stakes  in  Price- 
line.com, RCN  Corp.,  and  Oxygen  Media. 
Much  ink  has  been  spilled  about  Allen's 
troubles  as  an  investor  in  such  compa- 
nies. But  at  Charter  he  also  ran— and  con- 
tinues to  run— the  show.  Wall  street  loved 
how  he  rolled  up  small  cable  outlets 
across  the  map,  culminating  in  a  $3.2  bil- 
lion initial  public  offering  in  1999. 

And  so,  in  my  prelapsarian  naivete,  I 
bought  some  shares  a  few  months  after 

BusinessWeek's  ethics  policy  prohibits 
reporters  from  writing  about  companies  in 
which  they  hold  stock.  We  made  an 
exception  for  this  first-person  account. 

46  I  BusinessWeek  I  May  29,  2006 


the  IPO.  I  figured  I'd 
be  getting  in  on  the 
deal  of  a  lifetime:  Cable 
companies  were  the  toll 
collectors   to   the   broad- 
band gold  rush.  Plus,  if  any 
thing    were    to    go    wrong, 
Allen's  billions  represented  the 
ultimate  safety  cushion. 

What  I  ended  up  getting  was  an  absen- 
tee father  of  an  owner;  book- cooking; 
Royal  Tenenbaums-\\ke  dysfunction  in  the 
executive  suite;  and  the  kind  of  corporate 
governance  that  would  get  a  company 
booted  from  Zimbabwe's  stock  exchange. 

From  a  financial  perspective,  Charter 
has  turned  into  one  of  the  ugliest  U.S. 
companies  still  in  solvency.  Its  $19.5  bil- 
lion in  debt  dwarfs  its  market  cap  of  $510 
million.  Its  interest  expense  alone  de- 
vours a  third  of  its  revenue;  rival  Comcast 
Corp.,  which  has  four  times  Charter's  rev- 
enues and  subscribers,  pays  about  the 
same.  Charter  also  has  a  knack  for  post- 


Bell  rivals.  Ifs  no  coincidei 
that  Verizon  Communications  ch 
a  Charter  cluster  in  Texas  to  pilot  its  fo 
into  video  last  year.  So  easy  were  the  pi 
ings  that  Verizon  says  it  quickly  took  2 
of  the  local  market.  (Charter  does 
agree  with  Verizon's  calculations.)  I 
spending-constrained  Charter,  say  a 
lysts,  is  the  cable  provider  most  susce 
ble  to  AT&T's  competitive  onslaught  r 
that  ifs  in  the  process  of  acquiring  ] 
South  Corp.  The  company  says  that 
overlap  with  AT&T-BellSouth  in  m; 
markets  is  minimal.  Nevertheless,  n 
of  that  deal  sent  my  Charter  shares  d( 
to  94<t  apiece— barely  enough  to  get  m 
the  door  at  a  Taco  Bell. 


CRUSHING  DEBT 

SPORTING  THE  FISCAL  soundness 
banana  republic,  Charter  has  every 


in  to  erase  its  debt  by  declaring  bank- 
iptcy,  finally  wiping  out  long-suffering 
)lders  like  yours  truly.  But  it  won't,  be- 
tuse  Allen,  who  has  billions  of  his  own 
oney  plowed  into  the  equity  side  of  the 
dger,  refuses  to  cede  control  to  credi- 
ts, who  would  pick  through  the  choic- 
:t  assets  the  way  they  did  in  the 
lelphia  Communications  Corp.  bank- 
iptcy.  While  Allen  declined  to  comment 
r  this  story,  a  source  close  to  his  hold- 
g  company  notes  that  "the  incentives 
e  a  hundred  percent  aligned.  And  if  the 


company  goes  bust,  he  suffers  the  most." 
There's  nothing  inherently  wrong  with 
taking  on  debt  to  assemble  a  cable  empire. 
Cable  is  a  long-haul,  capital  intensive 
business.  But  with  Charter's  debt  load 
now  at  crushing  levels,  I'd  like  to  see  some 
spending  from  Allen's  personal  coffers- 
he's  worth  an  estimated  $20  billion— to 
pay  off  some  of  it.  If  s  not  an  unreasonable 
request;  Allen  could  get  some  of  that 
money  back  immediately  as  shares  rallied 
on  the  improving  fiscal  outlook. 

At  the  very  least,  Allen  could  issue  a 


Chairman  Paul  Allen  (left)  has  acted 
n  ways  that  make  him  seem  either 
Oblivious  or  indifferent  to  the  plight 
>f  other,  ordinary  shareholders 


press  release  saying  that  he  stands  behind 
the  company.  That  might  give  analysts 
and  fund  managers  some  hope  that  he  is 
engaged  in  the  issues  of  the  day.  It  might 
also  put  some  heat  on  short-sellers— in- 
vestors who  borrow  shares  and  sell  them 
in  the  expectation  that  the  price  will  fall. 
They  control  some  20%  of  Charter's  pub- 
licly available  shares,  and  signs  of  life  in 
the  stock  might  persuade  them  to  start 
buying  to  cover  their  positions,  a  chain  of 
events  that  could  lift  the  stock  price.  Alas, 
aside  from  a  2002  Securities  &  Exchange 
Commission  filing  hinting  that  he  could 
take  Charter  private— Please  do!— Allen 
has  pretty  much  opted  for  silence.  Says 
the  source  close  to  Allen:  "The  company 
has  the  money  it  needs." 

IN  THE  BIZARRO  WORLD 

ALL  ALONG,  ALLEN  has  acted  in  ways 
that  make  him  seem  either  oblivious 
or  indifferent  to  the  plight  of  or- 
dinary    shareholders.     Most 
egregious  is  his  record  of  di- 
luting   the   value    of  the 
shares    already    in    in- 
vestors' hands.  Case  in 
point:    In    November, 
2004,  with  its  shares 
at  $2.75,  Charter  an- 
nounced a  $750  mil- 
lion convertible  bond 
offering  to  ease  debt. 
(Convertible    bonds 
turn  into  equity  un- 
der      some       pre- 
arranged     scenario, 
usually  a  bad  one.)  But 
the  stock  plunged  20% 
the  instant  the  market 
caught  wind  of  the  deal's 
2009  conversion  price  of 
$2.42,  which  was  unusually 
close  to  the  share  price  at  the 
time.  With  management  will- 
ing to  flood  the  market  with  an 
additional  310  million  shares, 
traders  took  the  deal  to  be  a  vote 
of  no-confidence  by  the  company 
in  its  stock  price. 

Management  could  have  avoided 
some  pain  by  issuing  shares  when  they 
briefly  soared  above  $5  just  10  months 
before,  but  it  didn't.  The  source  close  to 
Allen  disputes  that  the  deal  has  dilut- 
ed shareholders'  stakes,  since  it  isn't 
convertible    until    2009.    But    the 
market  seemed  to  price  in  those 
extra     shares     immediately.     That 
was  bad  news  for  me  because  I  had 
bought  even  more  shares  just  months 
before   the   deal   took   place,   on   the 
misplaced  faith  that  Allen  was  about 
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to  save  the  day.  What  was  I  thinking? 

Worse  yet,  the  same  deal  called  for 
Charter  to  fork  over  150  million  shares  to 
big  investors  wanting  to  hedge,  or  short- 
sell,  against  their  convertible-bond 
holdings.  In  other  words,  in  the  Bizarro 
world  of  Charter  shareholderdom,  I  was 
subsidizing  hedge  funds  to  help  me  lose 
even  more.  "It  may  have  had  a  tempo- 
rary impact  [of  enabling  shorts],"  con- 
cedes the  source  close  to  Allen.  "But  it 
was  a  necessary  part  of  the  deal." 

During  the  four-year  slump  in  cable- 
company  valuations,  Charter's  peers 
have  been  doing  anything  but  diluting 
their  shareholders.  The  Cox  family,  con- 
trollers of  Cox  Communications  Inc.,  the 
No.  3  player,  took  its  cable  arm  private  in 
August,  2004,  at  a  premium  price.  Com- 
cast has  been  buying  back  stock,  im- 
pressing the  likes  of  Warren  Buffett.  Ca- 
blevision's  Dolan  family  attempted  to  go 
private  before  opting  for  a  big  dividend 
payment  to  shareholders.  UBS  cable  an- 
alyst Aryeh  B.  Bourkoff  says  that,  given 
the  depressed  state  of  the  cable  industry, 
it  would  be  an  opportune  time  for 
Charter's  patriarch  to  shore  up  his 
equity  investment:  "With  valuations 
low,  it's  logical  for  him  to  put  in  some 
fresh  capital."  Not  me,  though.  As  far  as 
I'm  concerned,  this  mutt  is  nothing  but  a 
future  tax  loss. 

CHARTER  VS.  THE  SEAHAWKS 

TO  ITS  CREDIT,  management  has  taken 
advantage  of  low  interest  rates  to  refinance 
some  of  its  debt  and  push  out  maturities. 
But  a  couple  of  hundred  million  in  retired 
paper  here  and  there  hardly  makes  a  dent 
in  a  $195  billion  IOU.  "Everything  Charter 
has  done  until  now  has  been  like  bringing 
a  Band-Aid  to  a  train  wreck,"  says  Shelly 
Lombard,  an  analyst  at  New  York,  capital- 
structure  research  firm  CreditSights. 
Allen  is  not  without  distractions.  He 
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has  a  $200  million  yacht,  a  private  space- 
ship venture,  ownership  of  the  NBA's 
Portland  Trail  Blazers  and  the  Super  Bowl 
runner-up  Seattle  Seahawks,  and  a  plan 
to  commit  $1.6  billion  to  power  and  agri- 
culture projects  in  Bangladesh.  It's  a  full 
plate,  to  be  sure.  "What  does  he  care 
about  more:  Charter  or  the  Seahawks?" 
asks  Jake  Newman  of  CreditSights.  New- 


fraud  and  conspiracy  and  inflating  Cha 
ter's  subscriber  count.  (They  were  eac 
sentenced  to  a  year  in  jail.)  It  took  moi 
than  a  year  for  the  company  to  hire  a  pe 
manent  CFO,  who  would  last  only  seve 
months  on  the  job.  Its  CEO  at  the  tin 
ended  up  resigning,  too. 

As  if  all  of  that  weren't  embarrassir 

enough,  word  got  out  a  year  ago  that  Cha 

ter's  board  of  dire 


BW'SFARZAD  "I 
think  about  how 
badly  my  naivete 
got  me  burned" 


tors  was  on  tt 
brink  of  suir 
Allen  himself 
force  him  to  e 
change  prefern 
shares  that  he  bought  for  $700  million  ir 
cable  transaction  for  the  equivalent 
common  stock,  something  he  promised 
do  in  a  2002  agreement.  Apparendy,  All< 
thought  common  shares  were  only  go< 
enough  for  suckers  like  me.  The  two  sid 
ultimately  came  to  an  agreement  outsii 
of  court.  But  the  absurdity  of  a  board  svfii 
its  own  chairman  says  all  there  is  to  s 
about  the  state  of  affairs  at  Charter. 

Now,  Charter  is  working  on  its  four 
CEO  in  four  years:  Neil  Smit,  a  form 


With  so  many  things  competing  for 
Allen's  time,you  could  almost  forgive 
the  man  for  letting  Charter  become  a 
laughingstock.  Almost 

tim 


man  sees  Charter  slogging  through 
deeply  negative  cash  flow  as  far  as  the  eye 
can  see.  The  company  burns  through 
$200  million  a  quarter. 

With  so  many  things  competing  for 
Allen's  time,  you  could  almost  forgive  the 
man  for  letting  Charter  become  a  laugh- 
ingstock of  corporate  governance.  Al- 
most. Allen  controls  the  company  and  its 
board  with  his  supervoting  Class  B 
shares,  whose  93%  voting  power  affords 
complete  autonomy.  So  forget  about  a 
shareholder  activist  like  Carl  Icahn  or 
Nelson  Peltz  swooping  in  to  shake  things 
up.  If  11  never  happen. 

Allen  answers  to  no  one,  not  even  his 
top  executives,  whom  he  goes  through 
like  Dixie  cups.  In  August,  2002,  the  FBI, 
Postal  Inspector,  and  U.S.  Attorney's  of- 
fice announced  investigations  into  execu- 
tive actions  at  Charter.  Shortly  thereafter, 
the  company  restated  two  years'  worth  of 
financial  results,  adding  $2.6  billion  to  li- 
abilities, and  it  disclosed  an  SEC  inquiry 
into  its  accounting.  The  chief  operating 
officer  and  chief  financial  officer  were 
fired  en  route  to  being  indicted  for  wire 


AOL  executive  and  bright-eyed  op 
who  joined  in  August.  "We  rem.' 
sharply  focused  on  achieving  profita 
revenue  growth  by  executing  our  stra 
gies  to  enhance  the  end-to-end  custon 
experience,  improve  operating  effecti 
ness,  grow  sales,  and  increase  retentio 
he  remarked  during  Charter's  latest  ea 
ings  report.  Yeah,  try  doing  that  wl: 
lugging  nearly  $20  billion  in  debt. 

I  look  at  the  stock  quote  daily  £ 
think  about  how  badly  my  naivete  got 
burned.  Investing  in  cable  with  Paul  Al 
once  seemed  like  a  sure  thing:  He  had 
billion  worth  of  skin  in  the  game, 
much  money  for  it  not  to  work.  Instea 
ended  up  subsidizing  the  shorts  who  h 
made  a  killing  on  Allen's  company,  wl 
he  played  with  his  toys— bought  v 
money  he  earned  from  work  perforn 
more  than  two  decades  ago.  In  hindsij 
$8  billion  clearly  didn't  mean  all  t 
much  to  him.  "The  market  has  stop 
relying  on  Paul  Allen  as  a  savior,' 
Bourkoff  s  blunt  way  of  putting  it. 

I  should  have  gotten  that  memo  a  L 
time  ago.  ■ 
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Media  TV 


The  Prime  (Time) 
of  Nancy  Tellem 

She's  come  out  or  Les  Moonves'  shadow  at 
CBS  as  a  powerful  player  in  her  own  right 


BY  RONALD  GROVER 

NANCY  TELLEM  IS  ON 
her  second  espresso,  and 
if  s  only  8:30  a.m.  For  the 
president  of  CBS  Para- 
mount Television  Net- 
work Entertainment 
Group,  the  days  don't  get 
more  stressful  than  this.  It's  late  April,  and 
the  "upfronts,"  in  which  TV  networks  un- 
veil their  new  shows  to  advertisers,  are 
three  weeks  away.  Tellem  supervises  pro- 
gramming not  only  for  the  CBS  network 
but  also  CW,  the  newly  merged  network  of 
money-losing  WB  and  UPN.  And  as  head 
of  CBS's  TV  studio,  she's  shepherding 
through  15  pilots  for  the  two  networks  and 
one  to  be  sold  to  Fox  Broadcasting  Co. 


During  the  whirlwind  countdown  of 
meetings,  e-mails,  and  urgent  phone 
calls  before  the  upfronts,  Tellem,  53,  shut- 
ties  between  CBS's  Television  City  opera- 
tions in  Los  Angeles  and  its  headquarters 
in  Manhattan.  Her  time  is  filled  with 
watching  pilots  and  negotiating  with 
nervous  agents  and  studio  brass.  In  one 
difficult  decision,  Tellem  schedules  CBS's 
long-running  hit  sitcom  The  King  of 
Queens,  to  start  at  midseason  to  accom- 
modate its  star,  Kevin  James,  who  is  com- 
mitted to  a  movie  project.  Tellem  is  also 
preparing  to  cancel  the  ratings-chal- 
lenged former  WB  show  Everwood.  Still 
ahead  on  this  caffeine-fueled  morning:  a 
four-hour  casting  session  for  reality  stal- 
wart Survivor.  Tellem  peppers  contestant 


Nancy  Reiss  Tellem 

From  TV-obsessed  kid  to  Les  Moonves'  secret  weapon  at  CBS 


POWER  DUO 

Arn  and 
Nancy  Tellem 


TITLE  President,  CBS  Paramount 
Television  Network  Entertainment 
Group. 

BORN  Dec.  13, 1952,  Danville,  Calif. 

EDUCATION  BA,  political  science, 
University  of  California,  Berkeley, 
1975;  JD,  Hastings  College  of  Law, 
UC,  San  Francisco,  1979. 

FAMILY  Husband  Arn  Tellem  is  a 
big-time  sports  agent 
whose  clients  include 
Jason  Giambi,  Tracy 
McGrady,  and  Hideki 
Matsui.  They  have  three 
children,  Michael,  21, 
Matthew,  17,  and  Eric,  14. 

FIRST  JOB  OUT  OF 

COLLEGE  Interning  for 


liberal  California  Representative 
Ron  Dellums,  who  landed  on 
Richard  Nixon's  enemies  list. 

ROLE  MODELS  Mother  and  father 

LAST  BOOK  READ  To  Kill  a 

Mockingbird  (again). 

IDEAL  JOB  BESIDES  HER 
CURRENT  GIG  Broadcast 

journalist. 

FAVORITE  TV  SHOW  AS  A  KID  V.I 

in  the  Family. 

HOBBIES  Tennis,  yoga,  hiking  with 
her  dogs,  photography. 

LAST  SONGS  PURCHASED  ON 
ITUNES  One  by  Mary  J.  Blige  and 
Bono;  King  Without  A  Crownby 
Matisyahu,  Hasidic  reggae  singer. 


hopefuls  with  tough  questions.  "Some  ( 
them  know  the  game  and  will  tell  yo 
what  they  think  you  want  to  hear,"  saj 
the  former  litigator.  "We're  looking  ft 
real  drama,  real  people." 

Like  Tellem  really  needs  more  dram 
Few  Hollywood  executives  have  a  fulld 
plate  these  days.  The  daughter  of  an  ane 
thesiologist  mother  and  a  surgeon  fathe 
she  grew  up  in  an  Oakland  suburb  and  gi 
hooked  on  TV  as  a  girl  through  fan  mag; 
zines  the  networks  used  to  mail  out  in  tr 
summers  to  promote  new  shows.  Tod.*: 
Tellem  is  a  top  player  in  a  TV  industry 
flux.  CBS  itself  is  a  new  entity,  split  fro 
parent  Viacom  Inc.  in  January  to  create 
more  focused  TV  and  radio  operation 
Tellem's  role  includes  overseeing  CB5 
programming,  the  biggest  part  of  tl: 
$14.5  billion  company.  The  challenge  is 
fight  the  view  among  some  on  Wall  Stre 
that  CBS  is  a  slow-growing,  old-style  mec 
outfit,  most  recendy  by  helping  to  launr 
broadband  offerings  on  its  Web  site,  sui 
as  innerrube,  a  download  channel. 

"A  TOUGH  JOB" 

BUT  FOR  EVERY  EXCITING  new  pu 
into  New  Media,  there's  a  headache  ftc 
the  traditional  side  of  the  house.  Both  A\ 
and  Fox  this  year  have  chipped  away\ 
CBS's  massive  lead  among  TV  househob 
which  is  down  this  season  by  2%.  In  a  i 
rect  assault,  ABC  said  May  16  it  would  { 
its  hot  show  Grey's  Anatomy  up  agaiii 
CBS's  hit  CSI  on  Thursday  nights  this  f 
Delivering  on  CBS  CEO  Leslie  Moonv 
vow  to  make  CW  (which  launches  in  Sr 
tember)  profitable  in  its  first  year  willl 
Tellem's  task  as  well.  "Nancy  has  a  tou 
job  this  year,"  says  Moonves.  "But  si 
talented,  extremely  organized,  and  is  t 
ter  than  anyone  I  know  at  making  a  tei 
work  as  efficiendy  as  it  can." 

If  there's  anyone  who  knows  just  hi 
aggressively  Tellem  tackles  problems,; 
Moonves.  The  two  have  been  nearly 
separable  professionally  since  1987,  <  % 
ating  hits  such  as  Friends  and  EEl  jort 
Warner  Bros.'  TV  studio.  At  the  TifBitsto 
network,  they  developed  megahits  Hand 
Survivor  and  CSI:  Crime  Scene  Investh  if$  „ 
tion,  which  rejuvenated  CBS  after  year  *  &j  ] 
the  "geezer"  network  and  made  it  i  jonve 


most-watched  in  five  of  the  last  se 
years.  The  formula  was  simple.  Moon 
the  former  actor  with  the  golden  gut 
programming,  schmoozes  the  stars,  p 
the  hot  shows,  and  often  takes  the  li 
light.  Tellem  stays  in  the  background, 
says  by  design,  to  make  sure  the  sh 
work,  negotiating  hard  with  stuc 
keeping  producers  on  budget,  and  o 
sionally  taking  a  hard  line  with  actor 
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Moonves  and  Tellem  may  talk  by  phone 
d  or  three  times  a  day,  and  after  so  many 
itrs  together,  they  don't  hold  back.  "We 
1  and  we  scream  at  each  other,  but  when 
if  s  over,  she's  family,"  says  Moonves. 
:er  Tellem's  third  son  was  born, 
ionves  suggested  she  work  two  days  a 
ek  from  home,  but  he  quickly  pulled  her 
:k  into  the  office,  say  insiders,  because 
knew  he  needed  her  to  help  him  at 
imer  Bros. 

Mo  question,  Moonves  is  clearly  the  one 
charge,  but  Tellem  is  increasingly  the 
to  person  for  CBS's  sprawling  TV  oper- 
Mi.  Her  support  team  includes  Nina 
isler  at  CBS  and  Dawn  Ostroff,  formerly 
JPN,  making  up  a  trio  of  top  female  ex- 
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TREAT  HER  RIGHT 

Tough  negotiator 
Tellem  doesn't  mind 
"taking  the  gloves  off" 


ecutives  rare  in  Holly- 
wood's macho  culture. 
Tellem  is  even  drawing 
praise  from  the  boss  for 
doing  something  consid- 
ered his  forte— picking  hot  shows.  Tellem 
was  an  early,  vocal  backer  of  the  Julia 
Louis-Dreyfus  sitcom  The  New  Adventures 
of  Old  Christine,  which  became  a  surprise 
hit  this  season.  Last  year,  she  helped  land 
the  new  sitcom  The  Class  from  Friends  co- 
creator  David  Crane,  a  friend  from 
Tellem's  days  at  Warner  Bros.  CBS  won  a 
bidding  war  with  NBC  to  get  the  new 
show,  in  part  because  of  Crane's  ties  to 
Tellem,  says  Warner  Bros.  Chairman  Barry 
M.  Meyer.  When  CSI  creator  Jerry  Bruck- 


heimer took  the  series  to  CBS  in 
2002  after  ABC  said  no,  it  was 
Tellem  who  persuaded  Canadian 
studio  Alliance  Adantis  Commu- 
nications to  pay  half  the  show's 
costs,  says  CSI  producer  Anthony 
E.  Zuiker.  "This  show  doesn't  get 
made  without  her  convincing 
them  to  take  the  risk,"  he  says. 
Even  now,  he  says,  Tellem  author- 
izes extra  spending— such  as  the 
$50,000  to  hire  rapper  Kid  Rock 
for  a  guest  spot  on  CSI:  New  York. 
Outside  the  CBS  family,  Tellem 
is  seen  as  a  hard-edged  negotia- 
tor. When  Moonves  brought  her 
to  CBS  in  1997,  an  early  assign- 
ment was  cajoling  studios  into  al- 
lowing CBS  to  be  their  partner, 
sharing  costs  but  also  half  the 
profits.  One  of  the  first  to  agree  to 
this  arrangement  was  Sony  Corp., 
which  jointly  produced  The  King 
of  Queens  with  CBS.  Some  studios 
cheered  when  she  fired  CSI  co- 
stars  George  Eads  and  Jorja  Fox 
in  2004  for  threatening  to  walk 
out  after  demanding  higher  pay. 
Having  called  their  bluff,  Tellem 
rehired  them  when  the  two  came 
back  after  dropping  their  de- 
mands. "When  I  don't  think  I'm 
being  treated  fairly,"  offers 
Tellem,  "I  don't  mind  taking  the 
gloves  off." 

Her  four  years  as  a  practicing 
lawyer  in  Los  Angeles  may  have 
given  Tellem  the  resolve  to  deal 
with  outsize  egos.  Among  her  first 
jobs  in  the  early  1980s  was  chasing 
down  people  who  claimed  to  be 
heirs  to  Howard  Hughes's  estate. 
Tellem  then  jumped  to  entertain- 
ment, working  initially  as  the  legal 
expert  on  famed  lawyer  F.  Lee  Bai- 
ley's short-lived  1982  show  Lie  De- 
tector. Eventually  she  would  end  up 
working  for  Merv  Griffin  on  his 
Wheel  of  Fortune  show  before  mov- 
ing to  Lorimar  Productions,  where 
she  met  Moonves. 

Nearly  two  decades  later, 
Moonves  is  still  depending  on  Tellem. 
With  CBS's  share  price  essentially  flat  since 
the  Viacom  split-up,  trading  at  about  $26, 
Moonves  needs  Tellem  to  help  him  keep 
CBS  on  top  and  build  CW  while  pushing 
into  wireless  and  the  Internet.  "It  all  starts 
with  the  content,"  she  says.  "If  you  aren't 
producing  what  people  want  to  see,  it 
doesn't  matter  how  many  platforms  there 
are."  With  that,  Tellem,  clutching  her 
espresso  to  go,  heads  off  to  grill  some  Sur- 
vivor wannabes.  ■ 
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So  Much  Gold, 
So  Much  Risk 

Unrest  makes  Freeport5 s  dependence  on 
one  Indonesian  mine  especially  precarious 
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EYE OF THE STORM 

Recent  protests  in 
Papua  against 
Freeport's  Indonesian 
unit,  which  is  headed 
by  Moffett  (above), 
left  four  dead 


BY  MARK  MORRISON 

JAMES  R.  "JIM  BOB'?  MOF- 
fett  and  Richard  C.  Adkerson 
are  in  the  enviable  business 
of  sitting  on  a  literal  gold 
mine.  They  run  Freeport-Mc- 
MoRan  Copper  &  Gold  Inc., 
which  owns  the  rights  to  ex- 
cavate Grasberg,  a  remote,  beautiful,  con- 
troversial site  high  in  the  mountains  of 
Papua,  Indonesia,  that  is  the  world's  sec- 
ond-largest copper  source  and  biggest 
gold  deposit.  As  those  metals  have  soared 
in  value,  Grasberg  has  become  a  veritable 
mint.  Since  2001,  Freeport's  profits  have 
quadrupled,  to  $935  million  on 
$4.2  billion  in  revenues,  helping 
it  land  the  No.  35  spot  on  the 
BusinessWeek  50  list  of  top  cor- 
porate performers.  In  the  same 
period,  investors  have  enjoyed  a 


II 


fivefold  rise  in  Freeport  shares,    The  Best  Performers 
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along  with  a  flood  of  special  dividends 
and  stock  buybacks. 

It  is  a  straightforward  business,  but 
also  an  enormously  risky  one:  Grasberg 
provides  some  90%  of  New  Orleans- 
based  Freeport's  revenues  and  virtually 
all  of  its  profits.  Freeport  has  no  immedi- 
ate plans  to  diversify  its  considerable  po- 
litical or  financial  risk.  Despite  ample 
cash  and  opportunity,  the  company  has 
so  far  passed  on  taking  any  meaningful 
stake  in  other  locations  or  products.  In- 
stead, Adkerson,  who  is  president  and 
CEO,  appears  willing  to  milk  Grasberg 
for  what  he  reckons  will  be  40  more  years 
of  strong  production.  Mean- 
while, it  falls  to  Moffett, 
Freeport's  chairman  and  head 
of  its  Indonesian  operating 
arm,  to  keep  the  relationship 
with  whoever's  in  power  ami- 
cable. He  has  managed  to  pull 


that  off  since  the  discovery  of  Grasberg  in 
1988,  despite  an  association  with  the  dic- 
tator Suharto,  a  revolution,  simmering 
disquiet  among  Papuan  locals,  and  scads 
of  human-rights  and  environmental 
abuse  allegations. 

But  in  recent  weeks,  having  all  those 
golden  eggs  in  one  basket  has  looked  par- 
ticularly precarious.  After  a  relativelj 
serene  couple  of  years,  relations  with  thf 
Papuans  heated  up  in  March.  Locals  wen 
blocked  from  panning  for  gold  in  a  rivei 
carrying  Grasberg's  residue,  and  protest 
ers  barricaded  a  key  access  road,  halting 
operations  for  three  days.  Four  security 
people  were  killed  in  related  protests  ii 
Papua's  capital  city,  Jayapura.  Indonesia! 
officials  are  concerned  enough  abou 
resurgent  Papuan  separatists 
who  have  been  agitatinj 
against  Jakarta  for  some  4<J 
years,  that  more  security  ami 
military  personnel  have  bee* 
deployed  to  the  province. 

Earlier  this  month  came 
scathing  report  from  the  In 
donesian  Forum  for  the  Emn 
ronment,  an  influential  watch 
dog  coalition.  Among  mani 
allegations:  that  the  local  opex 
ating  company,  PT  Freeport  hi 
donesia,  has  improperly  diif 
posed  of  more  than  1  billion  tonl 
of  residue  in  local  river  system] 
and  dumped  1.3  billion  tons  i 
waste  rock  containing  toxic  rmj 
terials,  creating  dangerous  ac<J 
runoff  and  landslides. 

In  an  interview  with  Bm\ 
nessWeek,  Adkerson  says 
Freeport's  practices  in  Indonij 
sia  are  highly  responsible  aiil 
comply  with  local  environmental  lai 
And  he's  almost  blase  about  the  politicij 
risk.  "We  worked  through  the  change 
government  in  1998  [when  Suharto  wfl 
ousted],  the  Asian  financial  crisis,  the  te'tf 
com  bust,  and  through  times  of  very  h  J 
metals  prices,"  says  Adkerson,  59.  He  a.f 
Moffett,  67,  have  big  personal  stakes  - 
the  outcome:  Not  counting  options,  M 
kerson  owns  500,000  shares  outrigf 
(worth  about  $30  million),  and  Mofr| 
owns  1.2  million  ($73  million). 


BIGGER  QUESTION  MARK 

DESPITE  ADKERSON'S  optimism,  Bl 
nessWeek  has  learned  that  Freeport  o 
cials  have  been  so  consumed  with  the 
cent  unrest  that  they  put  on  hold  the  n 
phase  of  a  company-sponsored  hum: 
rights  audit  that  was  to  start  in  Ap 
Prakash  Sethi,  president  of  the  Inter 
tional  Center  for  Corporate  Accountat 


There's  no  such  thing  as  a  level  playing  field. 
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Iphill  battles,  and  how  well  they're  waged,  are  often 
what  separate  performers  from  high  performers.  To  see 
how  we  can  help  you  defy  the  obstacles  and  become  a 
high-performance  business,  visit  accenture.com 
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ty  Inc.,  says  the  audit  and  a  second  one 
meant  to  target  the  many  companies 
that  support  and  service  Freeporfs  op- 
erations at  Grasberg  will  be  delayed  for 
at  least  several  months.  "We  won't  send 
our  people  in  until  we're  sure  that  sta- 
bility is  restored,"  he  says. 

But  it's  the  Indonesian  government 
thaf  s  potentially  more  unsettling  to  in- 
vestors than  Papuan  rebels.  Several 
politicians  and  grassroots  organizations 
are  pushing  President  Susilo  Bambang 
Yudhoyono  to  emulate  Venezuela's 
Hugo  Chavez  and  seize  a  bigger  chunk 
of  the  bounty  from  his  country's  natural 
resources.  At  this  point,  though,  most 
local  businesspeople  think  Freeporfs 
long-term  contract  will  be  respected. 
They  say  that  Yudhoyono  is  pro- 
growth,  and  to  win  over  new  investors, 
he  needs  to  continue  setting  a  good  ex- 


WILD  RIDE 


Freeport-McMoRan  relies  on  its  huge  mine 
in  Papua,  Indonesia,  for  some  90%  of  its 
revenues  and,  as  a  result,  is  exposed  to 
the  country's  shifting  political  winds. 
Freeporfs  market  cap  has  yo-yoed 
dramatically  in  the  past  10  years: 

BILLIONS  OF  DOLLARS 

12  -r- 

MARKET  VALUE 
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Data:  Bloomberg  Financial  Markets 

ample  with  current  ones.  Adkerson  is 
confident  the  government  will  stick  by 
its  contract  with  Freeport,  which  sup- 
ports 18,000  jobs  and  pays  more  than 
$1  billion  in  taxes. 

The  Grasberg-or-bust  strategy  has 
come  with  real  marketplace  conse- 
quences. Freeporfs  junk-level  bond  rat- 
ing of  BB-  from  Standard  &  Poor's 
would  surely  be  higher  given  the  com- 
pany's enormous  cash  flow,  but  it  "re- 
flects the  political  and  legal  risks  of  op- 
erating in  Indonesia  and  the  company's 
limited  operating  diversity,"  S&P  says. 
And  Freeporfs  stock,  despite  its  huge 
run,  sells  at  a  steep  discount  (about  12 
times  earnings)  to  some  industry  peers 
whose  bets  are  hedged  with  multiple 
mines  in  different  locales.  Casting  its  en- 
tire lot  with  Grasberg  ensures  Freeport 
won't  be  short  of  metal  reserves,  or  con- 
troversy, for  the  foreseeable  future.  ■ 
-WithAssifShameen  in  Singapore 
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Stopping 

The 

Sprawl 

At  HP 

How  Randy  Mott, 
wizard  of  Wal-Mart, 
is  getting  the  data 
glut  under  control 


BY  PETER  BURROWS 
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HEN  RANDY  MOTT 
joined  Wal-Mart 
fresh  out  of  col- 
lege in  1978,  its  in- 
house  tech  staff 
had  only  30  mem- 
bers and  company 
founder  Sam  Walton  had  not  yet  become 
a  believer  in  the  power  of  computing  to 
revolutionize  retailing.  But  Mott  and  his 
cohorts  developed  a  network  of  comput- 
erized distribution  centers  that  made  it 
simple  to  open  and  run  new  stores  with 
cookie-cutter  efficiency.  Then  in  the  early 
1990s,  Mott,  by  this  time  chief  informa- 
tion officer,  persuaded  higher-ups  to  in- 
vest in  a  so-called  data  warehouse.  That 
let  the  company  collect  and  sift  customer 
data  to  analyze  buying  trends  as  no  com- 
pany ever  had— right  down  to  which  fla- 
vor of  Pop-Tarts  sells  best  at  a  given  store. 
"Information  technology  wasn't  Mr. 
Sam's  favorite  topic.  He  viewed  it  as  a  nec- 
essary evil,"  recalls  fellow  Wal-Mart 
Stores  Inc.  alumnus  Charlie  McMurtry, 
who  has  worked  with  Mott  for  years.  "But 
later,  Randy  got  [Walton's]  ultimate  com- 
pliment. He  said,  'Man,  you'd  make  a 
great  store  manager.'" 

By  the  time  Mott  took  his  latest  job 
last  summer,  as  CIO  of  Hewlett-Packard 
Co.,  he  had  become  a  rock  star  of  sorts 


among  the  corporate  techie  set— an 
ecutive  who  not  only  understood  te 
nology  and  how  it  could  be  used  to  i 
prove  a  business  but  how  to  deli 
those  benefits.  Besides  his  22-year  a 
at  Wal-Mart,  Mott  helped  Dell  ] 
hone  its  already  huge  IT  advantage, 
melding  nearly  100  separate  syste 
into  a  single  data  warehouse,  Mc 
team  enabled  Dell  to  quickly  spot  ris 
inventory  for  a  particular  chip,  for 
stance,  so  the  company  could  offer 
line  promotions  for  devices  contain 
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THE  STAT 


The  number  of  new 
data  centers  HP  is 
building,  replacing 
85  now. 

Data:  Hewlett-Packard  Co. 
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IST1N  DATA  CENTER 

/e  want  to  make  HP 
i envy  of  the 
hnology  world" 


A 


at  part  before  the  price  fell  too  steeply. 

Now,  Mott,  49,  is  embarking  on  his 

ldest  and  most  challenging  project 
a  three-year,  $1  billion-plus 
si  ikeover  of  HP's  internal  tech  systems. 

l  May  17,  the  company  announced  it 
;e,  U  replace  85  loosely  connected  data 
$  iters  around  the  world  with  six  cut- 
i  g-edge  facilities— two  each  in  Austin, 
fii  anta,  and  Houston.  Mott  is  pushing 
0i  eeping  changes  in  the  way  HP  oper- 
er  :s,  slashing  thousands  of  smaller  proj- 
jjj  ;s  at  the  decentralized  company  to  fo- 


cus on  a  few  corporate-wide  initiatives- 
including  scrapping  784  isolated  data- 
bases for  one  companywide  data  ware- 
house. Says  Mott:  "We  want  to  make  HP 
the  envy  of  the  technology  world." 

If  it  works,  Motfs 
makeover  could  have 
more  impact  than  any 

6  new   HP   advertising 

campaign,  printer,  or 
PC— and  could  turbo- 
charge  the  company's 
already  impressive 
turnaround.  HP  posted 
profits  of  $1.5  billion  in 
its  second  quarter,  up 
51%  from  the  year  be- 
fore, on  a  5%  increase 
in  sales.  HP  shares  had 
been  slipping,  but 
■■■■■■■i^H  they  jumped  on  May 
17,  the  day  of  the  earnings  call.  All  told,  the 
stock  is  up  65%  since  new  CEO  Mark  Hurd 
took  over  in  April,  2005.  If  Mott  is  suc- 
cessful, HP's  annual  spending  on  tech 
should  be  cut  in  half  in  the  years  ahead, 
from  $3.5  billion  in  2005,  say  insiders. 

More  important,  a  Wal-Mart-style  data 
warehouse  could  help  HP  make  headway 
on  its  most  vexing  problem  in  recent 
years:  how  to  capitalize  on  its  vast 
breadth.  While  HP  sells  everything  from 
$10  ink  cartridges  to  multimillion-dollar 
supercomputers,  the  company  has  oper- 
ated more  like  a  conglomerate  of  separate 
companies  than  a  one-stop  tech  super- 
store. "We  shipped  55  million  printers,  30 
million  PCs,  and  2  million  servers  last 
year,"  says  CEO  Hurd.  "If  we  can  inte- 
grate all  that  information,  it  would  enable 
us  to  know  exacdy  how  we're  doing  in 
Chicago  on  a  given  day,  or  whether  the 
CIO  of  a  big  customer  also  happens  to 
own  any  of  our  products  at  home." 

A  REAL  FIX-IT  JOB 

IT'S  a  GARGANTUAN  challenge,  even  for 
someone  with  the  credentials  of  Randall  D. 
Mott  For  one,  this  will  be  his  first  real  fix-it 
job.  FedEx  Corp.  Chief  Information  Officer 
Robert  B.  Carter,  who  counts  himself  a  big 
fan,  points  out  that  Mott  had  the  advan- 
tage at  Wal-Mart  and  Dell  of  building  in- 
frastructure largely  from  scratch.  "Randy 
never  had  to  go  corral  all  the  horses  that 
had  gotten  out  of  the  barn,"  says  Carter. 

Also,  Mott's  initiatives  may  well  stir  up 
a  hornet's  nest  within  HP.  They  will  like- 
ly require  thousands  of  layoffs,  while  re- 
quiring the  support  of  remaining  staffers 
in  a  company  that  has  long  resisted  cen- 
tralized control.  Mott  is  testing  the  limits 
of  the  HP  culture,  taking  away  the  right  of 
thousands  of  IT  workers  to  purchase  their 
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'The  Frencl 

MAYBE 
EXPERTS  ON 
FOOD  AND 
WINE,  BUT 
WHAT  CAN 
THEY  TEACH 
US  ABOUT 
RUNNING 
A  COMPANY? 


Armando  Zagalo 
de  Lima  of  Xerox 
appreciates  the 
French  taste 
for  innovative 
management  as 
much  as  he  enjoys 
their  taste  for  the 
good  life. 


Information  Technology  Hotshots 


own  tech  equipment  and,  for  some,  their 
ability  to  telecommute.  That's  not  to  men- 
tion the  stress  of  tearing  up  the  tech  in- 
nards—and putting  many  existing  IT  ini- 
tiatives on  hold— at  the  same  time  that 
Hurd  is  demanding  a  revamp  of  every- 
thing from  sales  to  product  lines.  "Every- 
one is  already  averaging  60  hours  a 
week,"  gripes  one  veteran  HP  manager, 
who  requested  anonymity.  "At  some 
point,  you  hit  a  breaking  point." 

But  Mott  has  the  absolute  backing  of 
Hurd,  who  began  recruiting  him  shortly 
after  arriving  at  HP  in  February,  2005.  The 
pair  have  known  each  other  for  years.  At 
both  Wal-Mart  and  Dell,  Mott  bought  data 
warehousing  gear  from  Hurd,  who  was  a 
leading  evangelist  for  the  technology  dur- 
ing his  years  at  NCR  Corp.  Hurd  eventual- 
ly wooed  Mott  in  July  on  the  strength  of  a 
$15  million  pay  package  and  a  promise  to 
support  him  if  he'd  sign  on  for  the  aggres- 
sive three-year  transformation. 

NO  DREAMER 

SINCE  THEN,  MOTT  has  been  methodi- 
cally building  his  team.  He  has  quietly 
added  nearly  a  dozen  respected  execu- 
tives from  his  days  at  Wal-Mart  and  Dell, 
including  McMurtry  and  Ron  Griffin,  the 
former  CIO  of  Home  Depot  Inc.  who  is 
now  HP's  senior  vice-president  in  charge 
of  application  development  and  support. 
A  key  turning  point  came  in  September, 
when  Mott  won  the  HP  board's  commit- 
ment to  buy  or  build  the  new  data  centers 
and  the  servers,  storage  banks,  and  net- 
working gear  to  fill  them.  "Randy  is  the 
right  leader  at  the  right  time  for  HP," 
says  Michele  Goins,  a  long-time  HP  exec- 
utive who  now  reports  to  Mott,  running 
the  IT  systems  for  the  huge  printer  divi- 
sion. "If  he'd  come  here  three  years  ago, ' 
he  would  have  left.  Carly  [former  CEO 


Motfs 
makeover 
of  the  data 
centers  is 
stirring  up  a 
hornets  nest 


Carleton  S.  Fiorina]  did- 
n't understand  IT.  She 
had  a  lot  of  things  she 
was  focused  on,  but  IT 
wasn't  one  of  them." 

Still,  Mote's  greatest 
strength  may  be  that 
while  a  technologist,  he 
has  the  management 
skills  to  actually  make  IT 
take  root  in  a  company's 
culture.  Linda  M.  Dill- 
man,  a  onetime  Wal-Mart 
CIO  and  now  its  executive  vice-president 
for  risk  management  and  benefits  admin- 
istration, recalls  how  Mott  championed  the 
deployment  of  IT  by  showing  how  it 
achieved  Wal-Mart's  business  goals. 
"Randy  is  very,  very  pragmatic,"  says  Dill- 
man.  "He  understands  you  can't  just  fol- 
low a  dream." 

Underlings  say  Mott's  low-key  South- 
ern charm  belies  an  intensity  that  typical- 
ly brings  him  into  the  office  by  6:15  a.m. 
He  has  no  patience  for  quick  summaries 


during  grueling  two-day-long 
business  reviews  he  convenes 
once  a  month.  "People  will 
want  to  give  him  50,000-fool 
Powerpoint  presentations,  bul 
he  wants  the  numbers— noli 
the  picture,"  says  Sue  Braun 
another  new  HP  arrival  whe 
worked  with  Mott  at  Wal-Mar 
and  Dell. 

That  certainly  jibes  witl 
Hurd's  view  of  the  world- 
which  is  why  he's  centralizing 
HP's  balkanized  informatioi 
systems,  even  while  working  t< 
decentralize  the  operationa 
control  grabbed  by  Fiorin; 
during  her  tenure.  The  idea  i 
to  make  sure  all  of  HP's  busi 
nesses  are  working  off  th 
same  set  of  data,  and  to  giv 
them  the  tools  to  quickly  mak> 
the  best  decisions  for  the  entir 
company— say,  a  single  cusi 
tomer  management  system,  9 
executives  can  know  the  fu 
breadth  of  what  any  accour 
buys  from  HP. 


Mott's 

Greatest 
Hits 

Mott  came  to 
Hewlett-Packard 
last  year  with  a 
sterling  resume- 
and  a  tough  task 
ahead: 


WAL-MART  (1978-2000) 

Starting  as  a  programmer  out  of  college,  Mott  helped  design 
and  deploy  some  of  the  retailer's  signature  tech  innovations. 
That  included  systems  to  automatically  replenish  store  shelves 
and  a  data  warehouse  to  analyze  purchasing  trends. 


DELL  (2000-05) 

Mott  combined  more  than  80  corporate  databases  into 
a  "single  version  of  the  truth."  If  one  product  was  falling  out 
of  favor,  Dell  could  quickly  spot  the  trend  and  offer  online 
discounts. 


HEWLETT-PACKARD  (2005-present) 

Mott  plans  to  cut  HP's  IT  costs  in  half  by  consolidating  85 
data  centers  into  six  facilities  in  the  South,  and  to  improve 
sales  by  building  HP's  first  real  data  warehouse. 
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NEVER  ANY  END  DATE" 

BUT  HURD  and  Mott  also  bo 
lieve  in  speed  over  endlee 
analysis.  So  within  months  of  his  arrive; 
Mott   had   trimmed    1,200   individuj 
projects— such  as  an  e-learning  applic: 
tion  for  new  hires— to  just  500.  But  1 
also  imposed  real  deadlines  to  make  sun 
projects   were    completed.    That   ws; 
teams  could  reap  real  benefits,  th' 
move  on  to  the  next  priority.  "In  the  p; 
there  was  never  any  end  date,  just  lots 
phases,"  says  Mott.  While  HP  had  five 
more  IT  workers  in  100  different  loo 
tions,  he  decided  to  reduce  that  to  25 
break  the  news  of  impending  layof> 
Mott  has  held  close  to  20  "coffee  talki| 
with  HP  employees  in  various  countri 
"I  tell  them  that  part  of  the  reason  I 
need  to  move  so  fast  is  that  the  probk 
doesn't  get  better  with  time,"  Mott  sa 
No  doubt,  that  could  lead  to  some  t 
ing  times  in  the  next  year.  But  the  bene: 
may  be  surprising.  For  example,  HP  1 
built  its  own  fiber-optic  network  conne 
ing  the  six  new  data  centers  to  outpo 
around   the   globe— an   approach  tl 
should  cut  its  monthly  networking  bil! 
phone  companies  by  40%.  It's  enough 
prompt  HP  veterans  such  as  Goins 
wonder  if  Mott  can  do  for  his  new  e 
ployer  what  he  did  for  his  first  o 
"When  I  listen  to  Randy,  I  think  *V 
can't  we  have  the  kind  of  success  t 
Wal-Mart  has  had?'"  ■ 
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European  President 
Armando  Zagalo  de  Lima 
says  Xerox  can  rely  on 
the  French  for  innovative 
business  practices. 


You're  in  charge  of  Xerox  across  Europe. 
How  does  France  fit  into  the  picture? 

Xerox  France  has  consistently  been  one  of  our  best 
performance  units.  It's  been  that  way  for  a  very  long  time. 

What's  the  secret  behind  that  success? 

Strong  leadership.  There's  always  a  link  between 
senior  leadership  and  success.  Over  the  past  15  years, 
at  least  four  of  Xerox's  heads  of  Europe  have  been 
French.  They've  instituted  some  highly  innovative 
management  practices  and  they've  been  extremely 
successful  with  them. 

What  sort  of  new  thinking  has  your 
French  unit  come  up  with? 

To  give  you  just  one  example,  there's  the  concept  of 
concessionaires.  That's  a  French  word,  by  the  way. 
It  means  we  have  a  third-party  company  selling  only 
Xerox  solutions  in  exclusivity.  It's  a  familiar  idea  in  the 
car  industry,  but  very  original  in  our  business.  When 
our  French  unit  came  up  with  the  concept  25  years  ago, 
the  rest  of  the  company  was  extremely  skeptical.  But  the 
French  proved  it  could  work  and  make  money.  It's  now 
become  a  business  model  for  Xerox  all  over  the  world. 


How  would 
you  sum  up 
the  French? 

Creative,  very 
open  to  doing 
things  differently, 
to  going  after 
a  big  idea  and 
thinking  'out  of 
the  box'.  France 
is  a  place  where 
wild  ideas  can 
actually  become 
reality.  The  French  have  that  capacity  to  dream  up  a 
vision,  build  a  plan  to  achieve  it,  then  execute  it. 

What  are  they  like  to  deal  with? 

The  French  have  been  very  responsive  to  past  criticism 
and  are  much  more  willing  to  conduct  business  in  English. 
;  French  executives  are  very  open  and  enjoy  working  face 
to  face.  They  like  people  to  come  and  say:  'If  there's 
a  problem,  call  me  and  111  be  here'.  And  they're  loyal. 


|  Xerox  in  France 

~  Over  4,000  employees 

Over  140  concessionaires 
1  and  more  than  300  distributors 

! 

I  •  Grenoble  research  facility 
I  is  one  of  the  four  main  Xerox 
:  innovation  centers  around 
•  the  world 


"France  is  a  place 
where  wild  ideas 
can  actually  become 
reality.  The  French 
have  that  capacity  to 
dream  up  a  vision, 
build  a  plan  to  achieve 
it,  then  execute  it." 


A  French  customer  will  stay  committed  to  his  supplier.  I've 
always  had  the  feeling  I  could  rely  on  the  French. 

Everyone  knows  what  Xerox  means. 
What  does  France  stand  for? 

It's  one  of  the  world's  great  cathedrals  of  good  taste. 
It's  art,  it's  fashion,  it's  design,  it's  food  and  wine. 
And  it's  business  too.  You  go  to  a  lot  of  countries  and 
you  say,  "I  could  do  business  here,  but  I'm  not  sure 
I  want  to  live  here."  You  don't  say  that  in  France. 
France  is  a  place  where  you  can  do  business  and  still 
appreciate  the  good  things  in  life. 


Now  is  the  time  to  invest  in  France. 
To  find  out  how  the  Invest  in  France  Agency 
has  helped  some  of  the  world's  leading 
companies  and  what  they  can  do  for  you, 

visit  www.thenewfrance.com 


The  new  France.  Where  the  smart  money  goes. 


Investigations        Internet 


Meet 

The  Hackers 

Cybercrooks  are  stealing  billions.  An  inside 
look  at  law  enforcement's  biggest  targets 


f- 


BY  SPENCER  E.  ANTE  AND 
BRIAN  GROW 

DIMITRY IVANOVICH  GOL- 
ubov  doesn't  look  like  an 
arch  criminal.  A  baby- 
faced  22-year-old  Ukrain- 
ian, he  is  described  by  his 
lawyer  as  an  unassuming 
part-time  student  at 
Mechnikov  University  in  Odessa. 

But  when  the  Ukrainian  police  arrested 
him  last  July  for  his  involvement  in  cred- 
it-card fraud,  U.S.  law  enforcement  offi- 
cials hailed  it  as  a  big  break  in  their  fight 
against  cybercrime.  Subsequendy,  in  Jan- 
uary, 2006,  the  U.S.  Attorney's  office  for 
the  Central  District  of  California  charged 
Golubov  with  a  number  of  cybercrimes, 
including  credit-card  fraud.  An  affidavit 
by  a  special  agent  with  the  Federal  Bu- 
reau of  Investigation  states  that  Golubov 
held  the  tide  of  "Godfather"  for  "an  in- 
ternational ring  of  computer  hackers  and 
Internet  fraudsters  that  has... trafficked  in 
millions  of  stolen  credit  card  numbers 
and  financial  information."  U.S.  Postal  In- 
spection Service  senior  investigator  Gre- 
gory S.  Crabb,  who  worked  with  Ukrain- 
ian authorities  on  their  case,  says 
Golubov  and  others  controlled  the  num- 
bers, names,  and  security  codes  attached 
to  credit  cards.  Low-level  criminals 
would  use  that  to  load  up  fake  cards  and 
withdraw  cash  from  automated  teller  ma- 
chines or  buy  merchandise.  "Golubov 
was  known  as  the  go-to  guy,"  says  Crabb. 
But  last  December,  Golubov's  story 
took  a  bizarre  twist.  Two  Ukrainian  pol- 
iticians, including  Vladimir  Demekhin, 
deputy  chairman  of  the  Energy  Committee 
of  the  Ukrainian  Parliament,  vouched  for 
Golubov's  character  in  court.  The  judge 
hearing  the  case  released  Golubov  on  a 
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personal  recognizance  bond  from  the  two 
officials.  (Demekhin  did  not  respond  to  e- 
mails  and  phone  calls.)  U.S.  officials  say 
they  are  worried  that  Golubov  may  leave 
the  country,  and  a  date  for  his  trial  hasn't 
been  set.  "Chat  from  the  carding  commu- 
nity" indicates  Golubov  may  be  back  in 
business,  says  Crabb.  Golubov's  lawyer, 
Petro  Boiko,  claims  he  isn't  hiding  and  the 
charges  are  groundless:  "There  has  been  a 
legend  made  of  Golubov,  of  a  big  hacker. 
There  is  no  evidence  finking  him  to  this 
case.  He  knows  how  to  use  a  computer,  but 
he  is  not  a  hacker  by  any  means." 

At  least  authorities  had  their  hands  on 
Golubov,  however  briefly.  Usually,  the 
people  they  suspect  of  conducting  com- 
puter crime  leave  behind  only  traces  of 
their  existence:  a  quirky  online  nickname, 
a  few  postings  on  illicit  Web  sites,  and  a 
trail  of  financial  mayhem.  But  Business- 
Week, working  with  information  and  pho- 
tos supplied  by  officials  at  the  U.S.  Postal 
Inspection  Service,  as  well  as  state  law  en- 
forcement agencies  and  private  Internet 
security  experts,  compiled  descriptions  of 
some  of  the  most  sought-after  targets  in 
cybercrime  investigations.  Shown  the  list, 
the  United  States  Secret  Service  said  it  is 
investigating  some  of  those  on  it  as  well, 
but  declined  to  comment  further.  The  FBI 
also  declined  to  comment. 

The  picture  that  emerges  is  of  organ- 
ized gangs  of  young,  mostly  Eastern  Eu- 
ropean hackers  who  are  growing  ever 
more  brazen  about  doing  business  on  the 
Web.  They  meet  in  underground  forums 
with  names  like  DarkMarket.org  and 
theftservices.com  to  trade  tips  and  data 
and  coordinate  scams  that  span  the 
globe.  (Those  and  other  Web  sites  and  or- 
ganizations named  by  investigators  did 
not  respond  to  e-mails,  instant  messages, 


or  phone  calls  seeking  comment.)  "Fi- 
nancial payment  fraud  has  evolved 
tremendously,"  says  John  Corbelletta,  a 
former  police  officer  who  is  director  of 
fraud  control  for  Visa  USA.  Inc.  "Most  of 
the  cases  I  investigated  when  I  was  a  cop 
involved  people  who  had  their  cards 
stolen  out  of  their  purse.  We  didn't  even 
think  of  counterfeiting  cards." 

Today,  cyberscams  are  the  fastest- 
growing  criminal  niche.  Scores  of  banks 
and  e-commerce  giants,  from  JPMorgan 
Chase  &  Co.  to  walmart.com,  have  been 
hit,  sometimes  repeatedly,  by  hackers  and 
online  fraud  schemes.  The  2005  FBI 
Computer  Crime  Survey  estimated  annu- 
al losses  to  all  types  of  computer  crime- 
including  attacks  of  viruses  and  other 
"malware,"  financial  fraud,  and  network 
intrusions— at  $67  billion  a  year.  Of  the 
2,066  companies  responding  to  the  sur- 
vey, 87%  reported  a  security  incident.  The 
U.S.  Federal  Trade  Commission,  which 
says  identity  theft  is  its  top  complaint,  on 
May  10  created  an  Identity  Theft  Task 
Force  following  an  executive  order  signed 
by  President  George  W.  Bush. 

To  track  cybercrime,  law  enforcement 
officers  work  with  companies  such  as 
eBay  Inc.  or  Microsoft  Corp.  as  well  as 
with  authorities  around  the  globe.  EBay 
has  60  people  combating  fraud,  while  Mi- 
crosoft's Internet  Safety  Enforcement 
team  has  65  operatives,  including  former 
law  enforcement  agents  and  federal  pros- 
ecutors. To  document  the  extent  of  the 
activity,  BusinessWeek  reporters  also 
scoured  underground  Web  sites  where 
stolen  data  is  swapped  like  so  many  base- 
ball cards  on  eBay.  Consider  this  e-mail 
promoting  the  launch  of  an  online  trad- 
ing bazaar,  vendorsname.ws,  last  year: 

"During  the  battle  with  US  Secret  Ser- 
vice, we  !@#&!  all  those  [law  enforce- 
ment] bastards  and  now  are  running  a 
brand  new,  improved  and  the  biggest 
carder'  forum  you  ever  seen."  The  mes- 
sage brags  about  its  array  of  stolen  goods: 
U.S.  and  European  credit-card  data,  "ac- 
tive and  wealthy"  PayPal  accounts,  and 
Social  Security  numbers.  Those  who  "reg- 
ister today"  get  a  "bonus"  choice  of  "one 
Citybank  account  with  online  access  with 
3K  on  board"  or  "25  credit  cards  with 
PINs  for  online  carding." 

What  follows  is  a  look  at  four  individu- 
als, besides  Golubov,  who  are  identified  by 
multiple  law  enforcement  authorities  as 
high-priority  targets  in  their  investiga- 
tions. If  s  no  coincidence  that  all  are  Russ- 
ian. Strong  technical  universities,  com- 
paratively low  incomes,  and  an  unstable 
legal  system  make  the  former  Soviet 
Union  an  ideal  breeding  ground  for  cy- 
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berscams.  Also,  tense  political  relations 
sometimes  complicate  efforts  to  obtain 
cooperation  with  local  law  enforcement. 
"The  low  standard  of  living  and  high 
sawiness  is  a  bad  combination,"  says 
Robert  C.  Chesnut,  a  former  U.S.  federal 
prosecutor  who  is  a  senior  vice-president 
directing  antifraud  efforts  at  eBay. 

SHIPPING  AND  RECEIVING 

AMONG  THE  MOST  pernicious 
scams  to  emerge  over  the  past  few 
years  are  so-called  re-shipping 
rings.  And  U.S.  officials  believe  the  king 
of  these  is  a  Russian-born  hacker  who 
goes  by  the  name  Shtirlitz— a  sly  refer- 
ence to  a  fictional  Soviet  secret  agent  who 
spied  on  the  Nazis.  In  real  life,  Shtirlitz  is 
being  investigated  by  the  U.S.  Postal  In- 
spection Service  in  connection  with  tens 
of  millions  of  dollars  worth  of  fraud  in 
which  Americans  are  signed  up  to  serve 
as  unwitting  collaborators  in  converting 
stolen  credit-card  data  into  tangible 
goods  that  can  be  sold  for  cash.  "We  think 
he  is  involved  in  the  recruitment  of  hun- 
dreds of  people,"  says  William  A.  Scham- 
bura,  an  analyst  with  the  U.S.  Postal  In- 
spection Service.  Shtirlitz  did  not 
respond  to  e-mail  requests  for  comment. 

Investigators  believe  that  people  like 
Shtirlitz  use  stolen  credit  cards  to  pur- 
chase goods  they  send  to  Americans 
whose  homes  serve  as  dropoff  points.  The 
Americans  send  the  goods  overseas,  be- 
fore either  the  credit  card  owner  or  the  on- 
line merchant  catches  on.  Then  the  goods 
are  fenced  on  the  black  market.  Business- 
Week found  that  re-shipping  groups  take 
out  advertisements  in  newspapers  and 
spoof  ads  from  online  job  sites.  "We  have 
a  promotional  job  offer  for  you ! ! "  beckons 
one  e-mail  for  a  "shipping-receiving  posi- 
tion" from  UHM  Cargo  that  appeared  to 
come  from  Monster.com.  It  states  that 
"stalling  salary  is  $70-$80  per  processed 
shipment.  Health  and  Life  benefits  after 
90  days." 

In  truth,  these  scams  come  and  go  so 
fast  that  the  "shippers-re- 
ceivers" don't  know  what  hit 
them.  One  retired  business  ex- 
ecutive from  Florida  was  furious 
after  learning  that  he  had  be- 
come entangled  in  a  com^ny 
that  U.S.  officials  believe  was 
run  by  Shtirlitz.  The  man  sent 
about  40  packages,  mostly  com- 
puters and  expensive  cameras, 
to  Finland  before  a  department 
store  notified  him  of  the 
scheme.  "At  that  point  I  wanted 
to  do  everything  I  could  to  de- 
stroy them,"  says  the  former 

60  !  BusinessWeek  I  May  29,  2006 


T 


exec,  who  is  helping  with  the  Postal  In- 
spection Service  investigations. 

Officials  do  not  know  Shtirlitz'  real 
name  but  believe  he  is  25  to  27  years  old 
and  lived  in  the  San  Francisco  area  at  one 
time  after  his  parents  emigrated.  They  do 
not  know  where  he  is  now  but  believe  he  is 
active.  In  one  forum  ofCardingWorld.ee,  a 
person  with  the  alias  iNFERNis  posted  this 
request  on  Dec.  23, 2005: 

"Hi,  I  need  eBay  logins  with  mail  ac- 
cess, please  icq  271-365-234." 

A  few  hours  later,  Shtirlitz  replied: 
"I  know  good  vendor.  ICQ  me:  80-911." 
Once  equipped,  someone  could  log 
into  those  eBay  accounts  and  use  them  to 
buy  goods  with  the  owner's  money,  while 
emptying  the  money  out  of  their  PayPal 
account.  "The  Web  sites  are  more  like  a 
dating  service,"  says  Yohai  Einav,  an  ana- 
lyst at  RSA  Security  Inc.  "Then  you  can 
conduct  transactions  in  private  chat 
rooms.  I  can  click  on  someone's  name 
and  start  doing  business  with  them." 
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HE  TECHNICAI 
tools  to  stea. 
credit-card  num 
bers  and  online  banl 
account  log-in  data  an 
often  just  as  valuable  a; 
the  stolen  goods  them 
selves.  Smash  is  beinj 
investigated  by  th( 
Postal  Inspection  Ser 
vice  on  suspicion  tha 
he  helps  hackers  hack 
The  picture,  or  avatai 
that  accompanie 

Smash's  posts  in  onlin 
chat  rooms  shows 
fallen  angel.  From  25 1 
30  years  old  and  base( 
in  Moscow,  he  is  be 
lieved  to  be  an  expert  ii 
building  spyware  pro 
grams,  malicious  cod 
which  can  track  We 
surfers'  keystrokes  an 
are  often  hidden  in  corrupted  Web  site 
and  spam  e-mail.  U.S.  enforcement  off 
cials  say  Smash's  Russia-based  compan; 
RAT  Systems,  openly  hawks  spyware  o 
the  Web  at  www.ratsystems.org.  E-maiii 
requesting  comment  were  not  returned  I 
On  its  home  page,  RAT  Systems  denie< 
any  malicious  intent:  "In  general,  we'i 
against  destructive  payloads  and  trl 
spreading  of  viruses.  Coding  spyware 
not  a  crime."  But  the  "terms  of  service 
guarantee  that  its  spyware  products  will  t 
undetectable  by  the  antivirus  softwai 
made  by  security  companies  such  ; 
McAfee  Inc.  and  Symantec  Corp.  On 
product,  called  the  TAN  Systems  Securi 
Leak,  created  for  attacking  German  con 
parties,  sells  for  $834.  "Ifs  like  [saying 
Yes,  I  sell  guns  to  someone  who  sel 
crack,  but  I'm  not  responsible  for  them, 
says  the  Postal  Service's  Crabb. 

Postal  Inspection  Service  officials  ai 
also  investigating  Smash's  activity  as 
senior  member  of  the  International  Ass 
ciation  for  the  Advancement 
Criminal  Activity,  which  th 
describe  as  a  loose-knit  netwo 
of  hackers,  identity  thieves,  ai 
financial  fraudsters.  Smash  ai 
another  sought-after  hack 
named  ZoOmer  jointly  open 
IAACA's  Web  site,  www.the 
services.com,  one  of  the  mc 
popular  and  virulent  data  tra 
ing  sites,  according  to  U 
officials.  Hosted  by  a  Web  sei 
ice  in  Malaysia,  the  theftsi 
vices.com  home  page  boa 
cartoon  ads  of  fraudsters  usi 
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•edit  cards  at  banks  and  stores  as  police 
its  give  chase.  Smash,  listed  as  a  moder- 
:or  on  the  site,  did  not  return  e-mails 
:eking  comment. 

1NG0FSPAM 

M^  N  MAY  11, 2005,  Massachusetts  At- 
[  ■torney  General  Tom  Reilly  filed  a 
■^lawsuit  against  Leo  Kuvayev  and 
x  accomplices,  accusing  them  of  send- 
g  millions  of  spam  e-mails  to  peddle 
mnterfeit  drugs,  pirated  software,  fake 
atches,  and  pornography.  Kuvayev,  a  34- 
:ar-old  native  of  Russia  who  uses  the 
ckname  BadCow,  is  one  of  the  world's 
p  three  spammers,  according  to  anti- 
>am  group  Spamhaus.  State  officials  al- 
ge  that  Kuvayev  and  his  associates  used 
number  of  Web-hosting  services  from 
e  U.S.  and  around  the  world  to  launch 
tacks.  Kuvayev  was  charged  with  violat- 
g  the  federal  CAN-SPAM  Act  of  2003, 
hich  requires  that  unsolicited  commer- 
al  e-mail  be  accurate  and  honest. 
Massachusetts  was  able  to  go  after 
jvayev  because  he  listed  a  Massachu- 
tts  address  on  his  driver's  license  and 
mducted  business  using  a  Boston  Post 
Bice  box.  On  Oct.  11, 2005,  after  none  of 
e  defendants  appeared  to  answer  the 
larges,  a  Superior  Court  judge  issued  a 
fault  judgment  against  them.  The 
dge  found  the  spammers  in  violation  of 
ite  and  federal  consumer  protection 
ivs  and  ordered  a  permanent  shutdown 
dozens  of  illegal  Web  sites.  Kuvayev 
id  his  co-defendants  were  ordered  to 
y  $37  million  in  civil  penalties  for  send- 
g  nearly  150,000  illegal  e-mails. 
Federal  law  enforcement  officials  be- 
ve  Kuvayev's  operation  was  pulling  in 
ore  than  $30  million  a  year.  State  offi- 
tls  suspect  Kuvayev  fled  to  Russia  he- 
re he  was  sued.  "The  problem  is,  Russia 
ies  not  have  any  antispamming  laws  at 
e  moment,"  says  Crabb.  "It's  hard  to 
tch  someone  who  isn't  breaking  the 
v."  Kuvayev  did  not  respond  to  requests 
r  comment  e-mailed  to  Web  sites  affili- 
td  with  him,  and  phone  numbers  listed 
der  his  address  were  not  working. 

)T  YOUR  NUMBER 

BANK  ROBBERS  rob  banks  because 
thaf  s  where  the  money  is.  For 
hackers,  the  best  loot  is  often  found 
side  the  networks  of  credit-card  proces- 
rs,  the  middlemen  that  handle  card 
insactions  for  merchants  and  banks, 
stal  Inspection  Service  officials  say  they 
i  investigating  Roman  Khoda,  aka 
/O,  on  suspicion  he  could  be  connected 
the  theft  of  a  million  credit  card  num- 
rs  in  recent  years. 


A  26-year-old  Russian  with  a  universi- 
ty degree  in  physics,  Khoda  once  worked 
with  the  leading  members  of 
carderplanet,  according  to  Schambura. 
U.S.  officials  describe  carderplanet  as  one 
of  the  largest  online  marketplaces  used  to 
buy  and  sell  pilfered  bank-account  and 
card  data,  until  it  was  broken  up  by  U.S. 
and  foreign  officials  in  August,  2004.  But 
Khoda  is  unlike  some  cocky  hackers  who 
often  write  their  own  digital  signatures 
into  malicious  code,  says  Crabb;  he  oper- 
ates with  stealth.  At  carderplanet  and  suc- 
cessor Web  sites,  he  has  not  left  a  detailed 
trail  connecting  him  direcdy  to  stolen 
data.  Crabb  says  Khoda  and  two  accom- 
plices conducted  extensive  due  diligence 
on  the  computer  networks  of  targets,  even 
setting  up  fake  companies  with  accounts 
at  credit-card  processors  to  test  for  holes 

KK  Federal  officials 
**  say  Kuvayev's 
operation  pulled 
in  more  than 
$30  million  a  year 

in  the  system.  Then  they  lugged  PCs  to  a 
rented  apartment  on  the  Mediterranean 
island  of  Malta,  according  to  Crabb.  Us- 
ing proxy  servers  in  the  U.S.,  China,  and 
Ukraine  to  hide  their  Internet  connection, 
Khoda  &  Co.  unleashed  their  attacks. 

Investigators  say  Khoda  even  keeps  a 
low  profile  in  the  often-gabby  cybercom- 
munity.  A  search  of  popular  underground 
trading  sites  turns  up  little  evidence  of 
MyO.  A  woman  who  answered  a  Russian 
phone  number  for  Khoda  provided  by 
U.S.  law  enforcement  said  it  is  no  longer 
registered  to  him.  E-mails  and  instant 
messages  sent  to  Khoda's  ICQ  instant 
messaging  number  were  not  returned. 

But  in  instant  messages  viewed  by  offi- 
cials at  the  National  Cyber-Forensics  and 
Training  Alliance,  a  cybercrime  intelli- 
gence unit  joindy  operated  by  the  FBI  and 
Postal  Inspection  Service,  in  partnership 
with  universities,  Khoda  complains  how 
his  life  would  be  upended  if  his  real  iden- 
tity were  exposed.  The  reason?  U.S.  offi- 
cials say  he  worries  that  information 
about  his  online  activities  could  hurt  his 
offline  businesses  in  Russia.  ■ 

-With  Roman  Olearchyk  in  Ukraine 

^flisnraTO?irp?Bn  por  more  on 
cyberscams,  watch  BusinessWeek 
Weekend.  Check  local  listings  or  watch 
segments  at  businessweekweekend.com 
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'S  5  P.M.  ON  A  FRIDAY,  AND  NORMAN  J.  ADAMI      with  an  hourly  worker  in  bottling,  or  a  brand 
headed  for  the  pub.  Like  most  bars  during      manager  could  have  a  casual  team  meeting.  Of 


appy  hour,  the  wood-paneled  lounge  is  packed.  course,  when  you're  breaking  down  hierarchies, 

's  nearly  impossible  to  find  a  spot  on  the  over-  it  doesn't  hurt  to  serve  beer  (alongside  soft 

ze  leather  chairs  and  couches,  and  two  bar-  drinks).  "It  makes  people  brave,"  jokes  Adami. 

•nders  scurry  to  serve  patrons,  who  are  three 

sep.  With  a  pilsner  glass  in  hand,  the  5-ft.-  ■     -pi      .     ■- 

hin.,  mustachioed  Adami  makes  his  way  over  to  M      1161 1   l~dC6 

group  of  women.  Taking  a  drag  from  a  Peter  THREE  YEARS  LATER,  the  scene  at  Fred's  Pub  is 

:uyvesant  cigarette,  he  taps  a  young  blonde  on  emblematic  of  a  seismic  cultural  shift.  Whereas 


le  shoulder  to  get  her  attention. 


the  old  Miller  sought  to  manage  the  decline  of  a 


If  this  were  any  other  bar,  some  might  think      brand  and  avoid  the  wrath  of  long- dominant  An- 
e  middle-aged,  slightly  pudgy  man  in  a  less-      heuser-Busch  Cos.  (AB),  Adami's  Miller  gets  in 


lan-stylish  blazer  was  out  of 

is  league.  But  this  is  the  bar  |\y||||Qr  C 

orman  built,   a   2,700-sq.-ft.  IVIIIlCl    L 

ib  in  the  Milwaukee  head-  tum^m 
aarters  of  Miller  Brewing  Co.  . 

ad  Norman,  a  regular  here,  is  IS  3  T2I6 
•esident  and  chief  executive.  r\y\r\t 

The  four  smiling  co-work-  d  LJ  Id  I  k 

s  welcome  Adami  into  their  Iporlpr  | 

oup  and  he  jumps  right  into  'CCIUCI    I 

e     conversation,     peppering  ITIOtlVSl 
em  with  questions.  He  can't 

>lp  himself.  This  is,  after  all,  a  3  CO  171 C 

an  who  lugs  a  laptop  to  a  fa-  \A/r\rl/fr\l 

»rite    Milwaukee    restaurant,  WUl  rVlUl 

uderone  Club,  to  get  the  own-  py  A  QDir 

s'  opinions  on  new  ads.  Here  f*ADTrD 

the  pub,  Adami  can't  pass  up  Willi  til 
e  chance  to  take  an  informal 
)11,  looking  for  feedback  on 
e  Miller  Lite  marketing  campaign,  comments 


Miller  Brewing's 
turnaround 
is  a  tale  of  how 
a  charismatic 
leader  has 
motivated 
a  complacent 
workforce 

BYADRIENNE 
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the  face  of  the  self-proclaimed 

^\A/i  nrr'c  ^nS  °^  Beers.  The  new  attitude 

^VVII  I^O  is  most  visible  in  brassy  market- 

nr\  ing  that  takes   on  Anheuser- 

.  .  Busch  in  a  rivalry  reminiscent  of 

)f  h  ow     the  c°ia  Wars- But  Miiier's  tum- 

i  •  around  is  really  a  story  about  its 

lldUC  people.   It's   a  tale  of  how  a 

IQ  charismatic  leader  has  motivat- 

ed a  long- complacent  workforce 
H  and  reinvigorated  its  independ- 

,  ent  distributors.  With  a  style 

I  Cu  ML  that  is  part  teddy  bear,  part  griz- 

-  zly  bear,  Adami  has  transformed 

Miller  from  a  besieged  No.  2  to  a 
IP  scrappy  underdog  nipping   at 

the  heels  of  AB. 

Adami's  results  have  been 

remarkable.  In  three  years  he 

has  managed  to  bring  an  end  to 

a  15-year  decline  that  threatened  to  relegate 


i  the  new  Leinenkugel's  Sunset  Wheat  beer,  or      Miller  to  the  dreary  fate  of  once-mighty  Mil- 


Ids  on  an  upcoming  PGA  tournament. 
Amid   declining    sales,   management   up- 


waukee  brewers  Pabst  and  Schlitz.  In  2004 
sales  of  Miller  Lite,  accounting  for  40%  of  the 


aval,  and  an  uncertain  outlook,  Adami  got      brewer's  roughly  $5  billion  in  sales,  rose  12.5% 
enty  of  criticism  from  staffers  when  he  decid-      by  volume,  according  to  Beer  Marketer's  In- 
to turn  some  half-empty  offices  and  store-      sights.  And  despite  aggressive  price  cuts  by  AB 


oms  into  a  bar  for  Miller's  900  headquarters 
mloyees  in  one  of  his  first  moves  as  CEO  in 


in  2005,  Miller  Lite  managed  to  grow  3.2%, 
compared  with  no  growth  for  Bud  Light  and  a 


>03.  But  Adami  considered  opening  Fred's      slight  drop  for  the  industry  at  large. 


ib,  named  after  company  founder  Frederick  J. 


Perhaps  more  impressive,  Adami  has  helped 


iller,  an  essential  step  in  overhauling  a  mori-  knock  Anheuser  off  its  game.  In  2005,  An- 
ind  culture.  He  envisioned  the  pub  as  a  place  heuser's  operating  income  fell  22%,  to  $2.6  bil- 
nere  the  chief  marketing  officer  could  chat      lion,  its  first  such  decline  in  a  decade.  Domestic 


,- 
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Beyond 

fer  Lite 


With  Miller  Lite  hitting 
its  stride,  Adami  is 
stepping  up  efforts 
to  carve  out  niches 
for  more  of  Miller's 
18  brands.  Targets  for 
some  of  the  biggest: 


Mainstream 
Sophisticates 

Miller  Genuine 
Draft  is  going 
after  males  25  to 

35  who  have 
traded  red  plastic 
cups  for  a  pilsner 
glass.  Its  tag  line 
("Beer.  Grown  Up.")  and 
sponsorship  of  a  reality 
TV  show  on  Sundance 
mirror  that  message. 


Hardworking 
Men 

Miller  aims  for 
Milwaukee's  Best 
Light  to  be  the 
beer  guys  pick  up 
after  a  long  day 
on  the  job.  These 
men  tend  to  play 
poker,  so  the  brew  is  the 
main  sponsor  of  the 
World  Series  of  Poker 
on  ESPN. 


Beer 
Aficionados 

—     Miller  positions 
*     Pilsner  Urquell 
1A  for  discerning 
L   ]  drinkers.  Select 
KJ^  salespeople— 
mggk  "beer  merchants" 
*3  -educate  bar 
staff  and  retailers  on  the 
special  character  of  the 
Czech  brew,  the  original 
golden  pilsner. 


Drinking 
Buddies 


Miller  wants 
Icehouse  to  be 
the  beer  for  those 
times  when 
you're  hanging 
out  with  the  guys 
playing  Xbox,  or 
gearing  up  to  go  out.  The 
redesigned  logo  reflects 
the  modern  young  male 
that  Miller  is  targeting. 


I 


volume  dropped  1.8%,  to  101  million  barrels.  "The  arrival  of 
Norman  is  a  seminal  moment,"  observes  Bear  Stearns  analyst 
Anthony  J.  Bucalo.  "He  helped  take  away  $10  billion  to  $12  bil- 
lion in  [AB's]  market  cap."  Since  Adami  started  at  Miller,  AB's 
stock  has  fallen  4%.  In  contrast,  the  stock  of  Miller  parent 
SABMiller  PLC  (SAB),  the  world's  second-largest  brewer,  is  up 
190%.  Miller,  SAB's  U.S.  operations,  makes  up  15%  of  its  par- 
ent's earnings,  which  have  been  buoyed  in  recent  years  by  ac- 
quisitions. AB  declined  to  comment  for  the  story. 


"There  Was  a  Lot  of  Fear" 

ADAMI  KNOWS  HE  HAS  A  DIFFICULT  road  ahead.  He  must 
keep  Miller  Lite  chugging  along,  while  breathing  life  into  the 
rest  of  the  portfolio.  He's  doing  so  by  staking  out  distinct  market 
segments  for  each  of  Miller's  core  brands.  The  imported  Peroni, 
for  instance,  targets  trendsetters.  Milwaukee's  Best  Light  is  for 
the  hard-working  man.  Icehouse  is  positioned  as  the  beer  for 
young  guys  to  drink  before  going  out.  "The  turnaround  phase 
was  a  tough  period,"  says  Adami.  "There  was  a  lot  of  fear  from 
people,  trepidation.  The  next  phase  is  just  as  tough." 

Before  the  51-year-old  Adami  stepped  off  the  plane  in  Mil- 
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waukee  in  February,  2003,  the  only  real  time  he  had  spent  in  t 
U.S.  was  as  a  high  school  exchange  student  in  Dallas  in  the  e* 
ly  1970s.  Back  home  in  South  Africa,  where  rhinos  and  zebr 
roam  on  his  4,000-acre  game  farm,  it  was  70F  and  summ 
The  bitterly  cold  Midwestern  winter  was  a  major  shock,  alm( 
as  alarming  as  the  situation  at  Miller. 

At  first,  Adami  thought  Miller,  which  South  African  Bre< 
eries  PLC  bought  from  Philip  Morris  in  2002  for  $5.6  billion 
form  SABMiller  PLC,  would  require  only  basic  changes,  such 
tighter  financial  controls  and  axigorous  performance-manaj 
ment  system.  But  "we  were  [stuck]  in  a  downward  cycle,  a 
cious  cycle,"  he  says,  taking  a  long  sip  from  a  Miller  Lite  in  1 
smokers'  lounge  at  a  company  sales  meeting.  "We  needed 
fundamentally  change  the  direction  of  the  company." 

So  Adami  got  to  work.  His  charm  offensive,  which  incluc 
touches  like  having  flowers  sent  to  his  male  executives'  wives 
birthdays,  is  paired  with  a  demanding,  no-BS  manageim 
style.  "Normanisms"  are  now  part  of  the  vernacular  at  Millei 
favorite:  "If  you're  going  to  fight  a  crocodile,  you  don't  do  i' 
the  water,"  a  South  African  bush  saying. 

Adami  has  restocked  much  of  the  executive  suite  with  a 
sumer  product  heavyweights  like  chief  marketing  officer  T 
Long  from  Coca-Cola  Co.  and  SAB  recruits  like  Maurice  Eg 


filler's  new  head  of  operations.  Adami  spent  months  recruit- 
ig  Tom  Cardella,  now  senior  vice-president  for  international 
rands  and  market  development,  from  competitor  InBev.  Ada- 
d's  calls  to  Cardella  at  home  became  so  frequent  that  Cardel- 
started  avoiding  them.  He  recalls  with  a  grin:  "I  told  my  three 
lughters  that  if  a  man  named  Norman  with  a  funny  accent 
ills,  tell  him  I'm  not  at  home." 

Adami  has  also  instilled  his  sense  of  urgency  into  Miller.  He'll 
ten  pick  up  the  phone  in  a 

eeting  to  get  the  latest  sta-        

;tic.  And  after  seeing  an  AB      MfBBCT^fe' 
>mmercial,  he  hustled  to      WjBmtmiSi 
it  a  response  ad  launched         iiCTjsT^I 
ithin    a    week.    "Every- 
ing's  going  to  be  slightly 

o  slow  for  Norman,"  says  Denise  Smith,  Miller's  senior  vice- 
•esident  for  human  resources  and  another  SAB  import. 
For  all  his  intensity,  though,  Adami  knows  how  to  have  fun. 
:  Miller's  150th  anniversary  celebration,  the  event's  emcee  and 
TV  reality  star  Jamie  Kennedy  challenged  Adami  to  a  chug- 
ng  contest.  Adami  won,  putting  the  bottle  upside  down  on  his 
ad  to  declare  victory.  His  sense  of  humor  can  be  mischievous. 
:  a  2005  March  Madness  party  at  a  dive  bar  in  Kansas  City, 
o.,  he  got  up  on  a  rickety  stool  to  rip  down  a  Bud  sign. 
That  kind  of  aggressiveness  used  to  be  part  of  Miller's  DNA. 
le  company  pioneered  the  light-beer  category,  now  the  largest 
gment  of  beer  drinks,  with  Miller  Lite  in  1975.  The  "Tastes 
reat,  Less  Filling"  campaign,  featuring  athletes  like  Dick 
ltkus  and  John  Madden,  is  still  a  Madison  Avenue  legend, 
iller  wasn't  afraid  to  ruffle  feathers.  Then-President  John 
urphy,  a  hulking  Irishman,  had  a  hook  rug  with  AB's  iconic 
gle  under  his  desk  so  he'd  constantly  step  on  his  rival. 

But  over  the  years,  Miller  lost  its  edge. 

Failed  product  launches  like  its  1993 

Miller  Clear  (a  colorless  beer)  and 


marketing  flops  took  a  toll.  Distributor  Don  Faust  Jr.  recalls  that 
when  Miller  unveiled  the  "If  s  It  and  That's  That"  advertise- 
ment at  the  1991  sales  convention,  Bill  Cosby,  one  of  the  special 
guests  at  the  event,  later  joked  to  the  crowd:  "Which  one  of  you 
idiots  came  up  with  that  commercial?" 

Back  then,  Miller  simply  wasn't  a  priority  for  its  owner, 
Philip  Morris  (now  Altria  Inc.).  Miller  accounted  for  just  4%  of 
the  cigarette  maker's  revenues.  In  the  15  years  prior  to  Adami's 

At  Beer  University,  some  topics 
are  hops,  pilsner,  ale,  and  yeast 

arrival,  there  were  seven  turnaround  plans  and  almost  as  many 
management  changes  at  the  top.  To  make  matters  worse,  An- 
heuser  had  become  a  marketing  juggernaut  with  hit  like  the 
Spuds  MacKenzie  and  "Whassup?!"  spots.  By  2003,  Miller's 
slice  of  the  industry  had  dropped  to  17%,  down  from  23%  in 
1994.  "Anheuser  owned  sophomoric  humor.  It  rolled  out  cam- 
paigns like  a  machine,  and  its  core  business  was  running  on 
eight  cylinders,"  says  John  Bowlin,  head  of  Miller  just  before 
Adami.  "We  were  the  troubled  stepchild  [of  Altria]." 


Share  of  Throat 


t 


Norman  Adami 


"Everything's  going  to  be  slightly  too 
slow  for  Norman,"  observes  one  staffer 


BORN  Aug.  12, 1954,  in  Kroonstad,  a  small  rural  town  in  South  Africa  100  miles  south  of 

Johannesburg.  Father  was  a  real  estate  and  retail  entrepreneur. 

EDUCATION  Honors  degree  in  business,  University  of  Cape  Town,  1977;  MBA,  University  of 

Witwatersrand,  1979. 

FAMILY  Daughter  Kelly,  20,  attends  Rhodes  University;  son  Simon 

17,  is  at  St.  Andrews  College,  also  in  South  Africa.  Adami  spends 

four  hours  each  Sunday  talking  to  them. 

GETAWAY  Back  home  in  South  Africa,  Adami  has  a 

f.OOO-acre  game  farm  with  20  different  types  of  animals, 

including  rhinos  and  zebras. 

PROUD  MOMENT  Helped  secure  the  first  license  for  a  black 

retailer  in  the  township  of  Soweto. 

CHEEKY  MOMENT  Jumped  on  a  rickety  stool  at  a  dive  bar  in 

Kansas  City,  Mo.,  to  tear  down  a  Budweiser  sign. 

FORMATIVE  BEERS  While  an  18-year-old 
exchange  student  in  Dallas  in  the  early  1970s, 
favored  Schlitz  and  Miller  Malt. 


IT  WASN'T  EXACTLY  THE  TYPE  of  company  Adami  was  used  to 
running.  The  second-generation  Lebanese  South  African,  who 
grew  up  in  the  rural  town  of  Kroonstad,  100  miles  south  of  Jo- 
hannesburg, joined  SAB  in  1979  after  graduating  from  the  Uni- 
versity of  Cape  Town  and  getting  an  MBA  from  the  University  of 
Witwatersrand.  But  despite  SAB's  90%-plus  share  of  the  South 
African  beer  industry,  Adami  developed  a  reputation  for  chal- 
lenging convention.  To  keep  staffers  from 
becoming  complacent,  he  informally 
changed  one  market  metric  to  "share  of 
throat,"  which  includes  not  only  beer  but 
tea,  water,  and  other  drinks.  By  that 
measure,  SAB  had  just  a  5%  share.  Under 
Adami,  SAB  Ltd.  (the  parent's  South 
African  operation)  expanded  its  share  of 
the  South  African  beer  market  to  98.3%. 

At  SAB,  it  was  common  practice  to  send 
task  forces  on  fact-finding  missions  to 
study  the  practices  of  top  global  business- 
es like  IBM,  Unilever,  even  Anheuser- 
Busch,  on  everything  from  brand  market- 
ing to  information  technology.  "Coming 
from  South  Africa,  we  probably  had  a  nat- 
ural curiosity,  almost  an  inferiority  com- 
plex that  we  were  from  a  developing  coun- 
try, and  therefore  there  must  be 
something  better  out  there,"  says  Adami. 
To  take  on  AB,  Adami  knew  he  needed 
to  return  Miller  to  its  roots.  The  pub  was 
one  step.  Beer  University  was  another.  In 
the  one-day  course,  employees  smell 
hops,  discover  the  difference  between  pil- 
sner and  ale,  and  learn  that  the  yeast  used 
in  today's  beer  descends  from  the  batch 
brought  over  from  Germany  in  1855.  "It's 
a  way  to  build  a  passion  and  let  people  re- 
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member  once  again  what  we're  all  about:  beer,"  says  Miller  di- 
rector Virgis  W.  Colbert,  former  head  of  brewery  operations. 

Adami  has  made  staff  far  more  accountable  with  a  perform- 
ance system  imported  from  SAB  that  rewards  people  for  step- 
ping up  their  game.  The  old  system  didn't  challenge  employees, 
says  Adami,  who  once  referred  to  the  company  as  the  "Social- 
ist Republic  of  Miller."  For  example,  in  2002,  a  year  the  busi- 
ness was  in  free-fall,  60%  of  managers  got  a  four  or  five  rating, 
the  highest  possible.  Last  year  50%  of  employees  got  a  three  on 
a  six-point  scale,  meaning  they  met  their  goals. 


Thinking  Local 


ADAMI  HAS  ALSO  WORKED  tirelessly  to  improve  Miller's  rela- 
tionship with  its  distributors,  which  are  independent.  As  the 
Miller  brand  faded,  the  distributors  began  to  add  import  beers, 
microbrews,  and  nonbeer  drinks  to  their  trucks.  Many  felt  Miller 
executives  didn't  listen  to  them.  Rey  Perez,  a  sales  manager  at 
Chicago  Beverage  Systems,  recalls  an  attempt  by  Miller  to  reach 
Hispanic  consumers.  Management  pushed  a  Tejano  music- 
based  marketing  strategy,  similar  to  one  that  had  succeeded  in 
Texas.  "We  told  them  it  wouldn't  work,"  says  Perez.  "Tejano  is- 
n't as  big  among  Mexicans  in  Chicago."  It  failed  miserably. 

Adami  learned  quickly  how  damaged  distributor  relation- 
ships were.  He  recalls  being  "summoned"  to  a  Chicago  hotel  in 
his  first  weeks  to  meet  informally  with  a  dozen  or  so  distribu- 
tors. Since  then,  Miller's  spent  millions  to  support  distributors' 
local  marketing  efforts,  such  as  taste-test  challenges  in  bars. 

A  hallmark  of  the  Adami  era  is  aggressive  local  market  plan- 
ning. Miller  and  its  distributors  now  take  a  deep  dive  into  61 
territories,  tracking  sales  by  channel  and  by  package.  Adami 
has  dozens  of  distributors  on  speed-dial  in  his  BlackBerry  and 


Miller's  Magic  Man,  Only  at  BusinessWeek.com 

One-on-one  with  Norman  Adami:  A  Q&A  with  the  charismatic 
leader  on  how  he  has  transformed  the  culture. 

Inside  Miller's  cooler:  A  slide  show  that  looks  at  the  marketing 
and  strategy  behind  the  brewer's  seven  core  brands. 

The  challenger's  bookshelf:  More  resources  to  bring  out  that 
feisty  underdog  spirit. 

The  global  beer  war:  The  battle  in  the  U.S.  is  just  one  way 
Miller's  parent  SABMiller  is  taking  on  Anheuser-Busch. 


BusinessWeek  online 


www.businessweek.com/extras 


calls  frequently  to  see  what's  going  on,  run  an  idea  past  them 
or  just  say  hi.  Some  joke  (sort  of)  that  he  can  call  too  early,  lik 
7  a.m.  on  a  Saturday.  But  they  love  his  quick  response  to  prob 
lems.  "Norman's  been  a  godsend  for  wholesalers,"  says  Bruc 
Watkins,  owner  of  Gusto  Distributing  Co.  in  Great  Falls,  Mom 

Miller's  cultural  revolution  is  clearly  getting  AB's  attentior 
In  May,  2004,  Anheuser's  vice-president  for  sales  at  the  tim 
sent  a  memo  to  AB's  distributors  announcing  a  full-scale  assau1 
on  Miller  Lite.  "I'm  sure  you  have  seen  some  of  the  desperat 
tactics  Miller  Lite  is  using,"  he  wrote.  "It's  time  to  show  th; 
power  of  the  AB  team.  Help  us  UNLEASH  THE  DAWGS!" 

AB  took  the  fight  to  a  higher  plane  last  summer  with  an  al 
out  price  war  in  light  and  economy  brands.  Despite  the  contir 
ued  growth  of  Miller  Lite,  Miller  took  a  beating  in  the  economi 
segment,  which  accounts  for  40%  of  volumes.  As  a  resuli 
Miller's  sales  to  retailers  fell  by  1%  in  the  last  fiscal  year. 

Adami  knows  that  he  has  awoken  a  sleeping  giant  in  AB.  Bi 
Miller's  CEO  remains  unfazed.  As  he  is  fond  of  saying:  "If  yo< 
want  to  play  with  the  big  dogs,  you  can't  piss  like  a  puppy."  I ; 


PLAYBOOK:  BEST-PRACTICE  IDEAS 


Lessons  from  Miller 


Ram  Charan's  strategic  insights  have  made  him  atrusted  adviser  to  big-name 

'  k  with  whom  Che 
co-authored  two  business  best-sellers.  Charan  spoke  with  BusinessWeek 


CEOs  such  as  former  Honeywell  Chairman  Larry  Bossidy,  with  whom  Charan  he 


Ideas  &  Opinions  Editor  James  E.  Ellis  about  managing  an  underdog. 


One  Size 
Doesn't  Fit  All 

Segmentation  is  key  in  consumer 
businesses.  Divide  the  market 
into  as  many  segments  as  you 
have  needs  and  then  focus  your 
ammunition  market  by  market. 
This  works  well  in  industries  that 
have  just  two  or  three  players, 
because  the  market  concentration 
leaves  a  lot  of  niches  open,  and 
the  bigger  guys  start  "laying  with 
the  idea  that  one  size  fits  all.  The 
smart  guys  like  Norman  Adami 
say:  No,  markets  are  unique.  Then 
they  figure  out  how  to  segment  the 
market  by  consumer  or  by  need. 


Always  Play 
To  Win 

Anybody  who's  not  managing  for 
profitable,  sustainable  growth 
risks  becoming  defensive  and, 
over  time,  arrogant.  That's  the 
beginning  of  a  decline.  And  if  a 
manager  is  willing  to  settle  for 
managing  the  decline  of  his 
business,  it  shows  a  mature  mind, 
not  a  mature  business.  Even  if 
you're  already  No.  1  or  No.  2  in  your 
segment,  you  must  continually 
redefine  the  base  or  expand  your 
pond  to  spur  growth.  People  not 
looking  for  growth  are  tired  and 
should  move  on. 


Seek  Knowhow 
Over  Expertise 

Norman  Adami  could  run  just 
about  any  consumer  business— 
not  because  he  knows  a  lot  about 
the  beer  business,  but  because  he 
has  incredible  knowhow  about 
marketing.  He  has  critical  skills 
such  as  knowing  how  to  position 
multiple  brands  across  the  market 
and  against  larger  competitors. 
Adami  can  simultaneously  look 
at  a  company  from  50,000  feet 
and  from  50  feet.  Industry 
expertise  is  not  transportable 
between  businesses.  But  that 
kind  of  knowhow  is. 


Never 
Declare  Victory 

Any  time  any  human  being  thinks 
he  has  arrived,  that's  the 
beginning  of  his  downfall— and 
that  person  will  lead  an 
organization  downhill  as  well. 
At  General  Electric,  Jack  Welch 
told  his  managers  to  become 
No.  1  or  No.  2  in  their  businesses. 
When  his  managers  came  back 
and  reported  that  they  had 
reached  that  goal,  he  told  them 
to  redefine  their  market  scope 
and  then  get  new  growth. 
Remember,  success  is  never  f  ina 
and  nobody  has  ever  arrived. 
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Entrepreneurs  Design 


COMFY  Christakos,  Lazor, 
and  Blanks  stress 
creativity  right  down  to 
the  paying  of  bills 


They  Could 
Call  It  Fun-iture 

Blu  Dofs  belief  in  solving  design  problems 
playfully  extends  to  its  whole  operation 


BY  REENA  JANA 

lu  Dof  s  furniture  has  won 
awards  from  the  Smith- 
sonian's Cooper-Hewitt 
National  Design  Museum 
I  and  the  Chicago 
Athenaeum  Museum  of 
Architecture  &  Design.  So 
you  might  be  surprised  to  learn  that  Blu 
Dot  furniture  usually  ships  flat  in  a  box,  and 
that  customers  assemble  it  themselves.  But 
for  Maurice  Blanks,  John  Christakos,  and 
Charlie  Lazor,  college  buddies  and  Blu  Dot 
co-founders,  good  design  isn't  only  about 
being  recognized  by  critics  dressed  in 
black.  It's  about  being  creative  on  the 
cheap,  with  a  dash  of  fun  thrown  in. 

That  ethos  has  served  them  well,  help- 
ing the  Minneapolis  company  double  rev- 
enues last  year,  to  $7.5  minion,  and  staff,  to 
16.  "They  take  a  lighthearted  approach  but 
are  still  serious  about  solving  design  prob- 
lems. Their  furniture  has  spirit  and  inge- 
nuity, a  down-to-earth  appeal,"  says  An- 
drew Blauvelt,  design  director  and  curator 
at  the  Walker  Art  Center  in  Minneapolis 
and  owner  of  several  Blu  Dot  pieces.  "I  love 

70  I  BusinessWeek  I  May  29,  2006 


them  because  they  assemble  in  literally  two 
minutes."  With  a  side  table  that  runs  $159 
and  a  king  bed  that  costs  $2,399,  Blu  Dot 
fills  a  gap  between  budget-conscious  Ikea 
and,  say,  label-conscious  Philippe  Starck. 

About  150  independent  retailers  carry 
the  furniture,  as  does  high-end  chain  De- 
sign Within  Reach.  On  May  20  tastemakers 
at  New  York's  International 
Contemporary  Furniture  Fair 
will  get  a  sneak  peek  at  Blu 
Dof  s  most  ambitious  project 
to  date:  a  full  line  of  color-co- 
ordinated home  furniture  for  bedrooms, 
home  offices,  and  living  and  dining  rooms. 

Blu  Dot  was  started  when  the 
founders,  each  now  41,  got  sick  of  com- 
partmentalizing their  creativity  while 
toiling  at  their  day  jobs.  With  $50,000  in 
savings,  they  went  out  on  their  own. 
Christakos,  who  had  been  a  Bain  &  Co. 
consultant  and  a  sculptor  on  the  side,  set 
up  in  a  300-square-foot  office  and  waited 
for  Blanks  and  Lazor  to  quit  their  archi- 
tecture jobs.  As  president,  Christakos  is 
the  ringleader  and  business  guru.  Blanks 
has  more  responsibility  for  the  adminis- 
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tration  while  Lazor  remains  a  designer. 
With  the  company's  launch  in  1997,  tl 
trio  moved  into  the  first  of  many  wan 
houses.  Their  goal  was  to  build  not  ju 
furniture  but  a  personality  for  Blu  Dot. ! 
the  instructions  for  bed  assembly  say 
the  start:  "For  safe  sex  fasten  securel]  I 
Packages  include  a  "thank-you-for-bui 
ing"  note.  Return  it,  and  you  get  an  ol 
fashioned  rubber  grip  for  opening  bottk 
The  company's  Web  site  plays  up  the  fit 
that  Blu  Dot  is  as  much  about  attitude  c 
it  is  about  furniture,  offering  recipes  tf 
often  allude  to  the  benefits  of  wine 
both  the  cuisine  and  the  chef. 

From  the  start,  the  founders  tried  I 
keep  costs  in  line— creatively.  They  pn 
the  graphic  designer  of  their  logo  w 
plans  for  a  tree  house,  and  their  first  W 
designer  was  paid  with  tables.  Getting  t 
word  out  about  their  new  line  of  furnii 
ings  meant  bartering  for  print  ads  w 
Minneapolis  ad  agency  mono.  "Fun 
ture's  our  favorite  currency,"  says  Chii 
takos.  "Having  a  small  budget  or  no  bu( 
et  forces  us  to  be  creativ 
That's  why  most  of  their  f 
niture  ships  flat.  It  lowers 
ventory  storage  costs,  sbl 
ping  bills,  and  prices. 
The  idea  for  an  expanded  line  popp 
up  a  yeair  ago,  when  Blu  Dot  set  u] 
shop-within-a-shop  at  Los  Angeles  ho 
furnishings  emporium  HD  Butterc 
Christakos  realized  their  selection  ^ 
strong  in  storage  and  tables  but  lacldnj 
other  areas.  The  line  now  includes 
company's  first  upholstered  seating 
well  as  child-size  items.  It's  playful 
not  juvenile,  like  Blu  Dot  itself.  II 
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For  an  online  slide 
show  on  Blu  Dot's  expanding  furniture  line 
visitwww.businessweek.com/extras 


If  you're  still  not  using  FedEx,  you're  running  out  of  excuses. 


Don't  worry  about  international  shipping.  Just  call  FedEx  and  we'll  do 
the  rest.  With  FedEx  you  can  ship  almost  anything  from  documents  to 
freight.  And  we  offer  more  delivery  choices  to  Asia  —  from  economy 
to  priority.  We'll  even  help  yo'u  with  all  of  the  paperwork  and  customs 
clearance.  Take  your  company  global  —  now  there's  no  reason  not 
to.  Go  to  fedex.com  to  see  how  easy  international  shipping  can  be. 
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^Medical . 
Guesswork 

From  heart  surgery  to  prostate  care,  the 

health  industry  knows  little  about  which 

common  treatments  really  work. 


BY  JOHN  CAREY 


IE  SIGNS  AT  THE  MEETING  WERE  NOT  PROPITIOUS.  Half  the  board  members  of  Kaiser  Per- 
anente's  Care  Management  Institute  left  before  Dr.  David  Eddy  finally  got  the  10  minutes  he 
d  pleaded  for.  But  the  message  Eddy  delivered  was  riveting.  With  a  groundbreaking  coun- 
ter simulation,  Eddy  showed  that  the  conventional  approach  to  treating  diabetes  did  little  to 
event  the  heart  attacks  and  strokes  that  are  complications  of  the  disease.  In  contrast,  a  sim- 
regimen  of  aspirin  and  generic  drugs  to  lower  blood  pressure  and  cholesterol  sent  the  rate 
such  incidents  plunging.  The  payoff:  healthier  lives  and  hundreds  of  millions  in  savings.  "I 


1  them:  This  is  as  good  as  it  gets  to  improve  care  and  lower 
ts,  which  doesn't  happen  often  in  medicine,' "  Eddy  recalls, 
you  don't  implement  this,'  I  said,  'you  might  as  well  close 
shop.'" 

lie  message  got  through.  Three  years  later,  Kaiser  is  in  the 
1st  of  a  major  initiative  to  change  the  treatment  of  the  diabet- 
in  its  care.  "We're  trying  to  put  nearly  a  million  people  on 
>e  drugs,"  says  Dr.  Paul  Wallace,  senior  adviser  to  the  Care 
lagement  Institute.  The  early  results:  The  strategy  is  indeed 
roving  care  and  cutting  costs,  just  as  Eddy's  model  predicted, 
'or  Eddy,  this  is  one  small  step  toward  solving  the  thorniest 
lie  in  medicine— a  dark  secret  he  has  spent  his  career  ex- 
ing.  "The  problem  is  that  we  don't  know  what  we  are  do- 
"  he  says.  Even  today,  with  a  high-tech  health-care  system 
:  costs  the  nation  $2  trillion  a  year,  there  is  little  or  no  evi- 
ce  that  many  widely  used  treatments  and  procedures  actu- 
work  better  than  various  cheaper  alternatives, 
his  judgment  pertains  to  a  shocking  number  of  conditions 
iiseases,  from  cardiovascular  woes  to  back  pain  to  prostate 
cer.  During  his  long  and  controversial  career  proving  that 
practice  of  medicine  is  more  guesswork  than  science,  Eddy 
repeatedly  punctured  cherished  physician  myths.  He 
wed,  for  instance,  that  the  annual  chest  X-ray  was  worthless, 


over  the  objections  of  doctors  who  made  money  off  the  regular 
visit.  He  proved  that  doctors  had  little  clue  about  the  success 
rate  of  procedures  such  as  surgery  for  enlarged  prostates.  He 
traced  one  common  practice— preventing  women  from  giving 
birth  vaginally  if  they  had  previously  had  a  cesarean— to  the 
recommendation  of  one  lone  doctor.  Indeed,  when  he  began 
taking  on  medicine's  sacred  cows,  Eddy  liked  to  cite  a  figure 
that  only  15%  of  what  doctors  did  was  backed  by  hard  evidence. 

A  great  many  doctors  and  health-care  quality  experts  have 
come  to  endorse  Eddy's  critique.  And  while  there  has  been 
progress  in  recent  years,  most  of  these  physicians  say  the  portion 
of  medicine  that  has  been  proven  effective  is  still  outrageously 
low— in  the  range  of  20%  to  25%.  "We  don't  have  the  evidence 
[that  treatments  work],  and  we  are  not  investing  very  much  in 
getting  the  evidence,"  says  Dr.  Stephen  C.  Schoenbaum,  execu- 
tive vice-president  of  the  Commonwealth  Fund  and  former  pres- 
ident of  Harvard  Pilgrim  Health  Care  Inc.  "Clearly,  there  is  a  lot 
in  medicine  we  don't  have  definitive  answers  to,"  adds  Dr.  I. 
Steven  Udvarhelyi,  senior  vice-president  and  chief  medical  offi- 
cer at  Pennsylvania's  Independence  Blue  Cross. 

What's  required  is  a  revolution  called  "evidence-based  med- 
icine," says  Eddy,  a  heart  surgeon  turned  mathematician  and 
health-care  economist.  Tall,  lean,  and  fit  at  64,  Eddy  has  the  ath- 
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letic  stride  and  cadike  reflexes  of  the  ace  rock  climber  he  still  is. 
He  also  exhibits  the  competitive  drive  of  someone  who  once  ob- 
sessively recorded  his  time  on  every  training  run,  and  who  still 
likes  to  be  first  on  a  brisk  walk  up  a  hill  near  his  home  in  Aspen, 
Colo.  In  his  career,  he  has  never  been  afraid  to  take  a  difficult 
path  or  an  unpopular  stand.  "Evidence-based"  is  a  term  he 
coined  in  the  early  1980s,  and  it  has  since  become  a  rallying  cry 
among  medical  reformers.  The  goal  of  this  movement  is  to 
pierce  the  fog  that  envelops  the  practice  of  medicine— a  state  of 
ignorance  for  which  doctors  cannot  really  be  blamed.  "The  lim- 
itation is  the  human  mind,"  Eddy  says.  Without  extensive  in- 
formation on  the  outcomes  of  treatments,  it's  fiendishly  difficult 
to  know  the  best  approach  for  care. 

The  human  brain,  Eddy  explains,  needs  help  to  make  sense 
of  patients  who  have  combinations  of  diseases,  and  of  the 
complex  probabilities  involved  in  each.  To  provide  that 
assistance,  Eddy  has  spent  the  past  10  years  leading  a 
team  to  develop  the  computer  model  that  helped  him 
crack  the  diabetes  puzzle.  Dubbed  Archimedes,  this 
program  seeks  to  mimic  in  equations  the  actual  biol- 
ogy of  the  body,  and  make  treatment  recommenda- 
tions as  well  as  figure  out  what  each  approach  costs. 
It  is  at  least  10  times  "better  than  the  model  we  use 
now,  which  is  called  thinking,"  says  Dr.  Richard 
Kahn,  chief  scientific  officer  at  the  American  Dia- 
betes Assn. 


Wasted  Resources 

CAN  ONE  COMPUTER  PROGRAM  offset  all  the 
ill-advised  treatment  options  for  a  whole 
range  of  different  diseases?  The  mile- 
stones in  Eddy's  long  personal  cru- 
sade highlight  the  looming  challenges, 
and  may  offer  a  sliver  of  hope.  Coming 
from  a  family  of  four  generations  of  doc- 
tors, Eddy  went  to  medical  school  "because  I 
didn't  know  what  else  to  do,"  he  confesses.  As 
a  resident  at  Stanford  Medical  Center  in  the 
1970s,  he  picked  cardiac  surgery  because  "it  was  the 
biggest  hill— the  glamour  field." 

But  he  soon  became  troubled.  He  began  to  ask  if  there  was 
actual  evidence  to  support  what  doctors  were  doing.  The  answer, 
he  was  surprised  to  hear,  was  no.  Doctors  decided  whether  or  not 
to  put  a  patient  in  intensive  care  or  use  a  combination  of  drugs 
based  on  their  best  judgment  and  on  rules  and  traditions  hand- 
ed down  over  the  years,  as  opposed  to  real  scientific  proof.  These 
rules  and  judgments  weren't  necessarily  right.  "I  concluded  that 
medicine  was  making  decisions  with  an  entirely  different 
method  from  what  we  would  call  rational,"  says  Eddy. 

About  the  same  time,  the  young  resident 
discovered  the  beauty  of  mathematics,  and 
its  promise  of  answering  medical  questions. 
In  just  a  couple  of  days,  he  devoured  a  cal- 
culus textbook  (now  framed  on  a  shelf  in  his 
beautifully  appointed  home  and  office), 
then  blasted  through  die  books  for  a  two- 
year  math  course  in  a  couple  of  months. 
Next,  he  persuaded  Stanford  to  accept  him 
in  a  mathematically  intense  PhD  program 
in  the  Engineering-Economics  Systems 
Dept.  "Dave  came  in— just  this  amazing 
guy,"  recalls  Richard  Smallwood,  then  a 


Treatments  are 
based  largely 
on  rules  and 
traditions, 
not  scientific 
evidence 


Stanford  professor.  "He  had  decided  he  wanted  to  spend  the  r  I 
of  his  life  bringing  logic  and  rationality  to  the  medical  system,! ,  ft 
said  he  didn't  have  the  math.  I  said:  Why  not  just  take  it?'  Soi  ^ 
went  out  and  aced  all  those  math  courses." 

To  augment  his  wife's  earnings  while  getting  his  PhD,  Ed  if 
landed  a  job  at  Xerox  Corp.'s  legendary  Pl|  ^ 
Alto  Research  Center.  "They  hired  we<  | 
people,"  he  says.  "Here  was  a  heart  surge  i  $, 
doing  math.  That  was  weird  enough." 


Eddy  used  his  newfound  math  skulsi 
model  cancer  screening.  His  Stanford  P1 
thesis  made  front-page  news  in  1980 
overturning  the  guidelines  of  the  time 
showed  that  annual  chest  X-rays  and  ye* 
Pap  smears  for  women  at  low  risk  of  cerv 
cancer  were  a  waste  of  resources,  and  it  v 
the  most  prestigious  award  in  the  field  of  | 
erations  research,  the  Frederick  W.  Land 
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prize.  Based  on  his  results,  the  Ameri- 
.  Cancer  Society  changed  its  guide- 
:s.  "He's  smart  as  hell,  with  a  towering 
rity  of  thought,"  says  Stanford  health 
nomist  Allan  Enthoven. 
3r.  William  H.  Herman,  director  of  the 
:higan  Diabetes  Research  &  Training 
iter,  has  a  competing  computer  model 
t  clashes  with  Eddy's.  Nonetheless,  he 
s,  "Dr.  Eddy  is  one  of  my  heroes.  He's 
t  of  the  father  of  health  economics— 
L  he  might  be  right." 
Appointed  a  full  professor  at  Stanford, 
n  recruited  as  chairman  of  the  Center 
Health  Policy  Research  &  Education 
Duke  University,  Eddy  proved  again 
I  again  that  the  emperor  had  no 
lies.  In  one  study,  he  ferreted  out 
ades  of  research  evaluating  treatment 
ligh  pressure  in  the  eyeball,  a  condi- 
1  that  can  lead  to  glaucoma  and 
idness.  He  found  about  a  dozen  stud- 
that  looked  at  outcomes  with  pres- 
e-lowering  medications  used  on  millions  of  people.  The 
dies  actually  suggested  that  the  100-year-old  treatment  was 
mful,  causing  more  cases  of  blindness,  not  fewer, 
iddy  submitted  a  paper  to  the  Journal  of  the  American  Med- 
\Assn.  (jama),  whose  editors  sent  it  out  to  specialists  for  re- 
v.  "It  was  amazing,"  Eddy  recalls.  "The  tom-toms  sounded 
3ng  all  the  ophthalmologists,"  who  marshaled  a  counter- 
Ick.  "I  felt  like  Salman  Rushdie."  Stanford  ophthalmologist 
dev  Singh  says:  "Dr.  Eddy  challenged  the  community  to 
ve  that  we  actually  had  evidence.  He  did  a  service  by  stimu- 
ng  clinical  trials,"  which  showed  that  the  treatment  does 
v  the  disease  in  a  minority  of  patients. 
»y  1985,  Eddy  was  "burned  out"  by  the  administrative  side 
cademia,  he  says.  Lured  by  a  poster  of  the  Tetons,  he  gave 


Leave  Those  Ears  Alone 

In  the  1950s,  kids  routinely  got 
their  tonsils  taken  out.  Then 
physicians  such  as  Dr.  Jack  L 
Paradise  of  the  University  of 
Pittsburgh  School  of  Medicine 
howed  that  the  procedure  brought  no 
»enefits  to  most  children.  In  a  study 
lublished  last  August,  Paradise  took  on 
mother  common  treatment: 
nplanting  tubes  to  drain  the  fluid  in 
hildren's  ears-thought  to  hamper 
tearing  and  slow  language 
levelopment.  Children  with  fluid  do 
end  to  have  more  speech  problems. 

?ut  Paradise  believes  the  two  conditions  have  a  common  cause:  poor  living  conditions. 
Medicine  is  fraught  with  error  when  people  assume  correlation  is  causality,"  he  says.  So 
•aradise  did  a  study  of  6,000  babies.  By  age  three,  429  had  persistent  fluid  in  their  ears. 
lalf  got  ear  tubes,  the  other  half  didn't-and  there  was  no  difference  in  outcomes  between 
ie  two  groups.  Paradise's  advice  to  parents  of  such  kids:  "Don't  just  do  something.  Sit 
iere."  Many  doctors  still  perform  the  surgery,  however.  "People  are  reluctant  to  believe  our 
esults,"  Paradise  says.  Why?  "You  get  paid  for  operating  and  not  paid  for  not  operating." 


Curing  Without  Cutting 

C! 



SPINAL  SURGERY 


an  you  trust  your  doctor's 

1  recommendation  to  have 

surgery  for  an  aching 

r  back?  Make  sure  you  have 

all  the  facts.  Evidence  says 
surgery  does  not  fix  the  problem  over 
the  long  term  any  better  than  time, 
physical  therapy,  and  exercise.  Indeed, 
says  University  of  North  Carolina's  Dr. 
Nortin  M.  Hadler,  pain  clinics  are  full  of 
people  who  have  had  back  surgery  and 
now  are  worse  off.  Geographic  data 
suggest  that  such  procedures  may  be  a 
fad.  In  people  with  identical  symptoms, 

operations  like  spinal  fusion  are  performed  20  times  as  often  in  some  parts  of  the  U.S.  as  in 
others.  "Spinal  fusion  is  the  most  variable  condition  in  all  of  medicine,"  says  Dr.  James  N. 
Weinstein,  editor  of  Spine  magazine  and  chair  of  orthopedic  surgery  at  Dartmouth. 


EAR  TUBE! 

T/        ^WK 

300,000, 
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$2,000- 
$4,000  \ 
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Data: 

Otolaryngology 

up  his  prestigious  post.  He  moved  to  Jackson,  Wyo.,  so  he  could 
climb  in  his  spare  time.  He  and  a  friend  even  made  a  first  ascent 
of  a  new  route  on  the  Grand  Teton,  now  named  after  them. 
Meanwhile,  he  carved  out  a  niche  showing  doctors  at  specialty 
society  meetings  that  their  cherished  beliefs  were  dubious.  "At 
each  meeting  I  would  do  the  same  exercise,"  he  says.  He  would 
ask  doctors  to  think  of  a  typical  patient  and  typical  treatment, 
then  write  down  the  results  of  that  treatment.  For  urologists,  for 
instance,  what  were  the  chances  that  a  man  with  an  enlarged 
prostate  could  urinate  normally  after  having  corrective  surgery? 
Eddy  then  asked  the  society's  president  to  read  the  predictions. 
The  results  were  startling.  The  predictions  of  success  invari- 
ably ranged  from  0%  to  100%,  with  no  clear  pattern.  "All  the 
doctors  were  trying  to  estimate  the  same  thing— and  they  all 
gave  different  numbers,"  he  says.  "I've 
spent  25  years  proving  that  what  we  lov- 
ingly call  clinical  judgment  is  woefully 
outmatched  by  the  complexities  of  medi- 
cine." Think  about  the  implications  for 
helping  patients  make  decisions,  Eddy 
adds.  "Go  to  one  doctor,  and  get  one  an- 
swer. Go  to  another,  and  get  a  different 
one."  Or  think  about  expert  testimony. 
"You  don't  have  to  hire  an  expert  to  lie. 
You  can  just  find  one  who  truly  believes 
the  number  you  want." 

More  important,  the  lack  of  evidence 
creates  a  costly  clash.  Americans  and 
their  doctors  want  access  to  any  new 
treatment,  and  many  doctors  fervently 
believe  such  care  is  warranted.  On  the 
other  hand,  those  beliefs  can  be  flat 
wrong.  As  a  consultant  on  Blue  Cross's 
insurance  coverage  decisions,  Eddy 
testified  on  the  insurer's  behalf  in  high- 
profile  court  cases,  such  as  bone  mar- 
row transplants  for  breast  cancer. 
Women  and  doctors  demanded  the 
treatment,  even  though  there  was  no 
evidence  it  saved  lives.  Insurers  who  re- 
fused coverage  usually  lost  in  court.  "I 
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Go  to  one 
doctor,  and 
get  one  answer.  Go 
to  another,  and  get 
a  different  one." 

-DR.  DAVID  EDDY,  HEART  SURGEON 
AND  HEALTH-CARE  ECONOMIST 


was  the  bad  guy,"  Eddy  recalls. 
When  clinical  trials  were  actual- 
ly done,  they  showed  that  the 
treatment,  costing  from 
$50,000  to  $150,000,  didn't 
work.  The  doctors  who  pushed 
the  painful,  risky  procedure  on 
women  "owe  this  country  an 
apology,"  Eddy  says. 

Is  medicine  doing  any  better 
today?  In  recognizing  the  prob- 
lem, yes.  But  in  solving  it,  unfor- 
tunately, no.  Take  prostate  cancer. 
Doctors  now  routinely  test  for 
levels  of  prostate-specific  antigen 
(PSA)  to  try  to  diagnose  the  dis- 
ease. But  there's  no  evidence  that 
using  the  test  improves  survival. 
Some  experts  believe  that  as 
many  cancers  would  be  detected 
through  random  biopsies.  Then, 
once  cancer  is  spotted,  there's  no 
way  to  know  who  needs  treat- 
ment and  who  doesn't.  Plus,  there 
is  a  plethora  of  treatment  choices— four  kinds  of  surgery,  var- 
ious types  of  implantable  radioactive  seeds,  and  competing 
external  radiation  regimens,  notes  Dr.  Eric  Klein,  head  of  uro- 
logic  oncology  at  the  Cleveland  Clinic.  "How  is  a  poor  patient 
supposed  to  decide  among  those?"  he  asks.  Most  of  the  time, 
patients  don't  even  know  the  options. 


Vested  Interests 


"BECAUSE  THERE  ARE  NO  definitive  answers,  you  are  at  the 
whim  of  where  you  are  and  who  you  talk  to,"  says  Dr.  Gary  M. 
Kirsh  at  the  Urology  Group  in  Cincinnati.  Kirsh  does  many 
brachytherapies— implanting  radioactive  seeds.  But  "if  you 
drive  one  and  a  half  hours  down  the  road  to  Indianapolis,  there 
is  almost  no  brachytherapy,"  he  says.  Head  to  Loma  Linda, 
Calif,  where  the  first  proton-beam  therapy  machine  was  in- 
stalled, in  1990,  and  the  rates  of  proton-beam  treatment  are  far 
higher  than  in  most  other  parts  of  the  country.  Go  to  a  surgeon, 
and  he'll  probably  recommend  surgery.  Go  to  a  radiologist,  and 
the  chances  are  high  of  getting  radiation  instead.  "Doctors  of- 
ten assume  that  they  know  what  a  patient  wants,  leading  them 
to  recommend  the  treatment  they  know  best,"  says  Dr.  David  E. 


Wennberg,  president  of  Health  Dialog  Analytic  SolutionfE 
More  troubling,  many  doctors  hold  not  just  a  professional  i  (tie 
terest  in  which  treatment  to  offer,  but  a  financial  one  as  we*  yt 
"There  is  no  question  that  the  economic  interests  of  the  phyjpg 
cian  enter  into  the  decision,"  says  Kirsh.  The  bottom  line:  TI  tfc 
conventional  wisdom  in  prostate  cancer— that  surgery  is  tt  lid 
gold  standard  and  the  best  chance  for  a  cure— is  unsustainahk  s  t 
Strangely  enough,  however,  the  choice  may  not  matter  veu< 
much.  "There  really  isn't  good  evidence  to  suggest  that  oonti 
treatment  is  better  than  another,"  says  Klein.  i  cth 

Compared  with  the  skepticism  Eddy  faced  in  the  199< 
many  physicians  now  concur  that  traditional  treatments  for  rl  is! 
rious  illnesses  often  aren't  best.  Yet  this  message  can  be  hard  i<  Ait 
Americans  to  believe.  "When  there  is  more  than  one  mediti  om 
option,  people  mistakenly  think  that  the  more  aggressive  pn  iteh 
cedure  is  the  best,"  says  Annette  M.  Cormier  O'Connor,  sennitlr 
scientist  in  clinical  epidemiology  at  the  Ottawa  Health  Reseaiijlit 
Institute.  The  message  flies  in  the  face  of  America's  infatuatitife 
with  the  latest  advances.  "As  a  nation,  we  always  want  the  ben  iom 
the  most  recent  technology,"  explains  Dr.  Joe  Thompson,  heai  plai 
adviser  to  Arkansas  Governor  Mike  Huckabee.  "We  speno  to 
huge  amount  developing  it,  and  we  get  a  big  increase  in  sv  stud 
ply."  New  radiation  machines  for  cancer  or  operating  rooms  si  uts 


it  surgery  are  profit  centers  for  hospitals,  for  instance.  Once 
spital  installs  a  shiny  new  catheter  lab,  it  has  a  powerful  in- 
tive  to  refer  more  patients  for  the  procedure.  It's  a  classic 
j  of  increased  supply  driving  demand,  instead  of  the  other 

around.  "Combine  that  with  Americans'  demand  to  be 
ted  immediately,  and  it  is  a  cauldron  for  overuse  and  inap- 
Driate  use,"  says  Thompson. 

he  consequences  for  the  U.S.  are  disturbing.  This  nation 
ids  2/2  times  as  much  as  any  other  country  per  person  on 
lth  care.  Yet  middle-aged  Americans  are  in  far  worse  health 
1  their  British  counterparts,  who 
id  less  than  half  as  much  and  prac- 
less  intensive  medicine,  according  to 
w  study.  "The  investment  in  health 

in  the  U.S.  is  just  not  paying  off," 
les  Gerard  Anderson,  director  of  the 
ter  for  Hospital  Finance  &  Manage- 
it  at  Johns  Hopkins'  Bloomberg 
doI  of  Public  Health.  Speaking  not 
retribution,  the  head  of  health  care  at 

of  America's  largest  corporations 
;  it  more  blundy:  "There  is  a  massive 
>unt  of  spending  on  things  that  real- 
m't  help  patients,  and  even  put  them 
reater  risk.  Everyone  that's  informed 
Jie  topic  knows  it,  but  it  is  such  a 
y  thing  to  discuss  that  people  are  not 
^ng  to  talk  about  it  openly." 
f  course,  there  are  plenty  of  areas  of 
licine,  from  antibiotics  and  vac- 
s  to  early  detection  of  certain  tu- 
s,  where  the  benefits  are  huge  and 
'ntrovertible  (page  79).  But  if  these 

tive  treatments  are  black  and 
te,  much  of  the  rest  of  medicine  is  a 

shade  of  gray.  "A  lot  of  things  we 
ilutely  believe  at  the  moment  based 
lour  intuition  are  ultimately  ab- 
|tely  wrong,"  says  Dr.  Paul  Wallace,  of  the  Care  Manage- 

t  Institute. 

he  best  way  to  go  from  intuition  to  evidence  is  the  ran- 

ized  clinical  trial.  Patients  with  a  particular  condition  are 

lomly  assigned  to  competing  treatments  or,  if  appropriate, 

placebo.  By  monitoring  the  patients  for  months  or  years, 

ors  learn  the  relative  risks  and  benefits  of  the  treatment  be- 

studied. 

ut  such  trials  take  years  and  cost  many  millions  of  dollars. 


By  the  time  the  results  come  in,  science  and  medicine  may  have 
moved  on,  making  the  findings  less  relevant.  Moreover,  patients 
in  a  clinical  trial  usually  aren't  representative  of  real  people, 
who  tend  to  have  complex  combinations  of  diseases  and  med- 
ical problems.  And  patients  often  don't  stick  with  the  program. 
Such  difficulties  are  highlighted  by  an  eight-year  study  of 
low-fat  diets  that  cost  upward  of  $400  million.  Most  subjects 
failed  to  stick  to  the  low-fat  regimen,  making  it  tough  to  draw 
conclusions.  In  addition,  the  study  failed  to  take  stock  of  dif- 
ferent kinds  of  fats,  some  of  which  are  now  known  to  have  ben- 


Bypass  that  Operation? 

Each  year  doctors  perform 
400,000  bypass  surgeries 
and  1  million  angioplasties, 
where  mesh  tubes  are 
placed  in  diseased  arteries 
to  hold  them  open.  While  most  people 
believe  that  such  surgery  is  life-saving, 
the  available  data  say  otherwise. 
Except  for  about  3%  of  people  with 
severe  heart  disease,  treatment  with 
drugs  alone  works  just  as  well  to  extend 
life  and  prevent  heart  attacks  as 
surgery  does.  "Cardiologists  like  to 
open  up  arteries,"  says  Dr.  David  D. 

Waters,  chief  of  cardiology  at  San  Francisco  General  Hospital.  "But  there  is  no  evidence  that 
opening  up  chronically  narrowed  arteries  reduces  the  risk  of  heart  attack."  Harvard  Medical 
School's  Dr.  Roger  J.  Laham  figures  that  at  least  400,000  angioplasties  a  year  are 
unnecessary.  "I'm  sure  we  are  way  overtreating  our  patients,"  he  says.  Surgery  carries  big 
risks,  such  as  mental  declines  after  bypass  operations.  The  overuse  is  exacting  a  big  toll  on 
individual  patients  and  the  health-care  system,  argue  such  experts  as  Dr.  Nortin  M.  Hadler, 
professor  of  medicine  at  the  University  of  North  Carolina  at  Chapel  Hill. 


eficial  effects.  Many  trials  fall  into  similar  traps.  So  it's  no  sur- 
prise that  up  to  one-third  of  clinical  studies  lead  to  conclusions 
that  are  later  overturned,  according  to  a  recent  paper  in  jama. 

Even  when  common  treatments  are  proved  to  be  dubious, 
physicians  don't  rush  to  change  their  practice.  They  may  still 
firmly  believe  in  the  treatment— or  in  the  dollars  it  brings  in. 
And  doctors  whose  oxen  get  gored  sometimes  fight  back.  In 
1993,  the  federal  government's  Agency  for  Health  Care  Policy  & 
Research  convened  a  panel  to  develop  guidelines  for  back  sur- 
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A  Lumpectomy  May  Do  It 

For  Jeanine  Whitney,  the 
diagnosis  of  breast  cancer 
last  June  was  bad  enough. 
But  when  her  doctor  told  her 
that  her  best  chance  was  an 
immediate  mastectomy,  "I  cried  for  24 
hours.  I  felt  that  part  of  my  womanhood 
would  have  been  taken,"  says  Whitney, 
who  works  at  an  air  conditioner  factory 
in  Rushville,  Ind.  Her  employer, 
American  Standard  Cos.,  had  a 
program  to  provide  workers  with 
unbiased  information  about  the  risks 
and  benefits  of  potential  treatments. 

Thanks  to  the  program,  Whitney  learned  that  there  was  no  evidence  that  a  mastectomy 
would  have  a  better  outcome  than  a  lumpectomy,  provided  the  tissue  around  the  lump  was 
clear  of  cancer.  Twenty  years  after  treatment,  the  outcomes  were  the  same,  according  to 
studies.  "It  was  a  total  surprise,"  she  recalls.  She  requested  a  lumpectomy,  which  was 
carried  out  in  July,  followed  by  seven  weeks  of  radiation  and  six  of  recovery.  Now,  Whitney  is 
grateful  that  she  was  able  to  get  the  information  she  needed  to  buck  her  doctor's 
recommendation.  If  Whitney  had  had  to  make  a  decision  without  that,  she  says  she  would 
have  "ended  up  in  the  psychiatric  ward." 


while  other  patients  simply  receive  th  iL 
doctors'  instructions,  a  key  differerL 
emerges.  The  well-informed  patients  <  0o 
for  more  invasive,  aggressive  approacl  $ 
23%  less  often,  on  average,  than  the  o  \f 
er  group.  In  some  cases,  the  drop  $ 
much  bigger— 50%  to  60%.  "Patie:  m 
typically  don't  understand  that  they  hi  g 
options,  and  even  if  they  do,  they  of  $ 
wildly  exaggerate  the  benefits  of  surg'  $ 
and  wildly  minimize  the  chances  • 
harm,"  says  Ottawa's  O'Connor,  a  lea<   [( 


in  this  field  of  so-called  decision  aids. 


I':- 


gery.  Fearing  that  the  recommendations  would  cast  doubt  on 
what  the  doctors  were  doing,  a  prominent  back  surgeon 
protested  to  Congress,  and  lawmakers  slashed  funding  for  the 
agency.  "Congress  forced  out  the  research,"  says  Floyd  J.  Fowler 
Jr.,  president  of  the  Foundation  for  Informed  Medical  Decision 
Making.  "It  was  a  national  tragedy,"  he  says— and  not  an  iso- 
lated incident.  The  agency's  budget  is  often  targeted  "by  special 
interest  groups  who  had  their  specialty  threatened,"  says 
Arkansas'  Dr.  Thompson. 

With  proof  about  medical  outcomes  lacking,  one  possible  so- 
lution is  educating  patients  about  the  uncertainties.  "The  pop- 
ular version  of  evidence-based  medicine  is  about  proving 
things,"  says  Kaiser's  Wallace,  "but  it  is  really  about  trans- 
parency—being clear  about  what  we  know  and  don't  know." 
The  Foundation  for  Informed  Medical  Decision  Making  pro- 
duces booklets,  videotapes,  and  other  material  to  put  the  full 
picture  in  the  hands  of  patients.  Health  Dialog  markets  the  in- 
formation to  providers  and  companies,  addressing  back  pain, 
breast  cancer,  uterine  fibroids  and  bleeding,  coronary  heart  dis- 
ease, depression,  osteoarthritis,  and  other  conditions. 

In  studies  where  one  group  of  patients  hears  the  full  story 


Eddy's  computer  simulation  ayflj 
help  more  patients  attain  appropri 
care.  His  approach  is  to  create  a  SimC: 
like  world  in  silicon,  where  virtual  doct 
conduct  trials  of  virtual  patients  and 
ure  out  what  treatments  work.  After  £ 
ting  funding  from  Kaiser  Permanent* 
1991,  Eddy  hired  a  particle  physicist,  1 
Schlessinger,  who  knew  how  to  w 
equations  describing  the  complex  im 
actions  in  biology.  The  pair  selected  c . 
betes  as  a  test  case.  In  their  virtual  wo 
each  simulated  person  has  a  heart,  lii 
kidneys,  blood,  and  other  organs.  Af 
real  people,  cells  in  the  pancreas  make 
sulin,  which  regulates  the  uptake  of  glucose  in  other  cells.  An< 
in  the  real  disease,  key  cells  can  fail  to  respond  to  the  insui 
causing  high  blood-sugar  levels  and  a  cascade  of  biological  i 
fects.  The  virtual  patients  come  down  with  high  blood  press* 
heart  disease,  and  poor  circulation,  which  can  lead  to  foot  ul< 
and  amputations,  blindness,  and  other  ills.  The  model  also 
sesses  the  costs  of  treating  the  complications. 

Eddy  dubbed  the  model  Archimedes  and  tested  it  by  a 
paring  it  with  two  dozen  real  trials.  One  clinical  study  C( 
pared  cholesterol-lowering  statin  drugs  to  a  placebo  in  dial 
ics.  After  4'A  years,  the  drugs  reduced  heart  attacks  by  35%.  i 
exact  same  thing  happened  in  Eddy's  simulated  patients. "' 
Archimedes  model  is  just  fabulous  in  the  validation  studi 
says  the  University  of  Michigan's  Herman. 


Dubious  Medicine 

For  a  closer  look  at  some  of  health  care's  hidden  contradictions, 
visit  our  Web  site.  The  features  include: 

More  treatment  may  be  less  Hospitals  that  provide  the  most 
care  don't  necessarily  cure  more  patients.  And  doctors' 
opinions  may  be  swayed  by  financial  considerations. 
Planning  on  surgery?  Take  this  quiz  Americans  have 
more  operations  than  anyone  else.  Are  we  any  better  off? 
A  podcast  that  could  spare  you  some  pain  Executive  Editor 
John  A.  Byrne  interviews  Senior  Correspondent  John  Carey. 
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Standard  of  Care 

THE  TEAM  THEN  PUT  Archimedes  to  work  on  a  tough, 
problem:  how  best  to  treat  diabetes  in  people  who  have  a 
tional  aliments.  "One  thing  not  yet  adequately  embraced  bj 
idence-based  medicine  is  what  to  do  for  someone  with 
betes,  hypertension,  heart  disease,  and  depression,"  expl 
Kaiser's  Wallace.  Doctors  now  typically  try  to  treat  the  r 
pressing  problems.  "But  we  fail  to  pick  the  right  ones  cor 
tently,  so  we  have  misdirected  utilization  and  a  great  dei 
waste,"  he  says.  Kaiser  Permanente's  Dr.  Jim  Dudl  h£ 
counterintuitive  suggestion.  With  diabetics,  doctors  assi 
that  keeping  blood  sugar  levels  low  and  consistent  is  the 
way  to  ward  off  problems  such  as  heart  disease.  But  Dudl  v 
dered  what  would  happen  if  he  flipped  it  around,  aiming  a 
ment  at  the  downstream  problems.  The  idea  is  to  give  pati 
a  trio  of  generic  medicines:  aspirin,  a  cholesterol-lowe 
statin,  and  drugs  called  ACE  inhibitors. 

Using  Archimedes  and  thousands  of  virtual  patients,  I 
and  Schlessinger  compared  the  traditional  approach  witi 
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rug  combination.  The  model  took  about  a  half-hour  to  simu- 
te  a  30-year  trial,  and  showed  that  the  three-drug  combina- 
an  was  "cost-  and  life-saving,"  says  Kaiser's  Wallace.  The  ben- 
'its  far  surpassed  "what  can  be  achieved  with  aggressive 
ucose  control."  Kaiser  Permanente  docs  switched  their  stan- 
ird  of  care  for  diabetes,  adding  these  drugs  to  other  interven- 
es. It  is  too  early  to  declare  a  victory,  but  the  experience  with 
itients  seems  to  be  mimicking  Eddy's  computer  model.  "It 
jes  against  our  mental  picture  of  the  disease,"  says  Wallace. 
ut  it  also  makes  sense,  he  adds.  "Cardiovascular  disease  is  the 
orst  complication  of  diabetes— and  what  people  die  of." 
:  Eddy  readily  concedes  that  this  example  is  a  small  begin- 
ing.  In  its  current  state  of  development,  Archimedes  is  like 
he  Wright  brothers'  plane.  We're  off  the  sand  and  frying  to 


Raleigh."  But  it  won't  be  long,  he  says,  "before  we're  offering 
transcontinental  flights,  with  movies." 

The  modeling  approach  allows  each  of  us,  in  essence,  to  have 
an  imaginary  twin.  We  can  use  our  twin  to  predict  what  our 
lives  and  state  of  health  are  likely  to  be  with  different  lifestyles 
and  approaches  to  care.  Companies  could  create  virtual  clones 
of  each  employee,  predicting  what  will  occur  with  current  care 
or  with  added  prevention  or  treatment  programs.  "They  can  see 
what  happens  to  such  things  as  the  complications  suffered  by 
diabetics,  the  lost  time  from  work,  the  amount  of  angina  or  the 
rate  of  heart  attacks,  the  number  of  deaths,  and  the  cost  of  new 
employees  if  one  dies,"  Eddy  explains.  "Our  mission  is  that  in 
10  years,  no  one  will  make  an  important  decision  in  health  care 
without  first  asking:  What  does  Archimedes  say?'"  ■ 


Medicine's 
Industrial  Revolution 


BY  HOWARD  GLECKMAN 

Sometimes  medicine  performs 
just  as  it  should.  Vaccines  have 
banished  smallpox.  Surgery  can 
cure  early-stage  colon  cancer. 
But  the  disturbing  truth  is 
treatments  that  are  proven  to  work  reach 
only  about  half  of  the  Americans  who  need 
them,  according  to  a  series  of  studies  by 
RAND  Corp.  And  in  hospitals,  simple 
measures  that  protect  patients'  lives  are 
often  hard  to  implement. 

Hygiene  is  a  good  example.  For  150  years 
we  have  known  that  doctors  with  unwashed 
hands  pass  infections  from  patient  to 
patient.  The  Centers  for  Disease  Control  & 
Prevention  figures  that  80%  of  hospital- 
acquired  infections  are  transmitted  this  way, 
costing  billions  of  dollars  annually  to  treat 
and  killing  thousands  of  people. 

With  this  in  mind,  the  University  of 
Pittsburgh  Medical  Center's  Presbyterian 
Hospital  installed  alcohol-wash  dispensers 
in  every  room  and  allowed  nurses  to  ban 
doctors  who  don't  wash  up  from  entering 
patients'  rooms.  Yet  more  than  one-quarter 
of  UPMC's  doctors  still  haven't  gotten  the 
message,  says  Chief  Medical  Officer  Loren 
H.  Roth.  Things  have  improved  in  recent 
years,  "but  a  lot  of  physicians  and  residents 
are  still  not  complying,"  he  says. 

One  major  cause  for  such  huge  gaps  in 
care  is  that  financial  incentives  can  be 
skewed.  Insurance  companies,  which  have 
learned  that  high  infection  rates  cost  them 
money,  are  beginning  to  provide  bonuses  to 
encourage  hospitals  to  make  big 
improvements.  Highmark  Inc.,  which 
operates  the  Blue  Cross/Blue  Shield  plans 


in  Pittsburgh,  will  give  UPMC  $10  million  this 
year  for  lowering  infections. 

But  doctors  don't  have  the  same 
incentives.  They  are  usually  not  hospital 
employees  and  are  paid  based  on  the 
number  of  patients  they  see  and  procedures 
they  do.  Repeatedly  stopping  to  wash  up 
may  slow  them  down  and  cost  them  money. 
That  has  hospitals  such  as  UPMC  as  well  as 


private  insurance  companies  and  Medicare 
scrambling  for  new  ideas.  "How  do  we  align 
incentives  so  we  pay  more  for  prevention 
than  for  solving  the  disaster  after  it 
happens?"  asks  Donald  R.  Fischer,  chief 
medical  officer  at  Highmark. 

UPMC's  Roth  says  that  improving  the 
quality  of  care  may  also  mean  challenging  a 
bedrock  belief:  that  each  patient  is  unique 
and  that  doctors  must  bring  individualized 
judgment  to  each  case.  This  view  "has  a  kind 
of  appeal  to  it  for  both  the  profession  and 
patients,"  says  Roth,  "but  it  is  not  so."  Most 
illnesses  and  injuries  can  best  be  treated  by 


standardizing  care,  he  argues.  The  goal  is  to 
"industrialize  every  process  we  can." 

This  idea  horrifies  some  doctors,  but 
businesses  and  insurance  companies,  who 
pay  many  of  the  bills,  are  cheering  Roth  on. 
"We  know  if  you  take  beta  blockers,  you  are 
much  less  likely  to  have  a  heart  attack," 
explains  Helen  Darling,  president  of  the 
Washington-based  National  Business  Group 
on  Health,  which  represents  major 
employers.  "We  can  reward  you  for  meeting 
those  standards." 

Independence  Blue  Cross  has  gone  a 
step  further.  It  gives  physicians  lists  of 
members  with  chronic  conditions  such  as 
diabetes  and  asthma.  The  list  includes  the 
recommended  treatments  and  tells  who  has 
received  them.  "Then  when  a  patient  shows 
up,  the  missing  services  can  be 
provided,"  explains  Dr.  I.  Steven 
Udvarhelyi,  senior  vice-president  at 
the  insurer.  Doctors,  who  were  leery 
at  first,  have  embraced  the  plan. 

Of  course,  you  have  to  get  people 
into  physicians'  offices.  To  do  this, 
several  health  plans  and  companies 
have  teamed  up  with  Health  Dialog 
Analytic  Solutions,  which  identifies 
employees  or  plan  members  with  the 
greatest  needs  and  reaches  out 
through  phone  calls  and  mailings. 
"The  touch  is  very  soft,"  says  Joe 
Checkley,  director  of  global  benefits 
at  American  Standard  Cos.  "It's  saying: 
'Here  are  some  tools  for  you,  and  what  can  I 
do  to  help?'" 

The  early  results  are  good.  At 
Independence  Blue  Cross,  with  about 
2  million  members,  "we  know  that  the 
program  overall  reduces  medical  costs  by 
about  2%,"  says  Udvarhelyi.  "That's  for  the 
entire  population,  not  just  the  people  that 
we  touch.  For  them  the  reduction  is  orders  of 
magnitude  larger."  With  efforts  like  these, 
treatments  that  do  work  are  now  getting  to 
more  of  the  people  who  need  them. 

-With  John  Carey 
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Any  MFP  can  print  colorful  growth  charts. 
How  many  can  actually  help  you  achieve  them? 


INTRODUCING  THE  SHARP  MX-SERIES.  Thanks  to  the  revolutionary 
Open  Systems  Architecture,  these  multifunction  products  seamlessly  integrate  with  your 
networkto  keep  up  with  your  growing  business.  They  also  deliver  outstanding  color  and 
enhahced.  productivity.  No  wonder  Sharp  MFPs  won  the  BLI  award  for  "IT  Friendliness." 
To  start  ydUrown  renaissance  of  color,  visit  sharpusa.com/documents 
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st-effective  ways  to  find: 
A  home  on  a  fairway 
A  private  jet  to  get  there 
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Securing 


a  share  of 


»  Fractional  ownership 
is  a  swankier  option  than 
time-sharing,  but  buyers 
shouldn't  view  it  as  a 
real  estate  investment 
By  Dean  Foust 
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IT  WAS  A  LEAKY  FAUCET  THAT  SOURED 
Ken  and  Nova  Matheson  of  Buffalo  on 
owning  a  vacation  house  from  afar.  The 
leak  persisted  during  a  six-month  absence 
from  their  Whistler,  B.C.,  house,  causing 
the  kitchen  floor  to  cave  in  and  requiring 
t  $60,000  repair.  They  don't  have  such  worries 
low  that  they've  bought  into  the  Rocks  Residence 
3ub,  a  resort  community  at  the  base  of  Pinnacle 
"teak  in  Scottsdale,  Ariz.  For  $195,000  up-front, 
>lus  $14,500  a  year  in  dues,  they  get  use  of  a 
bur-bedroom,  Southwestern-style  home  for  21 


THE ROCKS 

RESIDENCE 

CLUB 

IN  SCOTTSDALE 

OFFERS 

PLAYING 

PRIVILEGES 

AT  EIGHT  GOLF 

COURSES 


days  a  year.  The  arrangement  also  entitles  them  to 
playing  privileges  at  eight  golf  courses,  access  to  a 
private  spa,  concierge  services— and  the  peace  of 
mind  that  the  management  company,  The  Mark- 
ers, takes  responsibility  for  all  upkeep.  "We've 
been  so  pleased,  we're  thinking  about  selling  our 
home  in  Whistler,"  Nova  says. 

Known  as  fractional-ownership  resorts,  private- 
residence  clubs  or  destination  clubs,  such  vacation 
properties  operated  by  the  likes  of  Ritz-Carlton  and 
Exclusive  Resorts  (whose  majority  owner  is  former 
America  Online  CEO  Steve  Case)  are  gaining  fans 
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among  well-to-do  buyers.  Individuals  spent  more 
than  $2  billion  on  these  shared-ownership  com- 
munities in  2005,  a  25  percent  jump  over  2004  and 
four  times  the  amount  spent  in  2003,  according 
to  Ragatz  Associates,  a  Eugene,  Ore.,  real-estate 
research  firm. 

As  might  be  expected,  these  resorts  put  a  pre- 
mium on  service.  At  the  Ritz-  Carlton  Golf  Club  & 
Spa  in  Jupiter,  Fla.,  members  can  keep  their  be- 
longings in  storage.  If  they  call  ahead  before  a  visit, 


Ritz's  concierge  staff  will  hang  their  clothes  in  the 
closets,  arrange  personal  photos  around  the  rooms, 
and  even  stock  the  refrigerator  with  milk  and  other 
staples.  That  pleases  Norm  Agran,  59,  a  franchis- 
ing consultant  from  Warren  Township,  N.J.,  who 
travels  to  the  Jupiter  club  several  times  a  year  with 
his  wife,  Deb,  to  relax  and  play  golf.  "They  have  a 
level  of  customer  service  that  is  unparalleled,"  says 
Agran.  "The  Ritz-Carlton  Golf  Club  is  the  best  golf 
experience  I've  ever  had." 

The  fractional  concept  opens  the  market  to 
buyers  who  covet  a  home  in  a  prime  resort  town 
like  Palm  Springs,  Calif.,  or  Naples,  Fla.,  but  who 
cannot— or  don't  care  to— pay  the  $1.5  million  or 
more  it  costs  to  buy  a  place  outright.  From  the  de- 


THE  RITZ- 
CARLTON  GOLF 
CLUB  &  SPA 
NORM  AND 
DEB AGRAN 
STAY  AT  THIS 
FRACTIONAL 
RESORT  IN 
JUPITER,  FLA., 
SEVERAL 
TIMES  A  YEAR 
(CLUBHOUSE 
SHOWN).  HE'S 
KEEN  ON  THE 
LEVEL  OF 
CUSTOMER 
SERVICE 


velopers'  standpoint,  sell- 
ing partial  shares  brings 
a  new  pool  of  customers 
into  areas  that  might  be 
overbuilt.  "They're  abun- 
dant in  places  like  Florida 
and  Vail  [Colo.],  where  the 
market  has  softened,"  says 
Richard  Coughlan,  formei 
director  of  resort  sales  ati 
Pebble  Beach,  who  now  directs  the  MBA  program 
at  the  University  of  Richmond  in  Virginia. 

When  you  buy  a  share  in  a  vacation  villa,  typi- 
cally you  have  an  up -front  purchase  price  that  can 
run  into  hundreds  of  thousands  of  dollars  ori 
top  of  an  annual  maintenance  and  service  fee  o 
$3,000  to  $17,000  (table).  Then,  there  are  the 
extra  charges  for  golf.  At  places  that  have  specia 
arrangements  with  local  golf  clubs,  you  migh 
have  to  pay  a  cart  or  guest  fee  to  play  a  round.  The 
Ritz-Carlton  requires  a  separate  golf  membership 
You  must  pay  $47,000  in  initiation  fees  to  join  thi 
resort's  private  Jack  Nicklaus-designed  cours6 
plus  $3,100  in  annual  dues. 

You  might  also  face  unexpected  "cash  calls"  ti 
cover  capital  improvements,  such  as  new  furnituri 
or  a  new  roof.  "You  either  pay  it,  or  they  could  [pu 
a  lien  on]  your  interest  and  sue  you,"  says  Boo 
Raton  (Fla.),  lawyer  Dennis  Hillier.  To  see  whethe 
the  sponsor  is  keeping  enough  cash  in  a  rainy- dai 

»There's  little  hard  data 
to  show  whether  f ractionals  are: 
a  good  deal,  particularly  given 
the  hefty  fees  that  get  tacked  orr 

fund,  ask  for  a  financial  statement.  Some  state 
such  as  North  Carolina,  have  laws  requiring  tb 
operators  of  time  shares  and  residence  clubs 
provide  members  with  a  budget  upon  request. 

Real-estate  experts  caution  that  people  thinkii 
of  fractional  ownership  in  a  home  should  not  vie 
it  as  an  investment.  Granted,  the  property  cou 
appreciate:  Steve  Dering,  a  principal  in  Utah's  De 
tination  Club  Partners,  says  that  early  buyers  in  tl  j 
company's  Park  City  development  have  doubL 
their  money.  But  there's  little  hard  data  to  she  I 
whether  fractionals  are  a  good  deal,  particulai 
given  the  hefty  fees  that  get  tacked  on.  "The  res* 


How  can  you  protect  your  network 
and  your  peace  of  mind? 

(We've  got  the  answer.) 

Confidence.  When  it  comes  to  security  information  or  anything  else  in  technology,  CDW  delivers  just  that.  That's  why 
we  give  you  a  trained,  dedicated  account  manager,  who  knows  your  technology  set  up  and  the  products  we  carry.  So 
when  you  call  you  get  faster,  more  insightful  answers.  That's  also  why  we  have  industry-certified  technology  experts 
available.  As  well  as  technical  support  anytime  you  need  it.  Add  in  access  to  the  industry's  largest  in-stock  inventories 
and  fast  delivery,  and  you've  got  a  technology  resource  that's  a  little  different.  It's  one  you  can  count  on. 
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price  of  a  fractional  does  not  go  up  at  the  same  rate 
as  a  single  property,"  says  David  Sampson,  a  real 
estate  expert  in  the  Los  Angeles  office  of  the  Baker 
&  Hostetler  law  firm. 

Fractional  ownership  sounds  a  bit  like  time 
sharing,  but  the  properties  are  more  exclusive  and 
often  come  with  the  benefit  of  an  equity  stake.  If 
the  concept  interests  you,  you  have  three  options. 
Residence  clubs  let  you  buy  a  deeded  part  interest 
in  a  specific  resort  home.  A  destination  club  simply 
gives  you  the  right  to  vacation  at  the  various  homes 
and  villas  in  its  portfolio.  Hybrids  such  as  The 
Markers  operate  much  like  a  country  club:  You  buy 
equity  in  the  club,  which  in  turn  gives  you  an  own- 
ership stake  in  Markers'  homes  and  other  assets. 

With  residence  clubs,  you  buy  between  a  one- 
third  and  one-fifteenth  interest  in  a  single-family 
home  or  villa,  a  stake  that  can  be  purchased  out- 
right or  financed  through  a  bank.  The  fractional 
interests  come  with  all  the  benefits  of  a  second 
home,  including  inheritance  rights  and  the  ability 
to  deduct  mortgage  interest  and  property  taxes.  In 
return,  you  get  to  use  the  property  for  a  number 
of  days  or  weeks  each  year  proportional  to  your 
stake:  The  owner  of  a  one-tenth  interest,  for  in- 
stance, gets  access  for  roughly  five  weeks.  Most 
clubs  give  each  part-time  owner  an  equal  turn 


»  Fractional  interests  can  be  inherited, 
and  are  as  deductible  as  a  second  home 


at  highly  sought  weeks  such  as  Christmas  andj 
an  equal  amount  of  time  in  the  offseason.  Some 
operators  let  members  trade  part  of  their  time  foi 
stays  at  homes  in  other  resort  areas,  either  at  no 
extra  charge  or  at  a  discounted  rate.  For  instance 
if  you  purchase  a  share  in  a  home  at  ClubCorp' 
Barton  Creek  golf  resort  in  Austin,  you  can  also  use 
your  allotted  time  in  Hilton  Head  Island  or  at  thr 
Homestead  resort  in  Hot  Springs,  Va.  However,  iff 
often  tough  to  take  advantage  of  these  "exchangi 
rights"  during  peak  season. 

Experts  recommend  that  before  you  buy  a  pan 
interest,  check  with  real-estate  agents  about  sales  o 
comparable  homes  in  the  area.  Most  residence  clu 
charge  a  hefty  markup  on  fractional  sales— selli 
10  percent  interests  in  a  $2  million  home  for,  say, , 
collective  $2.8  million.  That  markup  usually  cover 
the  cost  of  furnishings  and  sales  and  marketing 
expenses,  as  well  as  a  tidy  profit  for  the  develope 
But  Hillier  says  he  has  seen  markups  that  work  ot 
to  as  much  as  twice  what  a  single  buyer  might  haM 
paid  for  a  similar  house  down  the  street. 

Destination  clubs  mimic  attributes  of  resideno 
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clubs,  but  without  direct  real- estate  ownershii 
They  provide  the  right  to  vacation  at  the  vario 
homes  and  condos  the  operators  have  bought  i 
leased.  The  largest  of  the  destination  clubs  is  Excl 
sive  Resorts.  Two  thousand  members  share  acce 
to  300  homes  and  villas  at  40  resorts  worldwk 
Like  the  residence  clubs,  Exclusive  Resorts  charg 
an  up-front  fee— from  $195,000  for  15  days  of  loc 
ing  each  year  to  $395,000  for  45  days— and  annt 
fees  from  $9,500  to  $25,000.  (Members  paying  t 
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A  good  strategy  keeps  you  in  the  game,  whether  it's  golf  or  business.  As  the  world's  largest 
privately  held  software  company,  SAS  partners  with  you  to  deliver  strategic  value  throughout 
your  organization.  We  provide  one  integrated  process  for  analyzing  data  from  every  source,  and 
gaining  the  predictive  power  to  drive  change  at  every  level.  With  more  than  4  million  customers 
at  40,000  locations  around  the  globe,  SAS  offers  the  most  widely  used  and  well-supported 
business  intelligence  and  analytic  software  on  the  market.  Find  out  why  96  of  the  top  100 
companies  on  the  2005  FORTUNE  500®  rely  on  SAS  to  increase  profits,  reduce  costs,  manage 
risk  and  optimize  performance. 

www.sas.com/green 
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higher  amount  get  priority  in  reservations.)  CEO 
Donn  Davis  says  that  Exclusive  Resorts  members 
get  access  to  popular  golf  locales  such  as  Kiawah 
Island,  S.C.;  Los  Cabos,  Mexico;  and  Scottsdale, 
without  exposing  them  to  the  vagaries  of  local  real- 
estate  markets. 

But  beyond  the  glossy  brochures  are  a  host  of 
issues  prospective  buyers  should  consider.  If  a 
member  wants  to  leave,  some  destination  clubs 
refund  only  part  of  the  up-front  initiation  fee;  at 
Exclusive  Resorts,  you  receive  80  percent  of  your 
initial  investment.  Also,  since  you  aren't  buying 
real  estate,  you  don't  hold  legal  claim  to  any  assets, 
so  you  don't  have  the  same  security  an  owner  in  a 
residence  club  does.  Richard  Davis,  a  lawyer  who 
heads  Greenberg  Traurig's  real-estate  practice 
in  Los  Angeles,  says  this  could  be  an  issue  in  the 
event  the  operator  defaults  on  its  loans.  The  banks 
would  have  first  claim  on  the  properties,  leaving 
club  members  without  recourse. 


TWO  MARKERS 
RESIDENCES 
TOP,  A 
COTTAGE 
ATDAUFUSKIE 
ISLAND,  S.C.; 
BOTTOM, 
ENTRADA 
AT  SNOW 
CANYON. 
ST.  GEORGE, 
UTAH 


Whaf  s  more,  Davis  says  destination 
clubs  have  no  obligation  to  maintain 
the  same  roster  of  properties  over  the 
long  term.  "If  they  decide  they're  going 
to  sell  that  place  you  love  and  buy  an- 
other, there's  nothing  you  can  do  about 
it,"  he  notes.  Most  important,  destina- 
tion-club members  aren't  covered  bj 
the  same  consumer-protection  laws 
that  apply  to  buyers  of  time-share  ana 
private-residence  clubs  in  many  states- 
They  require  developers  to  provide  faj 
more  disclosure  on  terms  and  fees' 
and  allow  buyers  the  right  to  rescin< 
their  purchase  up  to  seven  days  afte 
signing  a  contract.  States  such  as  Nev 
York,  are  considering  extending  exist 
ing  rules  to  destination  clubs. 

Fractional  ownership,  when  it  works  right,  give 
you  the  best  of  all  worlds:  a  luxurious  vacatio) 
place  to  call  your  own  without  the  hassles  of  horni 
ownership.  As  Nova  Matheson  learned,  that  mean 
when  you  close  the  door  after  each  visit,  you  leavt 
all  the  troubles  behind.  4 


Join  the  Club 

NAME/LOCATION/ 
WEBSITE 

The  Cottage:;  Pinehurst,  N.C. 
nationalgolfclub.com/thecottages.html 

The  Owners  Club 

Barton  Creek,  Tex.;  theownersclub.com 

The  Residence  Clu'i  at  PGA  West 

La  Quinta,  Calif. 
residenceclubpgawest.com 

The  Ritz-Carlton  Golf  Club  &  Spa 
Jupiter,  Fla.;  ritzcarltonlife.com 


OWNER 

FRACTIONAL 

INTEREST/ 

DAYS  PER  YEAR 

PRICE 

ANNUAL 
DUES 

National 
Golf  Corp. 

l/13th, 
28  days 

$79,000  two  bedrooms, 
$96,000  four  bedrooms 

$3,200, 
$4,200 

ClubCorp 

l/13th, 
28  days 

$125,000 
three  bedrooms 

$5,000 

Destination 

Club 

Partners 

l/9th, 
35  days 

$259,000 
three  bedrooms 

$13,080 

Ritz-Carlton 

l/8th, 
35  days 

$237,000  two  bedrooms, 
$364,000  four  bedrooms 

$15,700, 
$17,400 

Access  to  Barton  Creek's  four  resort  courses 
for  cart  fee  only 

Discounted  green  fees  and  preferred  tee  time: 
at  three  PGA  West  and  two  La  Quinta  resort 
courses 

Members  must  pay  $47,000  plus  $3,100  in 
annual  dues  to  join  private  Nicklaus  course; 
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The  five  years  before  and  five  years  after  you  retire. 
At  Prudential,  we  call  it  the  Retirement  Red  Zone™ 
It's  a  time  when  decisions  about  your  retirement 
assets  matter  more.  And  there's  less  room  for  error. 

Prudential's  free  Retirement  Red  Zone  guide  will 
help  you  start  thinking  about  the  critical  issues 
facing  you  and  your  retirement  savings — and  how 
you  can  make  today's  annuities  an  effective  part 
of  your  Retirement  Red  Zone  strategy. 

Get  a  free  Retirement  Red  Zone5"  brochure  and  learn 
why  it's  such  a  critical  time  for  your  financial  securi 
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estors  should  consider  the  contract  and  the  underlying  portfolios'  investment  objectives,  risks,  charges  and  expert 

I  investing.  This  and  other  important  information  is  contained  in  tlie  prosprauses,  which  can  be  obtained  b\  contactin.  yc 
)l  professional.  Please  read  the  prospectuses  carefully  before  investing. 
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»  Plans  for  sharing  private  jets  aren't 
cheap,  but  carriers  are  offering  more 
options.  By  Amy  Gunderson 


LUSH  LEATHER  SEATS,  CATERED  MEALS 
|  and  a  flight  that  leaves  when  you're  ready.  To 
anyone  familiar  with  commercial  air  travel, 
highlighted  by  crowded  planes  and  cabin 
service  hat  doesn't  even  include  a  bag  of  pea- 
nuts on  some  carriers,  the  perks  of  frying  on  a  private  jet 
are  enviable. 

Private  jet  travel  used  to  be  the  domain  of  corporate 
fliers,  celebrities,  or  other  incarnations  of  the  super-rich. 
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But  these  days  you  don't  have  to  be  a  CEO  to  kiss  se 
32B  goodbye.  Yes,  there  are  pricey  fractional-jet  owne 
ship  programs  that  allow  you  to  buy  a  slice  of  a  jet  and ' 
hours  of  frying  time  for  several  hundred  thousand  bud 
but  there  are  also  lower-price  alternatives  such  as  jet  car 
that  offer  as  few  as  20  hours  of  frying  time  and  debit  pr 
grams  that  deduct  frying  costs  from  a  prefunded  accoui 
Then  there  are  brokers  who  sift  through  hundreds  of  smi 
charter  operators  to  land  you  in  a  private  cabin. 
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There  is  no  impossible  shot.  No  matter  what  a  course  throws  at  you,  Golf  Pride'  grips  give  you 
the  control  and  confidence  to  play  your  very  best.  Regrip  every  year.  Visit  us  at  golfpride.com. 
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In  fact,  flying  privately  seems  perfect  for  a  golf 
vacation,  where  some  of  the  best  courses  are  far 
from  major  airports.  For  example,  playing  the 
River  Course  at  Blackwolf  Run  in  Kohler,  Wis.  (No. 
61  on  Golf  Digesfs  list  of  America's  100  Greatest 
Golf  Courses),  means  flying  into  Milwaukee  and 
driving  an  hour.  Instead,  imagine  a  streamlined 
security  process  where  the  pilot  asks  you  for  iden- 
tification before  you  board,  and  upon  arrival  into 
Sheboygan  County  Memorial  Airport,  a  car  service 
whisks  you  off  for  the  10-minute  drive  to  the  first 
tee.  No  wonder  so  many  tour  pros  have  opted  for 
the  convenience  of  private  jets. 


Davis  Love  III,  who  flies  on  a  Cessna  Citation 
X,  an  eight-seat  plane  that  can  cruise  at  590  miles 
per  hour,  says  flying  privately  through  Netjets' 
fractional-ownership  program  not  only  cuts  down 
on  exhaustion  but  ensures  that  he  can  play  in  more 
tournaments,  take  on  golf  course  design  projects 
and  events  for  his  sponsors,  and,  most  important, 
spend  more  time  with  his  family.  "I  can  finish  a 
tournament  on  Sunday,  be  home  that  evening 
ready  to  take  my  son  to  school  the  next  morning 
and  not  have  to  leave  for  the  next  tournament  until 
Tuesday  or  Wednesday  morning,"  Love  says. 

Fractional  and  jet-card  programs  are  enjoying  an 
influx  of  leisure  travelers.  Two  years  ago,  they  made 
up  10  percent  of  customers  with  Avantair,  a  fraction- 
al-aircraft firm  in  Clearwater,  Fla.,  that  sells  shares 
of  turboprop  planes.  Now,  says  CEO  Steven  Santo, 
leisure  fliers  represent  40  percent  As  many  as  80 
percent  of  clients  with  Marquis  Jet,  a  jet-card  provider 
that  offers  25-hour  blocks  of  time  on  Netjets'  fleet  of 
aircraft,  are  leisure  travelers. 


A  CESSNA 
CITATION  X 
DAVIS  LOVE  III 
USES  A 
VERSION 
OF  THIS 
AIRCRAFT  TO 
FLY  TO  AND 
FROM  TOURS 


Splitting  the  cost  of  using  a  jet  card  with  frienc 
can  lower  the  bar  of  entry  even  further.  Althoug 
some  programs  allow  more  than  one  name  on  a 
account,  most  require  that  groups  divvy  up  th 
costs  by  forming  a  formal  legal  partnership,  a  linj- 
ited-liability  company,  to  make  the  purchase. 

There  is  nothing  cut-rate  about  flying  privati 
in  price  or  safety  measures.  The  biggest  fraction!  ij 
and  jet-card  programs  cite  pilot  training  hours,  tbi 
young  age  of  their  aircraft,  in-house  safety  board  I 
and  multiple  safety  ratings  provided  by  aviatio 
consultant  Aviation  Research  Group/U.S.  Inc. 

How  fractional  ownership  works 

On  the  high  end,  fractional-jet  ownership  comp? 
nies,  including  Flexjet,  Flight  Options,  Citatioi 
Shares,  and  the  largest  player  in  the  industn 
Netjets,  provide  slices  of  ownership  on  their  ne" 
work  of  planes  that  secure  you  at  least  50  hours  >> 
flying  time.  The  programs  differ  in  their  costs,  b 
they  generally  work  the  same  way. 

First,  choose  a  plane.  Netjets  has  14  jet  typei 
including  a  Gulfstream  550  capable  of  doing  tran 
Atlantic  trips  and  a  seven-seat  Raytheon  Hawk 
400XP  that  can  handle  up  to  1,687  miles,  makingi 
flight  from  Columbus,  Ohio,  to  any  town  in  Flork 
well  within  its  range.  One-sixteenth  of  a  Hawk 
400XP  goes  for  $406,250  and  gets  the  user 
hours  of  annual  flying  time  for  the  next  five  yea, 
There's  also  a  $6,820  monthly  management  f 
and,  as  you  use  the  plane,  a  $1,554  hourly  flyi 
charge  and  a  federal  excise  tax.  Finally,  when  t 
five-year  commitment  is  up,  you  can  renew  it  or  s 
the  share  back  to  Netjets  at  the  going  rate  for  wl 
will  then  be  a  used  aircraft. 


The  benefits  without  ownership 

Jet  cards  offer  fliers  a  way  to  sample  private  av 
tion  without  assuming  ownership  of  a  plane.  Mi 
card  programs  start  at  25  hours  of  flying  time  (1 
exception  is  CitationShares'  Vector  JetCard,  wh 
has  20  flying  hours  starting  at  $96,000)  and  elii 
nate  some  of  the  fees  associated  with  fractional 
ownership.  Expect  to  pay  a  federal  tax  and  a  jet-f 
charge  of  $500  an  hour  on  some  planes.  At  M 
quis  Jet,  pricing  starts  at  $115,900  for  25  hours  o 
Citation  V  Ultra,  and  in  a  given  year,  says  Ker 
Dichter,  founder  and  CEO  of  Marquis  Jet,  us 
should  expect  to  pay  $10,000  for  fuel. 

Other  incarnations  of  the  jet-card  program  B 
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elude  debit  cards  that  deduct  the  trip's  cost,  rather 
than  hours  flown,  from  an  account.  Sentient  Jet  re- 
quires deposits  of  $100,000  or  $250,000  and  then 
deducts  flight  costs  starting  at  $2,500  an  hour  for  a 
round  trip  on  a  seven-passenger  Beechjet  400  and 
a  $325  hourly  fuel  charge.  Flight  Options'  JetPASS 
Ultimate  Travel  program,  rolled  out  this  spring, 
requires  a  $100,000  deposit  but  adjusts  the  flight 
costs  depending  on  jet  type  and  the  day  and  time 
of  travel. 

Other  alternatives  are  charter  air  cards  or  flights 
from  Skyjet  and  Blue  Star  Jets,  which  use  a  net- 


KISSSEAT 
32B GOODBYE 
IMAGINE 
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YOUR  GOLF 
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A  PRIVATE 
AIRCRAFT 


work  of  charter  operators.  Many  charter-jet  pro 
viders  seek  lower  prices  on  empty  legs,  planes  tha 
would  otherwise  be  flying  empty  because  they'ri 
traveling  to  their  home  base  or  to  another  city  ti 
pick  up  passengers. 

Private  flier,  beware 

Having  access  to  a  private  plane  doesn't  mean  yoi 
can  go  anywhere  in  the  world.  Not  all  programs  ol  | 
fer  international  service  beyond  the  Caribbean  ant 
Mexico.  Even  if  a  program,  such  as  Marquis  Jet 
fers  transatlantic  service  to  Ireland,  for  example,  o: 
a  Gulfstream  jet,  the  cost  is  so  prohibitive  that  trav 
elers  often  opt  to  fly  overseas  commercially  in  firs! 
class  and  then  work  with  Marquis'  European  partne 
if  they  want  to  fly  to  destinations  in  the  continent. 

Though  the  notion  of  private  flying  is  about  east 
luggage— especially  bulky  sets  of  golf  clubs— can  I 
a  problem.  A  plane  that  seats  seven  doesn't  necessa. 
ily  have  room  for  seven  sets  of  clubs  and  seven  suit 
cases.  "People  are  surprised  by  the  capacity.  The) 
is  not  the  underbelly  that  you  have  on  a  big  planet 
says  Steve  Hankin,  Sentienfs  CEO.  "Four  or  fhi 
people  with  clubs  on  a  Hawker  800  won't  work." 

What  works  is  the  way  you  and  your  group  ca 
get  in  and  out  of  smaller  airports.  Though 
market  for  private  flying  can  seem  dizzying  wit 
its  options,  private  aviation  is  poised  to  get  mo: 
crowded.  ■ 
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Private  Plane  Options 


COMPANY 


ENTRY  COST 


OTHER  FEES 


SAMPLE  TRIP 


FRACTIONAL 
OWNERSHIP 


NetJets 


$406,250  for  one- 
sixteenth  of  a  Hawker 
400XP  (50  hours  of  flying 
time  annually  for  five 
years) 


Monthly  management  ($6,820), 
an  hourly  flight  fee,  an  hourly 
fuel  surcharge,  as  well  as 
upgrade  charges  to  fly  on  a 
larger  jet  if  needed 


A  round  trip  from  Washington  to  Shannon1 
Ireland,  on  a  14-seat  Gulfstream  450 
would  cost  $87,750,  which  includes 
upgrading  to  the  larger  jet 


HOURLY  JET  CARD 


Marquis  Jet 


Starts  at  $115,900  for  25 
hours 


Fuel  surcharges,  taxes 


A  round  trip  from  Dallas  to  Sheboygan 
Memorial  Airport  to  play  Blackwolf  Run  ir 
Kohler,  Wis.,  on  a  six-passenger  Hawker 
800XP  is  about  $31,000 


DEBIT  JET  CA^D 


Sentient  Jet 


$100,000 


Hourly  flight  fees  and  fuel 
surcharges  are  deducted  from 
the  account 


A  round  trip  from  Seattle  to  Monterey, 
Calif.,  to  play  Pebble  Beach  Golf  Links,  on 
seven-seat  Citation  Excel  would  cost  abo 
$22,430 


CHARTER  BROKE. 


Skyjet 


None.  Cost  of  flight  varies 
by  size  of  jet,  length  of  trip, 
and  day  the  price  is  quoted 


A  fuel  surcharge,  federal  excise 
tax,  an  overnight  fee,  landing 
fees,  and  per-passenger 
segment  fees 


Round  trip  from  New  York  to  Charleston, 
S.C.,  on  a  six-passenger  Learjet  35,  to  pla 
the  Ocean  Course  at  Kiawah  Island  would 
cost  approximately  $18, 287 
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RETIREMENT 


I  want  to  play  golf. 


Every  day. 


What  do  you  want?  The  Power  of  the  Pyramid9  can  help  get  you  there. 

Your  idea  of  retirement  may  not  look  like  anyone  else's.  And  because  one  size  doesn't  fit  all, 
Transamerica  offers  flexible  insurance,  investment,  and  retirement  strategies  designed  with  one 
thing  in  mind — helping  you  get  what  you  want.  Even  a  lower  handicap. 


Contact  your  financial  professional,  or 

Call  1-800-PYRAMID 
www.transamerica.com 


Transamerica 

1906  *  100  YEARS  *  2006 

The  Power  of  the  Pyramid 


Insurance  products  underwritten  by  Transamerica  Occidental  Life  Insurance  Cornpany,  Cedar  Rapids,  IA,  founded  in  1906,  and: its  affiliates. 

In  New  York,  insurance  products  underwritten  by  Transamerica  Financial  Life  Insurance  Company,  Purchase,  NY.  Not  available  in  all  stales. 

Transamerica  companies  are  members  of  the  AEGON  Group. 
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Official  PGA  TOUR  Event 


See  the  stars  align  from  May  31  through  June  4. 
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www.thememoriakournament.com 


Starting  Wednesday 
5/31  -  tournament 
week  coverage 
Check  your  local 
listings  for 
starting  times 


Thursday  6/1 
3-6:30pm  (EST) 
Friday  6/2 
2:30-6pm  (EST) 


•CBS 

Thursday  6/1 

Highlights 

12:55-l:10am(EST) 

Friday  6/2 

Highlights 

12:55-l:10am(EST) 


Saturda  I 
3-6pm  ! 
Sunday  |  ^ 
2-6pm 
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Stocks 


iVhere's  the  Top? 

re,  stocks  are  high.  And  our  examination  of  them  from  three  angles- 

3  economy,  valuations,  and  technical  analysis— shows  they're  likely  to  stay  aloft 


3nly  30  out  of  thousands  of  stocks  make  up  the 
Dow  Jones  industrial  average,  but  in  the  public's 
mind  it  is  the  stock  market.  So  when  the  Dow  flirts 
with  a  new  high,  people  take  notice.  On  May  10,  the 
index  closed  to  11,643,  a  shade  below  its  all-time 
high  of  11,723,  only  to  give  back  223  points  in  the 
next  four  sessions.  J  As  the  Dow  reaches  for  the 
ghts,  investors  face  that  age-old  conundrum:  Is  the  stock  market 
ing  a  ceiling  or  building  a  new  floor?  Our  analysis  shows  the 
rket  has  sturdy  economic  and  valuation  underpinnings,  but  the 
inicians  who  study  trading  patterns  and  volume  expect  head- 
ids.  In  other  words,  use  pullbacks  as  buying  opportunities. 


A  Growth  Spurt 
That  Won't  Quit 

A  STRONG  RUN  by  the  U.S.  economy  is 
helping  to  push  equities  back  near  record 
levels.  While  some  economists,  including 
Federal  Reserve  Chairman  Ben 
Bernanke,  expect  growth  will  begin  to 
decelerate  over  the  course  of  the  year,  in- 
dicators both  in  the  U.S  and  abroad  re- 
main bullish  for  stocks. 

The  U.S.  economy  is  expected  to  grow 
by  3.4%  this  year,  according  to  Blue  Chip 
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Stocks 


Economic  Indicators,  down  a  touch  from 
the  3.5%  rise  in  2005.  That's  pretty  good, 
given  a  cooling  housing  market  and  sky- 
high  energy  prices.  The  economy  will  keep 
up  its  good  performance  because  key  fun- 
damentals for  solid  growth  are  still  in 
place:  Businesses  are  drawing  on  their 
hoards  of  cash  to  hire  more  workers,  buy 
new  equipment,  and  build  new  plants. 

Equities  stand  to  benefit  from  all  this 
activity,  especially  the  stocks  of  capital- 
goods  makers.  Production  of  business 
equipment  is  growing  at  a  double-digit 
pace,  and  overall  business  investment 
should  post  another  strong  year  (chart). 
Idle  production  capacity  in  the  U.S.  is 
quickly       disap- 
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peanng,  and  ro- 
bust global  eco- 
nomic growth, 
forecast  to  remain 
above  4.6%  this 
year  and  next  by 
the  International 
Monetary  Fund, 
has  sparked  an 
upswing  in  capi- 
tal spending 
across  the  globe. 
Plus,  if  the  dollar 
were  to  fall  from  here,  it  would  mean  all 
U.S.  multinationals  will  see  a  boost  in 
earnings  from  overseas  operations. 

All  that  growth  raises  concerns.  De- 
mand for  oil  and  metals  is  not  easing.  In- 
deed, U.S.  consumption  of  gasoline  has 
exceeded  year-ago  levels  despite  the  price 
surge.  That  will  likely  keep  commodity 
prices  elevated  and  inflation  concerns 
front  and  center.  Tighter  labor  markets 
are  also  producing  faster  wage  growth. 
The  combination  has  the  potential  to  eat 
into  corporate  earnings,  especially  in  a 
more  competitive  global  economy. 

So  far,  U.S.  companies  have  overcome 
higher  costs  by  getting  more  productivity 
out  of  their  workers,  but  that  will  be  hard  to 
sustain  if  hiring  and  wages  follow  current 
trends.  Average  hourly  wages  rose  3.8% 
from  a  year  ago  in  April,  the  fastest  pace 
since  mid-2001.  Companies  that  don't  find 
a  way  to  raise  prices  may  see  margins  slip. 
Recent  inflation  figures  show  that 
businesses  may  be  gaining  some  pricing 
power— one  reason  why  the  Fed  isn't  rul- 
ing out  more  rate  hikes.  Investors  are 
concerned  the  Fed  could  go  too  far  with 
them  and  hurt  economic  prospects.  But 
economists  still  believe  the  central  bank 
will  pause  soon,  if  just  temporarily,  to 
assess  the  effects  of  prior  hikes.  If  and 
when  the  Fed  does  take  a  break,  it  would 
be  yet  another  reason  to  expect  stocks  to 
keep  on  climbing.  -James  Mehring 
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STOCKS  HAVE  RALLIED  this  year,  but  valua- 
tions, especially  for  the  biggest  companies, 
remain  modest.  The  Standard  &  Poor's 
500-stock  index  is  trading  at  a  price-earn- 
ings ratio  of  14.4,  based  on  analysts'  esti- 
mates of  earnings  over  the  next  12  months, 
says  Edward  Yardeni,  chief  investment 
strategist  at  Oak  Associates.  That' s  near  the 
average  of  15  over  the  past  58  years.  Valua- 
tions for  small-cap  stocks,  which  have  out- 
paced blue  chips  for  six  years,  are  slightly 
above  their  historic  averages. 

Higher  stock  prices  are  not  a  given,  but 
the  potential  is  there.  For  starters,  corpo- 
rate earnings  have  a  lot  of  momentum. 
For  2006's  first  quarter,  companies  in  the 
S&P  500  posted  a  profit  gain  of  14%,  even 
in  the  face  of  higher  interest  rates  and  en- 
ergy costs.  That  marked  the  11th  straight 
quarter  of  double-digit  profit  gains,  and  it 
handily  beat  analysts'  expectations.  For 
the  rest  of  the  year,  forecasts  call  for  more 
double-digit  profit  gains  for  big  caps. 

Even  though  interest  rates  have  been 
climbing,  stocks  remain  a  better  buy  than 
bonds.  How  so?  Go  back  to  the  14.4  p-e  on 
stocks.  Then,  take  the  yield  on  the  10-year 
Treasury,  5.14%,  and  divide  that  into  1.  That 
gives  you  19.5,  a  p-e  equivalent  for  bonds. 
The  upshot:  Stocks  are  26%  undervalued 
relative  to  bonds.  Of  course,  a  quick  runup 
in  interest  rates  or  a  collapse  in  corporate 
profits  will  close  that  gap,  too,  but  neither  is 
expected.  "There's  much  more  potential 
upside  to  investing  in  U.S.  equities  than  in 
Treasuries,"  says  David  Dropsey,  research 
analyst  at  Thomson  Financial. 

Should  stocks  dip,  there's  cash  to  sup- 
port   them.    Pri- 


CHEAPER 

THAN  BONDS 


vate-equity  firms, 
which  raised  a 
record  $100  bil- 
lion in  2005, 
stand  ready  to 
scoop  up  bar- 
gains. Many  com- 
panies have  the 
wherewithal  to 
support  their 
stocks,  too.  Divi- 
dend increases  are 
up    and    payouts 

are  expected  to  grow  12%  in  2006,  says 
Standard  &  Poor's.  Some  $90  billion  in 
stock  buybacks  were  completed  in  the  first 
quarter,  about  10%  ahead  of  last  year's 
pace  and  more  than  twice  as  much  as  dur- 
ing the  same  period  in  2004.  During  the 
last  bull  market,  buybacks  were  often 
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done  to  back  stock  options,  not  to  redi 
the  number  of  shares.  Today,  compan 
have  curtailed  option  grants,  thanks 
new  accounting  rules  that  require  the  < 
pensing  of  options.  So  money  spent 
buybacks  is  reducing  the  number  of  o 
standing  shares,  says  Sam  Stovall,  chief 
vestment  strategist  at  S&P.  -Anne  Terge. 


Doubts  from  the 
Number  Crunchers; 

FOR  STOCK  MARKET  technicians,  h< 
many  shares  trade  is  as  important  as 
price  at  which  they  sell.  Jeffrey  Hirsch, 
itor  of  the  Stock  Traders  Almanac,  is  : 
impressed  with  recent  trading  volunij 
which  have  been  more  robust  on  do 
days  than  on  up  days.  When  the  E! 
Jones  industrial  average  rallied  139  poi 
on  May  5,  trading  volume  on  the  J* 
York    Stock    Ex- 
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change  was  1.67 
billion  shares.  But 
when  the  market 
fell  nearly  260 
points  on  May  11 
and  12,  roughly 
1.8  billion  shares 
changed  hands 
each  day.  "That's 
not  overly  bull- 
ish," says  Hirsch, 
who  thinks  the 
Dow  will  fall  at 
least  20%  in  the  coming  months. 

Looking  at  the  number  of  stocks 
vancing  and  declining,  Louise  Yamafl 
Louise  Yamada  Technical  Research  A 
sors,  is  also  cautious.  She  points  to  thf 
day  advance-decline  data  that  show  i 
er  NYSE  stocks  gaining  ground  vs.  tJi 
falling  back,  a  trend  that  has  gone  o 
year.  If  this  continues,  she  says,  it  en 
portend  a  serious  decline. 

Another  concern:  72%  of  the  I 
stocks  are  trading  above  their  ave< 
price  for  the  past  200  days  (chart), 
that  a  plus?  Not  so,  says  David  Ko1 
senior  portfolio  manager  at  Turnei 
vestment  Partners.  He  says  if  s  the  si} 
a  mature  bull  market.  Kovacs  says  he 
more  bullish  if  the  number  were  clos 
40%,  as  it  was  last  October.  The  s 
market  is  up  more  than  10%  since  th 

This  bearishness  is  not  unusual ; 
technicians  focus  on  short-term  it 
ments,  unlike  most  investors.  Loo 
further  ahead,  even  the  bearish  Hirs 
not  all  that  glum:  "We  expect  2007  i 
ing  to  be  a  good  year."      -Lauren  Y 


^e  are  changing  the  skies. 
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s  are  changing...  With  a.  new  shape,  formed  by  the  energy  of  thousands 
I  "a  job  well-done".  From  design  through  to  service  comes  an  approach 
issuringly  fresh  from  beginning  to  end.  A  change  set  to  leave  its  hallmark 
world.  From  Europe's  fastest  growing  airline. ..Turkish  Airlines 

'.com  1+90  212  444  0  849 


TURKISH   AIRLINES 

Your  Magical  Gateway  To  The  World 


Personal  Finance 


Inside  Wall  Street 


BY  GENE  G.  MARCIAL 

THE  AZTAR  RUSH  BOOSTS  THE  VALUE  OF  HARRAH'S  VEGAS  LAND. 
MEDTRONIC  STOCK  IS  DOWN-BUT  PROBABLY  NOT  FOR  LONG. 
THE  MARKET  COULD  BE  HUGE  FOR  CERUS'  BLOOD  TREATMENT. 


WORTHWHILE 
REAL  ESTATE 


.  STOCK  PRICE  (DOLLARS) 


Harrah's  Monopoly  Win 

THE  FOUR-WAY  BIDDING  WAR  for  casino  owner  Aztar 
may  prove  a  bonanza  for  Harrah's  Entertainment 
(HET),  a  top  gambling  outfit  since  it  bought  Caesars 
Entertainment  last  June.  Analysts  say  the  scramble  for  Aztar, 
owner  of  a  34-acre  site  on  the  Las 
Vegas  strip,  reflects  spiraling  land 
values  in  Vegas,  which  they  now  put  at 
$20  million  to  $30  million  an  acre. 
Harrah's  is  not  a  bidder  for  Aztar,  but 
it  has  lots  of  undeveloped  Vegas  real 
estate.  That  property  is  now  worth  $5 
to  $10  per  share,  figures  Joseph  Greff 
of  Bear  Stearns,  who  rates  the  stock 
"outperform."  Apart  from  seven 
properties  on  or  near  the  Strip, 
Harrah's  owns  a  further  440  acres  in 
Vegas,  a  quarter  of  them  undeveloped, 
he  notes.  Harrah's  casinos,  mainly  in  Vegas  and  Atlantic  City, 
have  had  double-digit  revenue  jumps  in  the  past  year,  notes 
Greff.  The  company  owns  or  manages  40  casinos  called 
Harrah's,  Caesars,  and  Horseshoe.  The  Caesars  unit  hit  its 
first-year  "synergy  target"  in  cost  savings  and  revenues  of 
$80  million  ahead  of  schedule.  That  number  is  expected  to 
rise  to  $180  million  in  the  second  year.  So  Greff  lifted  his 
2006  earnings  estimates  from  $3.74  a  share  to  $3.93  and,  for 
2007,  from  $4-35  to  $4.53.  He  expects  the  stock,  now  at 
79.86,  to  hit  94  by  yearend  based  on  a  sum-of-the-parts 
analysis.  George  Smith  III  of  investment  firm  Davenport,  who 
rates  Harrah's  a  "strong  buy,"  forecasts  even  higher  earnings: 
$4.18  for  2006  and  $4.65  for  2007. 
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HARRAH'S 
ENTERTAINMENT 


NOV.  8,  '05  MAY  17.  '06 

Data:  Bloomberg  Financial  Markets 


Will  Medtronic's 
Pulse  Quicken? 


MEDICAL  DEVICE  GIANT  MEDTRONIC  (MDT),  the 
leader  in  defibrillators  and  pacemakers,  has  been  a 
market  laggard.  The  stock  slumped  from  60  in 
January  to  49.19  on  May  17.  But  some  investors  say  it  may 
beat  analyst/  consensus  forecast  of  62<t  a  share  when  it 
reports  earnings  for  its  fiscal  fourth  quarter  on  May  23. 
Among  the  few  bulls:  Investment  firm  Harris  Nesbitfs  Joanne 
Wuensch,  who  continues  to  rate  it  "outperform,"  with  a  12- 
month  target  of  62.  Still,  some  worry  Medtronic  may  deliver 
bad  news.  Not  only  has  growth  slowed  in  the  cardiology 
market,  but  rival  St.  Jude  Medical  also  missed  its  quarterly 
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THE  BEAT 
HAS  SLOWED 


STOCK  PRICE  (DOLLARS) 
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Data:  Bloomberg  Financial  Mart 


sales  forecast.  Wuensch  counters  that 

Medtronic  is  "more  insulated  from  the 

implantable-device  market  sways  than 

its  brethren."  It  generates  27%  of 

revenues  from  them,  vs.  St.  Jude's 

36%.  Wuensch  sees  Medtronic  earning 

$2.09  a  share  on  sales  of  $11.3  billion 

this  year,  and  $2.38  on  $12.6  billion  in 

2007.  David  Sowerby,  portfolio 

manager  at  investment  firm  Loomis 

Sayles,  which  owns  shares,  says  the 

stock  is  "compelling"  near  its  10-year 

low,  especially  as  he  expects  Medtronic  to  gain  market  shar 

and  show  double-digit  earnings  growth  in  2007. 

Cerus:  A  Biotech 
Suffers  Growing  Pains 

BREAKING  UP  CAN  BE  PAINFUL,  as  Cents  (CERS)  four, 
out  when  it  revised  its  ties  with  Baxter  International  in 
February.  Since  then,  Cerus  shares  have  swooned  froni 
to  6.37.  Cerus  got  back  worldwide  marketing  rights  to  its  Int 
cept  Blood  System,  which  treats  platelets,  plasma,  and  red 
blood  cells  from  donated  blood,  making  them  safer  using 
technology  that  inactivates  pathogens. 
It  will  pay  royalties  to  Baxter.  Cerus 
won  approval  to  sell  Intercept  platelets 
in  Europe,  but  they  are  still  in  U.S. 
clinical  trials.  Taymour  Tamaddon  of  T. 
Rowe  Price,  which  owns  4-4%  of  Cerus, 
says  its  stock  is  way  undervalued 
because  Intercept's  huge  potential  in 
various  applications  is  not  reflected  in 
the  price.  "We  aren't  in  the  stock  for 
just  a  30%  gain,"  says  Tamaddon. 
Christopher  Raymond  of  Robert  W 
Baird,  which  did  banking  for  Cerus, 
says  Intercept  platelets,  already  sold  in  small  European 
countries,  are  likely  to  reach  France  and  Germany  in  the  ne 
24  months.  He  doesn't  expect  Cerus  to  make  money  until  2 
when  he  sees  it  earning  3<t  a  share  on  sales  of  $96  million,1 
$27  million  in  2006.  His  12-month  target:  16.  ■ 


Hum iK'.ssWeek  online 


Gene  Marcial's  Inside  Wall  Street  is  postec 
businessweek.com/investor  at  5  p.m.  EST  on  the  magazine's 
publication  day,  usually  Thursdays. 

Note:  Unless  otherwise  noted,  neither  the  sources  cited  in  Inside  Wall  Street  nor  tl 
firms  hold  positions  in  the  stocks  under  discussion.  Similarly,  they  have  no  investr  j 
banking  or  other  financial  relationships  with  them. 
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HEN  THE  INFORMATION  NEVER  STOPS,  NOTHING  CAN  STOP  YOUR  BUSINESS. 


usiness,  keeping  people  and  information  connected  is  critical  to 
ling  customers  satisfied.  And  yet,  at  any  given  moment,  any 
ber  of  events  can  easily  derail  that  connection.  That's  why  you 
I  a  company  like  SunGard  on  your  side.  Our  Information  Availability 
tions  provide  redundant  systems  and  networks  at  over  60  secure 
ities  worldwide  to  make  sure  your  customers,  employees  and 
)liers  stay  connected  24/7.  And  at  the  same  time  keep  your  IT  staff 
implete  control  of  your  data  and  applications.  So  while  you're  busy 
ing  your  business,  we're  busy  making  sure  your  business  is  up  and 
ing.  No  matter  what. 


For  years,  companies  have  trusted  SunGard  to  restore  their  IT  systems 
when  something  went  wrong.  So  it's  not  surprising  that  today- 
companies  are  turning  to  us  to  mitigate  risk  and  make  sure  they 
never  go  down  in  the  first  place.  To  learn  more  about  Information 
Availability  and  how  we  can  save  your  company  on  average  25%*  call 
1-800-468-7483  or  go  to  www.availability.sungardxomAnasteria  and 
get  your  free  copy  of  the  book  "Mastering  Informaticn  Availability." 


SUNGARD 

Availability  Services 


Keeping  People 
and  Information 
Connected™ 

'Potential  savings  based  on  IDC  White  Paper,  Ensuring  Information  Availability'  Aligning  Customer 
Needs  with  an  Optimal  Investment  Strategy. 
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STOCKS 


S&P500 

MAY     NOV.     MAY  MAY  11-17 


1270.3 


COMMENTARY 

It  was  just  a  week  ago  that  the 
Dow  Jones  industrials  were 
hitting  new  highs.  But  the  whiff  of 
inflation,  coupled  with  the  fear  of 
a  vigilant  Fed,  slammed  stocks. 
Tech  shares,  in  particular,  got 
pounded:  The  NASDAQ 
Composite  fell  five  days  straight, 
while  the  Dow  and  S&P  500- 
stock  index  were  only  marginally 
stronger.  There  were  few  safe 
havens  for  investors. 

Data:  Bloomberg  Financial  Markets,  Reuters 


MUTUAL FUNDS 


4-WEEK  TOTAL  RETURN 

WEEK  ENDED  MAY  16 

■SAP  500  fliU.S.  DIVERSIFIED  «9  ALL  EQUITY 


52-WEEK  TOTAL  RETURN 

WEEK  ENDED  MAY  16 

■  S&P  500  BBU.S.  DIVERSIFIED  WALL  EQUITY 


5  10         15         20         25         30 

Data:  Standard  &  Poor's 


U.S.  MARKETS 

S&P 500 

Dow  Jones  Industrials 
NASDAQ  Composite 
S&P  MidCap  400 
S&P  SmallCap  600 
DJ  Wilshire  5000 

SECTORS 

BusinessWeek  50* 
BW  Info  Tech  100" 
S&P/Citigroup  Growth 
S&P/Citigroup  Value 
S&P  Energy 
S&P  Financials 
S&P  REIT 
S&P  Transpor 
S&P  Utilities 
GSTI  Internet 
PSE  Technology 


S&P  REIT 

161.4 

S&P  Transportation 

272.9 

S&P  Utilities 

155.4 

%  CHANGE 
YEAR  TO     LAST  12 


8.2 
8.5 
9.6 
18.3 
21.7 
10.9 


6.6 

9.5 

3.6 

679.5        -4.4  4.9        13.1 

405.0         -7.9  8.6       31.7 

438.5  -4.0  2.8  13.1 
-4.6  5.5  13.6 
-5.9  9.2  25.9 
-3.6        -2.7        3.6 

174.6  -9.0       -14.9        11.1 
822.4         -4.9         -1.7       12.3 

•Mar.  19. 1999=1000     "Feb.  7.  2000=1000 


MAY  17 

WEEK 

DATE 

1270.3 

-4.0 

1.8 

11,205.6 
2195.8 

-3.8 
-5.4 

4.6 
-0.4 

768.8 

-5.6 

4.2 

379.6 

-5.9 

8.3 

12,816.8 

-4.3 

2.6 

730.2 

-5.8 

-1.6 

379.6 

-5.3 

-0.2 

588.9 

-3.5 

-L3 

GLOBAL  MARKETS  mayi? 

S&P  Euro  Plus  (U.S.  Dollar)  1667.8 

London  (FT-SE 100)  5675.5 

Paris  (CAC  40)  4920.3 

Frankfurt  (DAX)  5652.7 

Tokyo  (NIKKEI  225)  16,307.7 

Hong  Kong  (Hang  Seng)  16,615.6 

Toronto  (S&P/TSX  Composite)  11,640.6 

Mexico  City  (IPC)  20,261.9 

FUNDAMENTALS  mayib 
S&P  500  Dividend  Yield  1.81% 

S&P  500  P/E  Ratio  (Trailing  12  mos.)     17.5 

S&P  500  P/E  Ratio  (Next  12  mos.)*  14.7 

First  Call  Earnings  Revision*  -0.18% 

TECHNICAL  INDICATORS  mayis 

S&P  500  200-day  average  1257.4 

Stocks  above  200-day  average  62.0% 

Options:  Put/call  ratio  0.92 

Insiders:  Vickers  NYSE  Sell/buy  ratio    5.00 


%  CHANGE     1 
YEAR  TO      LAST 
MOW 


1.75% 
17.9 
15.0 
0.03% 

•FirstCallO  1 
WEEK  AGO       REAC  i, 

1255.7  Posit' 

71.0%  Neut. 

0.74  Posit.  ; 

4.92  Negat 
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BEST-PERFORMING 
GROUPS 

Agricultural  Products 

Power  &  Energy  Traders 

Broadcasting 

Brewers 

Auto  Parts  &  Equip. 


LAST  LAST  12 

MONTH  %  MONTHS  % 

16.4  Agricultural  Products  116.0 

11.9  Steel  114.6 

9.4  Divsfd.  Metals  &  Mining  104.2 

9.1  Employment  Services  88.7 

8.9  Oil  &  Gas  Equip.  85.7 


EQUITY  FUND  CATEGORIES 

4-WEEK  TOTAL  RETURN  % 
LEADERS 

Europe  2.8 

Foreign  1.7 

Latin  America  1.0 

Utilities  0.8 

LAGGARDS 

Technology  -6.1 

Small-cap  Growth  -3.8 

Mid-cap  Growth  -3.8 

Natural  Resources  -3.3 

EQUITY  FUNDS 

4-WEEK  TOTAL  RETURN 
LEADERS 

ProFunds  UltSh.  Jap.  Inv.  15 1 

ProFunds  UltSh.  OTC  Inv.  13.7 

Rydex  Dyn.  Vent.  100  H  13.6 

streetTRACKS  Gold  Trust  12.5 

LAGGARDS 

Ameritor  Investment  -20.0 

American  Heritage  Grth.  -20.0 
ProFunds  Ultra  Japan  Inv.  -13.6 

ProFunds  UltraOTC  Inv.  -12 1 


52-WEEK  TOTAL  RETURN  % 
LEADERS 

Precious  Metals  103.1 

Latin  America  87.2 
Diversified  Emerg.  Mkts.      56.7 

Natural  Resources  56.3 

LAGGARDS 

Health  8.1 

Domestic  Hybrid  10.1 

Large-cap  Growth  12.4 

Large-cap  Blend  13.3 


%      52-WEEK  TOTAL  RETURN 


LEADERS 

Midas  152.1 

U.S.  Global  Invrs.  Gold  151.9 

U.S.  Glbl.  Invs.  Pre.  Mnls.  138.6 

ProFunds  Precs.  Mtls.  Inv.  132.0 

LAGGARDS 

Ameritor  Investment  -69.2 
DireXkmSm.CapBr.25Xlnv.  -35.1 
ProFds.  USh.  Sm.  Cap  Inv.  -34.7 
American  Heritage  Grth.    -33.3 


WORST-PERFORMING  liVvr 

GROUPS  MONTH  % 

Home  Entrtnmt.  Software  -22.5  Educational  Services 

Consumer  Electronics       -21.6  Automobiles 

-16.5  Home  Furnishings 

-12.5  Internet  Software 

-12.0  Health-Care  Facilities 


Homebuilding 
Specialized  Finance 
Constr.  Materials 


LAS'f1 
MOW 
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INTEREST  RATES 


KEY  RATES  mayi7  week  ago  ye 

Money  Market  Funds  4.46%  4.39% 

90-Day  Treasury  Bills  4.82  4.87 

2-Year  Treasury  Notes  455  4.99 

10-Year  Treasury  Notes  5.15  5.13 

30-Year  Treasury  Bonds  5.27  5.19 

30-Year  Fixed  Mortgage  |  6.54  6.49 
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BLOOMBERG  MUNI  YIELD  EQUIVALENTS 

Taxable  equivalent  yields  on  AAA-rated, 
tax-exempt  municipal  bonds,  assuming 
a  30%  federal  tax  rate. 


1( 


10-YR.  BOND 

30YR.B0 

General  Obligations 

4.14% 

i 

Taxable  Equivalent 

5.91 

6.' 

Insured  Revenue  Bonds 

4.24 

4.i 

Taxable  Equivalent 

6.06 

6... 

THE  WEEK  AHEAD 


DURABLE  GOODS  ORDERS 

Wednesday,  May  24,  8:30 
a.m.  EDT  "April  durable  goods 
orders  are  forecast  to  have  risen  by 
0.2%.  That's  the  median  forecast  of 
economists  queried  by  Action 
Economics.  March  orders  zoomed 
up  6.5%  on  broad-based  gains. 
NEW  HOME  SALES  Wednesday 
May  24, 10  a.m.  EDT  »  April 
new  home  sales  probably  eased  to 
an  annual  pace  of  1.2  million  units, 
after  bouncing  back  to  a  rate  of 


1.21  million  units  in  March. 
GROSS  DOMESTIC  PRODUCT 
(REVISED)  Thursday,  May  25, 
8:30  a.m.,  EDT  "The  second 
pass  at  first-quarter  real  gross 
domestic  product  will  probably  be 
revised  to  an  annualized  growth 
rate  of  5.3%,  from  4.8%.  A  smaller- 
than-expected  trade  deficit  adds 
some  upside  risk  to  the  estimate. 
EXISTING  HOME  SALES 
Thursday,  May  25, 10  a.m., 
EDT  "Existing  home  sales  most 
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likely  dipped  to  an  annual  rate  of 
6.8  million  units  in  April.  Sales 
held  at  a  surprisingly  strong  pace 
of  6.92  million  homes  in  March. 
PERSONAL  INCOME  Friday,  May 
26,8:30a.m.  EDT  "Personal 
income  most  likely  kept  up  its 
solid  pace  of  growth  with  a  0.6% 
gain  in  April,  after  a  0.8%  rise  in 
March.  Consumer  spending 
probably  improved  0.5%, 
following  a  0.6%  jump  during  the 
prior  month. 


The  BusinessWeek  production  ir 
grew  to  274.5  for  the  week  en 
May  6,  up  13.9%  from  a  year 
Before  calculation  of  the  four-* 
moving  average,  the  index  bour 
up  to  275.6. 


BusinessWeek 


For  the  BW50,  more  investme 
data,  and  the  components 
of  the  production  index  visit 
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www.businessweek.com/rnagazine/ext 


tompany  Index 

5  index  gives  the  starting  page  for  a  story  or  feature  with  a 

lif  icant  reference  to  a  company.  Most  subsidiaries  are  indexed  under 

r  own  names.  Companies  listed  only  in  tables  are  not  included. 


T)IS)32,50 

ihia(ADELQ)46 

s40 

ce  Atlantis  50 

(MO)  64 

ican  Standard  (ASD) 

'9 

icanWoodmark 

WD)  106 

Jser-Busch(BUD) 

:(AAPL)42,108 
m  30, 38, 46 

air  90 

le  A/Razorf  ish 

p)14 

an  Research  90 
(AZR)IOO 


;tyle.com  14 
'0 

r(BAX)100 
Stearns  (BSC)  64, 

)uth(BLS)30,38, 

)t70 

ihield  of  California 

itar  Jets  90 
nvestorLine  (BMO) 

i(BA)30,40 


North  America  24 
:BS)24,30,50 

int  Travel  (CD)  14 

(CERS)IOO 

;r(CHTR)46 

»o  Beverage 

;ms64 

mShares90 

ik(C)58 

orp82 

Cola  (KO)  64 

ast(CMCSA)46 

i 

/e  Technology 

AF)16 

Sights  46 


D 

Davenport  100 
Dell  (DELL)  22, 54 
Design  Within  Reach 

(DWRI)70 
Destination  Club  Partners 

82 
Digitas(DTAS)14 


E 
EADS40 

eBay  (EBAY)  30, 58 

EnCana(ECA)30 

Enron  11 

Ernst  &  Young  45 

Exclusive  Resorts  82 

ExxonMobil  (XOM)  36 


Falconbridge  (FAL)  30 

FedEx  (FDX)  54 
Flexjet  90 

Flight  Options  90 
Ford  (F)  27, 36 
Fox  (NWS)  50 
Freeport-McMoRan(FCX) 
52 


G 

Gateway  (GTW)  22 
GE(GE)106 
GM(GM)24,27,36 
Google  (GOOG)  8, 108 
Gusto  Distributing  64 


H 

Hamlin  Transportation 

Consulting  40 
Harrah's(HET)100 
Harris  Nesbitt  100 
Harvard  Pilgrim  Health  72 
HD  Buttercup  70 
Health  Dialog  Analytic  72, 

79 
Hewlett-Packard  (HPQ) 

22,54 
Highmark79 
Home  Depot  (HD)  54 


I 

lnco(N)30 

Independence  Blue  Cross 
72,79 
Intel  (INTC)  22 


Japanese  Weekend 

Maternity  14 
JCLattes42 
JPMorgan  Chase  (JPM) 

58 


Kleiner  Perkins  Caufield  I. 
Byersl08 
Knoll  (KNL)  11 


Lenovo(IBM)22 
Liz  Lange  14 
Loomis  Sayles  100 
Lorimar  Productions  50 
Louise  Yamada  97 


M 

Marquis  Jet  90 
McAfee  (MFE)  58 
McKinsey45 
Medtronic  (MDT)  100 
Merrill  Lynch  (MER) 24 
Microsoft  (MSF)  30, 46, 

58,108 

Miller  Brewing  64 
Milliman36 
mono  70 
Monster  Worldwide 

(MNST)58 
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NCR  (NCR)  54 
NetJets90 
NeuStar(NSR)38 
News  Corp.  (NWS)  30 
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Oak  Associates  97 
Occidental  (OXY)  30 
Ogilvy&  Mather  24 
Oracle  (ORCL)  8 
Oxygen  Media  46 


PayPal  (EBAY)  58 
Pfizer  (PFE)  16 
PiperJaffray(PJC)14 
Portland  Trail  Blazers  46 
Priceline.com  46 
Procters  Gamble  (PG)  32 


Ragatz  Associates  82 
RAND  79 
RAT  Systems  58 
RCN46 
Ritz-Carlton82 
Robert  WBaird  100 
RSA  Security  (RSAS)  58 
Russell  Reynolds  11 
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SABMiller64 

Seattle  Seahawks  46 

Sentient  Jet  90 

Sichuan  NTC  44 

Skyjet90 

Sony  (SNE)  22, 42, 50 

Steven  Hall  11 

St.  Jude  Medical  (STJ)  100 

Sun(SUNW)108 

Symantec  (SYMC)  58 
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TeckCominco30 
Televisa  30 

Tenet  Healthcare  (THC)  16 
Texas  Pacific  30 
Thomas  H.Lee  30 
Thomson  Financial  (TOC) 
97 

TiVo(TIVO)24 
TNS  Media  Intelligence  24 
TopCoderl6 
Toshiba  (TOSBF)  22 
TRowe  Price  (TROW)  100 
T-314 
Turner  Investment  97 
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Univision  (UVN)  30 


Verizon  (VZ)  30, 38, 46 
Viacom  (VIA)  50 
Visa  58 
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Wal-Mart  (WMT)  54, 58 
Walt  Disney  (DIS)  30 
Warner  Bros.  (TWX)  50 
WD-40(WDFC)32 
Whirlpool  (WHR)  27 
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Xerox  (XRX)  72 
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It's  about  money. 

Earning  it. 

Investing  it. 

Spending  it. 


Check  out  this  weekend's 
show  May  20  and  21: 

Cyber-Crime  Prevention: 

How  to  protect  yourself  from 
the  Latest  scams  designed  to 
separate  you  from  your  money. 

Leasing  the  Good  Life:  Why 

buy,  when  you  can  rent?  From 
fine  art  to  bridal  gowns  to 
jewelry,  the  pros  and  cons. 

Premium  Tequila:  Best  served 
straight  up?  We  taste  test  a  full 
range  of  tequilas,  up  to  $1,500 
a  bottle. 

Destination  CEO:  No  matter 
who  wins  the  NBA  playoffs, 
the  real  crown  belongs  to 
Commissioner  David  Stern. 


BusinessWeek  weekend 


Airs  Saturday/Sunday  nationwide. 

Check  your  local  listings 

or  view  segments  at 

www.businessweekweekend.com 
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ATTENTION  INVESTORS 


Nobody  analyzes  stocks  like  VectorVest.  Not  Merrill 
Lynch.   Not  Prudential.    Not  even  Goldman  Sachs. 

VectorVest  is  the  only  daily  service  that  analyzes  over  8,000 
stocks  for  Value,  Safety  and  Timing,  and  gives  a  Buy,  Sell, 
Hold  Recommendation  on  each  stock,  every  day. 


Our  strategy  of  "Rising  VST  Stocks"  is: 


■■.Wia*. 

1  Up  over  400% 

E  since  January  2005*            r^ 

2006 
Performance 

Before  you  Invest,  Check  VectorVest! 


visit  www.vectorvest.com  now  to 

order  your  Five  Week  Trial  for  only  $9.95. 


ORIGINAL  U.S.  GOV'T 
MORGAN  SILVER  DOLLARS! 


" 


\JSfZm 


■  Only 
$1Q90 

I  JJ  each 


lA    k. 


National  Collector's  Mint  announces  a  special  limited 
release  of  3,874  Morgan  Silver  Dollars  85-128  years  old  at 
$19.90  each.     Several  prominent  national  dealers  charge 
from  $10  to  $30  MORE  for  a  comparable  Morgan  Silver* 
Dollar.  These  Morgans  are  among  the  last  surviving  originals  j 
still  in  existence,  and  each  coin  is  guaranteed  to  be  in  mostly* 
Brilliant  Uncirculated  to  Fine  condition.      Due  to  volatile! 
fluctuations   in   the  precious  metals  market,  price   can  bej 
guaranteed  @  $19.90  each  for  one  week  only! 

You  may  order  one  Morgan  for  $19.90  plus  $4  s,  h  &  ins., J 
3  for  $66.70  ppd.,  5  for  $109  ppd.,  10  for  $212  ppd.,  20  for  $417| 
ppd.,  50  for  $1025  ppd.,  100  for  $2025  ppd.  30-Day  Money] 
Back  Guarantee.  CALL  NOW! 

Call  Toil-Free 
Ask  for  Ext.  6536 


1-866-599-MINT 


www.ncmint.com/6536 


There's  never  been  a  Better  time  to  own  a  Papa  John's  franchise. 


If  you're  looking  for  a  great  business 

opportunity  and  have  the  right 

combination  of  experience,  drive  and 

skills,  we  want  you  as  a  franchisee. 

Please  visit  our  website 
for  more  information. 

Web:  www.PapaJohns.com 


American  Customer  Satisfaction  Imm 

«Mmt  Ail  MriloMI  Out*  Smnu»  HmtmamtH 
fc*,*,  CflMKM  91  m  QMOTM,  Bl  Men**! 


Ranked  No.  1  in  American  Customer 
Satisfaction  Index  for  Record  6th 
Straight  Year. 


Better  Ingredients. 
Better  Pizza. 
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DEALERS    WANTED! 

Territories  still  available  .  . .  Inquire  Now! 

Ground  Floor  Opportunities  in  the  Latest  MEGATREND! 

Market  and  Sell: 


Synthetic  Backyard  Putting  Greens 

lis  revoluntionary  synthetic  turf  looks  ft  reacts  j 

like  real  bent  grass  putting  greens! 

w 


MIRAGE  WATERLESS  GRASS 


MIRAGE  OUTDOOR  POOL  TABLES 


diound  (loor  Opportunity 
No  bxperience  Necessary 
Unlimited  Income  Potential 
lull  01  Pan  lime 


Dealerships  from  $10  -  20k 
Master  Dealerships  from  $20     100k 
Unlimited  Networking  Possibilities 
Huge  Margins 


Ongoing  Support 
Monthly  Orientation 


Marketing  Collaterals 


ww.moc-dealer-info.com 


virage 

Outdoor  Concepts,  Inc. 


Find  the  franchise 

opportunity  that's 

right  for  you. 

LetsFranchise.com 


vver  ts  Diinon  sq.n.  of  surface  waning  tor  our  patented  dec . 
concrete  system  to  be  applied  Become  a  Distributor  foi  America  s 
Leading  non-competitive  line  of  decorative  concrete  equipment  ana 
materials.  You  will  e'njoy  a' 50%  profit  margin  and  ur 

■  potential.  Over  fifty  different  breathtaking  designs  f 
and  commencal  applications    Construction  backgrc 

,.as  company  offcrsxompiehensive  training..  Exclusive  territories"'?' 

Contact:  Kric  C.  Poole    1-800-233-3298 
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IF  YOU  CANT  BEAT  'EM. 
JOIN  'EM. 

OWN  THE  NUMBER  ONE  TAX  FRANCHISE. 


Own  a  Jackson  Hewitt 

franchise.  Do  not  let  this 

great  opportunity  pass  you  by. 

Entrepreneur  Magazine  has  consistently 

ranked  Jackson  Hewitt  as  one  of  the  best 

franchises  in  the  nation.  Over  the  past  five 

years  we  have  more  than  doubled  the  size 

of  our  organization  to  over  6,000  locations 

and  invested  $100  million  in 

national   marketing  programs. 

Maybe  that's  why  Entrepreneur 

Magazine  has  ranked  us  the 

#1  tax  preparation  franchise  for 

thirteen  straight  years.  And  when 

you  open  your  first  office  for  as 

little  as  $50K,  Jackson  Hewitt 

may  provide  you  with  financing 

support.  So  own  a  Jackson  Hewitt 

franchise.  You'll  be  in  business 

for   yourself,    not    by   yourself. 


INTERESTED  IN 


A  FRANCHISE? 


1-800-475-2904 


JACKS0NHEWITT.COM 


JACKSON  HEWITT 

TAX  SERVICE 


This  advertisement  Is  neither  an  offer  nor  a  guarantee  of  success.  Most  offices  are  independently  owned  and  operated, 
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Tough  Love  at  the  Office 

THE  MANAGERIAL  MOMENT  OF  TRUTH  The  Essential  Step  in  Helping  People  Improve  Performance 

By  Bruce  Bodaken  and  Robert  Fritz;  Free  Press;  182pp;  $22 


Who  among  us  hasn't  witnessed  the 
following  scenario  play  out  at  some  place 
we've  worked?  A  manager,  faced  with  a 
subordinate's  chronic  underperformance 
—blown  deadlines,  a  critical  mistake  in  a 
report— avoids  confronting  the  problem 
employee.  The  supervisor  at  first  chooses 
to  work  around  the  issue,  shifting 

important  assignments  to  others,  who 
quickly  become  resentful  of  carrying  a 
heavier  workload.  Finally,  after  allowing  the 
situation  to  fester  for  far  too  long,  the 
manager  one  day  erupts  in  a  heated 
confrontation  that  the  employee  didn't  see 
coming  and,  given  the  lack  of  earlier 
warnings,  feels  is  overblown.  The  explosion 
sparks  a  short-term  improvement.  But  then 
the  manager,  feeling  pangs  of  guilt  over  the 
outburst,  backs  off,  and  the  offender 
eventually  lapses  into  old  ways.  Hey,  maybe 
that  manager  was  you. 

Bruce  Bodaken  and  Robert  Fritz  argue 
that  working  around  difficulties  only  create 
a  dysfunctional  workplace.  In  their  new 
book,  The  Managerial  Moment  of  Truth:  The" 
Essential  Step  in  Helping  People  Improve 
Performance,  the  authors  assert  that 
companies  are  far  better  off  developing  a  culture  where 
managers  deal  with  problems,  and  problem  employees,  early 
and  head-on.  By  teaching  supervisors  to  identify  and 
immediately  tackle  difficulties  through  a  tough-love  approach 
that  revolves  around  "truth  telling,"  companies  can  boost 
productivity  by  as  much  as  40%,  they  say.  Regrettably,  the 
authors  offer  no  empirical  evidence  to  back  up  this 
productivity  claim.  But  they  insist  that  such  forthrightness 
has  been  one  of  the  keys  to  the  achievements  of  such 
companies  as  General  Electric.  "Truth  is  one  of  the  most 
important  competitive  advantages  there  is  in  building  a 
business,"  the  authors  write. 

What's  more,  the  authors  assert  that  their  "moment  of 
truth"  philosophy  improves  the  performance  of  not  only 
individual  employees  but  of  cross-functional  teams  and  even 
senior  management  circles.  That  final  impact  might  be 
unexpected,  they  observe,  given  that  senior  executives  "do  not 
actually  work  together"  closely  and  often  are  most  concerned 
with  protecting  their  own  positions  and  careers.  Bodaken,  the 
CEO  of  Blue  Shield  of  California,  boasts  that  iris  efforts  to 
implement  the  moment  of  truth  approach  (which  Fritz,  an 
organizational  consultant  and  his  co-author,  is  credited  with 
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developing)  has  been  a  key  to  that  company's  rapid  growth 
during  the  past  decade.  The  duo  are  on  to  something: 
Moment  of  Truth  may  not  be  the  most  fluently  written 
management  book  you'll  ever  crack,  but  it  should  be  requir 
reading  for  managers  who  have  been  uneasy  when 
confronting  underperforming  employees. 

How  does  the  concept  work?  The  authors  define  a 
managerial  moment  of  truth  as  the  point  at  which  a 
supervisor  realizes  that  a  direct  report  is  seriously  screwing  i 
up.  Then,  they  say,  the  manager  must  initiate  a  four-step 
process:  First,  have  a  discussion  to  arrive  quickly  at  a  mutv. 
understanding  that  the  problem  exists.  (The  authors 

recommend  that  managers  initially  ask  "yes/i 
questions  that  get  to  the  nub  of  the  matter  ano 
prevent  the  employee  from  talking  his  way  ou 
the  jam.)  Second,  the  two  must  analyze  how 
things  went  wrong  and,  third,  establish  a 
corrective  plan  for  the  future.  Finally,  and 
perhaps  most  importantly,  the  supervisor  mu: 
take  periodic  steps  to  follow  up  and  ensure  thii 
expectations  are  being  met.  These  steps  could 
take  the  form  of  face-to-face  meetings,  quick 
phone  chats,  or  regular  e-mail  exchanges.  "As 
the  person  to  write  you  an  e-mail  describing  1 1 
main  points  [of  each  interaction].  Their  deptll 
learning  will  be  apparent,"  they  advise. 

The  authors  concede  that  at  some  compan 
culture  shock  and  resistance  to  truthfulness 
could  ensue.  "Many  organizations  do  have  a 
subtle  level  of  deceitfulness  in  which  manage 
adopt  implicit  collective  rul< 
such  as  never  argue  with  tin 
boss,  or  never  admit  your  ot 
mistakes,  or  don't  question 
data,  or  lower  your  goals  so 
won't  fail,"  they  say.  The 
authors  recommend  startm 
slowly  "to  take  the  sting  oui 
candor."  Bodaken  notes  tha 
Blue  Shield  of  California, 
managers  often  say:  "  'I  nee 
have  a  moment  of  truth  wit 
you'  as  a  way  of  acknowledf 
this  is  about  learning,  rathe 
than  about  putting  a  team  member  on  the  spot."  But  the 
authors  contend  that  once  you've  initiated  this  approach, 
good  things  follow,  illustrating  their  message  with  case 
studies  from  such  companies  as  BMO  InvestorLine  and 
American  Woodmark.  Bodaken  and  Fritz  make  a  good 
argument  that,  rising  to  Jack  Nicholson's  famous  taunt  in 
A  Few  Good  Men,  workers  and  even  whole  companies  can 
not  only  handle  the  truth  but  profit  from  it.  ■ 

-By  Dean  I 


How  to 
boost  the 
productivity 
ofindividuals, 
teams,  and 
top  brass,  too 


( Grow  Hill  Companies 

BusinessWeek  online 


ESTING  I  GLOBAL  BIZ         I  TECHNOLOGY      I  INNOVATION         I  SMALL  BIZ  IB-SCHOOLS  I  CAREERS 


BW  Video 

Experience  video  on  demand. 
DVR  not  required. 

Watch  newsmakers  and  industry  Leaders  discuss  the  topics  that 
interest  you  most.  From  technology  to  executive  Lifestyle, 
careers  to  investing,  our  editors  interview  the  experts  who  give 
you  better  perspective  and  richer  understanding  of  recent  events. 


Get  the  latest  videos  now  at 
businessweek.com/mediacenter/ 


IdeasFaceTime 

WITH  MARIA  BARTIROMO 


Green:  The  Next  Big  Thing 


BILL  JOY,  the  co-founder  of  Sun  Microsystems 
and  now  a  partner  at  storied  VC  firm  Kleiner 
Perkins  Caufield  &  Byers,  is  one  of  Silicon  Val- 
ley's most  original  and  respected  thinkers. 
You'll  be  surprised  where  he  thinks  the  next 
Google  will  be  found.  Here's  a  hint:  On  May  18 
and  19,  Kleiner  Perkins  brought  about  50  peo- 
ple from  outside  the  firm  together  at  the  Green- 
tech  Innovation  Network  conference  in  San 
Francisco.  He  was  on  his  way  there  when  I 
caught  up  with  him. 

So  what  is  the  Next  Big  Thing? 

[Kleiner  partner]  John  Doerr  said  to  me: 
"Are  we  going  to  have  any  more 
Googles?"  And  I  said:  "You're  damn  right 
we  are,  because  we  are  at  the  point  of  new 
wealth  creation  when  it  comes  to  green 
technology."  John  used  to  say  Google  is 
the  greatest  legal  creation  of  wealth,  and  I 
think  the  greatest  legal  creation  of  wealth 
today  is  in  the  green  area— not  just  in  the 
U.S.  but  in  the  developed  world.  We  have 
been  looking  at  a  lot  of  things  related  to 
new  fuels,  such  as  ethanol,  fuel  cells,  ad- 
vanced battery  technology,  and  new  ways 
of  using  biotech  to  make  fuels....  There 
will  be  an  enormous  amount  of  new 
[green]  technology,  new  wealth,  and  we 
are  trying  to  create  the  Googles,  the  Mi- 
crosoft of  the  new  era.  [Even]  the 
garbage  stream  has  a  high  value. 


Do  you  think  the  PC  era  is  over? 

We  had  this  slogan  at  Sun  that  the  network  is  the  computer.  I 
think  that  is  manifesting  itself  in  what  you  are  seeing  at  Google. 
The  problem  with  the  PC  is  the  lack  of  innovation,  and  the  qual- 
ity has  not  kept  pace.  Apple  and  Linux  show  you  the  things  that 
are  possible.  Desktops  and  laptops  are  extremely  powerful,  but 
the  software  doesn't  really  give  you  access  to  that  kind  of  pow- 
er. Take  game  machines.  It's  not  that  they're  much  more  pow- 
erful than  a  PC,  but  look  at  the  quality  of  the  user  experience. 
You  have  a  3D  experience  [vs.]  scrolling  windows.  Search  is 
nice,  but  it's  been  a  decade  since  search  came  out,  and  we 
haven't  had  any  other  major  improvements  in  the  way  we  man- 
age information. 


Some  say  it  feels  like  the  bubble  of  2000  all  over  again  with  s 
many  Internet  companies  trading  at  high  prices. 

I'm  very  optimistic  about  the  Internet:  It's  transforming  ent 
tainment,  education.  But  in  all  aspects  of  the  Internet,  ther 
a  lot  of  opportunity....  Just  look  at  smart  phones.  I'm  talking 
you  right  now  on  a  Treo....  The  services  that  will  be  available 
these  devices  are  [whaf  s]  important:  People  will  just  give 
phones  away  because  the  revenues  of  the  services  [will  be" 
substantial. 

You  co-founded  Sun  Microsystems.  What  went  wrong? 

I  think  the  company  faced  a  perfect  storm  when  the  but 
burst  and  the  two  largest  markets  it  had— financial  services ; 
the  telecom  companies— were  hit.  It  I 
sized  based  on  what  appeared  to  be 
case  in  1998  and  '99.  The  company  h 
its  body  to  that  opportunity,  and  w* 
that  went  away,  it  was  difficult  for  the ' 
tical  integration  to  shrink.  In  retrosp^ 
they  should  have  been  quicker. 

You  mentioned  Microsoft.  Why  hasn't  i 
stock  done  anything  in  six  years?  What 
wrong  there? 

A  monopoly  is  a  mixed  blessing  bees 
it  takes  the  emphasis  off  innovation,  i 
member  a  few  years  ago  someone  as 
[Chief  Executive  Officer]  Steve  Ball 
what  his  three  goals  were,  and  he  i 
market  share,  market  share,  mai 
share.  Well,  he  got  the  market  share, 
the  innovation  stopped.  The  chalk 
for  Microsoft  is  to  convince  themse 
that  they  can  innovate  and  not  risk 
monopoly.  If  they  don't  innovate, 
Windows  monopoly  won't  be  w 
much.   Microsoft  should  try  to  b 

something  really  great  as  opposed  to  something  that  is 

more  Windows. 

If  I  said  to  you,  "Bill,  I  have  $5  million  to  invest  in  a  startup," 
what  advice  would  you  give  me? 

If  I  were  doing  the  portfolio,  I  would  say  $1  million  in  1 
million  in  an  Internet  business,  $1  million  or  $2  millio 
green  technology,  and  $1  million  in  the  life  sciences,  and  g 
tech  and  life  sciences  would  be  somewhat  blurred.  We  se 
credible  businesses  that  cut  across  these  different  disciplii 

Maria  Bartiwmo  is  the  host  ofCNBCs  Closing  Bell. 
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WITH  EASIER  CONNECTIONS, 
TRAVELING  HAS  NEVER  BEEN 
SO  SEAMLESS. 

Thanks  to  our  global  hubs  and  the  advantage  of  a  single  check-in  for  connecting 
SkyTeam  flights,  we  strive  to  provide  you  with  more  convenient  connections 
wherever  you  go  in  the  world,  www.skyteam.com 

Caring  more  about  you" 
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BY  JACK  AND  SUZY  WELCH 


The  Whining  Game 


I  run  a  14-person  business,  and  we  look  after  our  people  very 
well— parties  for  birthdays,  babies,  and  marriages,  and  a  real 
interest  in  each  individual,  both  personally  and  professionally. 
Still,  people  complain  incessantly:  too  much  politics,  not 
enough  appreciation,  and  so  on.  I'm  about  to  tear  my  hair  out 
because  nothing  seems  to  make  them  happy. 

-Anonymous,  Cape  Town,  South  Africa 

Stop  trying.  With  the  best  of  intentions,  you  have  created  a 
classic  entitlement  culture  in  which  your  people  have  the  deal 
exactly  backwards:  They  think  you  work  for  them. 

This  phenomenon  is  not  uncommon,  although  it  tends  to 
be  more  prevalent  in  small  organizations  where  employees 
can  easily  develop  casual,  familial  relationships  with  their 
bosses,  and  bosses  often  blur  professional  lines  themselves.  In 
the  end,  such  familiarity  can  backfire,  as  is  happening  with 
you  and  your  moaning,  groaning  employees. 

It's  irrelevant  how  you  got  yourself  into  your 
predicament,  though.  What  matters  is  that  you  get  out 
quickly.  And  the  first  person  you  need  to  get  straight  is 
yourself.  You  are  running  a 
company,  not  a  social  club  or  a 
counseling  service.  Your  No.  1 
priority  is  to  win  in  the 
marketplace  so  that  you  can 
continue  to  grow  and  provide 
opportunities  for  your  people. 
Of  course,  you  want  your 
employees  to  be  happy.  But 
their  happiness  must  stem 
from  the  company's  success, 
not  from  their  every  need 
being  met.  When  the  company     ^^^^^^^^™ 
does  well  because  of  their 

performance,  they  will  thrive,  personally  and  professionally. 
Not  the  other  way  around. 

Consider  that  your  new  creed.  Next,  gather  your  people 
together  and  let  them  know  about  your  epiphany  and  your 
plan  to  convert  them,  too.  Together,  you  and  your  staff  will 
need  to  create  a  list  of  behaviors  that  will  make  your 
company  a  winner.  These  behaviors  will  become  your  new 
company  values— guidelines,  if  you  will,  to  live  by.  For 
instance,  one  value  could  be:  We  will  respond  with  a  sense 
of  urgency  to  customer  requests.  Or  we  will  only  ship 
products  with  zero  defects.  The  point  of  this  process  is 
simple:  to  help  your  people  understand  that  work  is 
about...  well,  work. 

Oh,  you'll  hear  yelps  as  you  dismande  your  entitiement 
culture.  Some  employees  you  like  and  value  may  even  leave  in 
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First,  get  one 
thing  straight: 
You're 
running  a 
company,  not 
a  country  club 


protest.  Take  the  hit  and  wish  them  well.  They  will  soon  find 
out  the  grass  is  not  greener  on  the  other  side,  and  you  will 
discover  how  much  better  your  company  operates  when  yoi 
main  concern  is  not  whining,  but  winning. 

"It  is  not  sufficient  that  I  succeed.  Everyone  else  must  fail"  is: 
line  attributed  to  Genghis  Khan  and  sometimes  quoted  by  the] 
moguls  of  our  own  era.  In  the  cutthroat,  hypercompetm've 
business  world  today,  what  is  your  take  on  this  attitude? 

-David  Ho,  Stillwater,  OIJ 

If  s  nonsense,  of  course,  because  it's  just  not  the  way 
business  usually  works,  or  should.  Obviously,  you're  not 
going  to  sit  around  wishing  your  competitors  well.  All 
tough-minded  businesspeople  want  to  win— they  want  the  e 
most  sales,  the  biggest  market  share,  the  highest  profit 
margins,  and  so  on. 

But  tough-minded  businesspeople  also  realize  that 
competitors,  for  all  their  aggravation,  serve  a  purpose.  The\ 
sharpen  your  focus.  They  keep  you  fierce  and  hungry.  And  1 
best  of  them  raise  the  bar  on  every  aspect  of  performance, 
from  innovation  to  delivery. 

Without  competition,  companies  usually  get  fat  and  lazy 
Case  in  point:  all  the  bureaucratic  monopolies  out  there  thi 
have  foundered  largely  because  of  the  self-satisfaction  and. 
arrogance  that  came  with  the  very  success  they  sought 

Look,  you  may  not  want  your  competitors  to  win,  but 
unlike  Genghis,  you  want  them  around.  It's  good  for 
customers,  it's  good  for  you  (albeit  sometimes  painful),  am 
it's  good  for  business  overall. 

Now  take  the  quote  to  the  individual  level:  wrong  again 
even  for  the  most  ambitious  among  us.  We're  not  going  to 
deny,  of  course,  that  schadenfreude  exists:  It's  human  nattr 
to  feel  a  twinge  of  happiness  when  a  colleague  screws  up. 
the  most  successful  people  fight  that  instinct  with  everythii 
in  them.  They  know  that  if  someone  else's  candle  goes  out 
the  old  saying  goes,  theirs  doesn't  burn  any  brighter.  It  jus 
makes  the  whole  room  darker. 

As  with  tough  competitors,  you  learn  from  your  colleagi: 
and  improve  because  of  them.  When  they  do  well,  so  do  yc 
either  by  their  example  or  by  being  part  of  their  team.  May 
Mr.  Khan  was  on  to  something  when  he  was  fighting  warlo 
with  spears  and  clubs  on  the  plains  of  Mongolia.  But  for  tod 
world,  his  advice  seems  about  750  years  out  of  date.  ■ 


Jack  and  Suzy  Welch  look  forward  to  answering  your  questions 
about  business,  company,  or  career  challenges.  Please  e-mail 
them  at  thewelchway@businessweek.com.  For  their  weekly 
podcast,  go  to  www.businessweeka>m/seardi/podcasting.htm 


,1  Oberkirch  u 
rs  of  the  globe.  Without  interruption. 

The  Koehler  Group  in  Oberkirch,  Germany  is  one  of  the  world's  largest  makers  of  specialty 
paper,  used  to  make  everything  from  airline  tickets  to  Pokemon  cards.  Managing  their 
output  takes  continuous  24/7  production-and  HP  Integrity  servers  with  Intel  Itanium  2 
processors. "We  produce  and  ship  over  1,500  tons  of  paper  each  day.  A  moment  of 
downtime  means  production  must  stop,"  says  Bruno  0.  Schwelling,  CFO.  "Itanium-based 
HP  Integrity  systems  have  virtually  eliminated  that  fear."  itanium-integrity.com 

ITANIUM  +  INTEGRITY.  ON  AND  ON  AND  ON. 


Breaking  the  Addiction  to  Oil. 


No.l  in  a  series. 


GET  20%  -  60%  MORE  MPG 
AND  LEAVE  THE  COMPETITION  BEHIND 


Falcon  owners  did  it  years  ago. 

With  jets  that  give  them  wide-body 
comfort,  great  performance,  unmatched 
strength,  agility,  and  value.  And  20%  -  60% 
better  mileage  than  anything  in  their  class 
on  a  typical  business  trip* 


For  decades  we've  built  jet  fighters  and 
applied  the  same  technologies  and  materials 
to  our  Falcons.  We're  also  the  world  leader 
in  3D  computer  design  and  manufacturing. 

So,  Falcons  not  only  cost  less  to  operate, 
they  hold  their  value  better  than  others. 


As  the  Robb  Report  said:  The  Falcon 
balances  form  with  function  to  an  impec- 
cable, dare  we  say,  erudite  standard." 

Talk  to  us  about  breaking  the  addiction 
to  oil  now.  When  today's  gas  pumps  becon 
antiques,  we'll  still  be  leading  the  way. 


FALCON  2000  DX-EX 


FALCON  900  DX-EX 
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DASSAUL 


FA  LC Of 

ENGINEERED    WITH  PASSI0 


'Source:  Business  &  Commercial  Aviation-  For  comp. 

details  on  Falcon's  superior  efficiencies  come  to:  www.falconjttc 

Or  call:  US  201  541  4600  France  *  33.1.47  11.82 
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Lenovo  recommends  Windows8  XP  Professional. 
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Centrino 

Duo 


10  WHERE'S  THE  PC  FOR  THE  LLC? 


Right  here.  Not  old  technology.  Not  tilled 
with  stuff  you'll  never  use.  it's  a  computer 
designed  specifically  for  small  business. 

introducing  the  Lenovo  3000  N  Series. 

It  has  a  virus  recovery  button.* 

It  updates  its  own  software. 

It  has  live  phone  support  in  less  than  a  minute. 

It's  got  Intel"  Centrino"  Duo  Mobile  Technology. 

It's  got  a  keyboard  to  die  for. 


It's  a  new  kind  of  computer 
for  a  new  kind  of  world. 
New  World.  New  Thinking." 

Find  out  more  at  lenovo.com/3000 
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AND  THIS 
IS  YOUR 

Current 
slice 

OF  THE 

i  Market 


GET  AN 
EVEN 
BIGGER 
PIECE 


Ericsson  has  been  charting  new  waters  in  the  communicr 
industry  for  130  years.  Buying  partnerships  and  forging  ne 
ore  profitable  channel*.  All  the  while,  we've  shared  our  excel 
to  empower  our  partners  and  ensure  future  develoments  a 
their  benefit.  Now  we  want  you  to  share  in  the  next  big  r       , 
Ocean  racing  with  the  Ericsson  Racing  Team.  Visit  our  web» 
mobile  portal  and  see  how  our  technology  and  expertise  can  I 
nance  oeyond  your  expectation. 

vw.ericssonracingtea* 
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The  current 
;ion  between 
d  and  mobile 
perators  will 
increasingly 
J  as  services 
iverge  onto  a 
gle  platform. 


The  Ericsson  Racing  Team  is  one  of  the  seven 
teams  to  take  on  the  great  challenge  of  The  Volvo 
Ocean  Race,  the  incredibly  tough  round  the 
world  sailing  event. 

There  are  many  skills  needed  to  win  the 
race,  and  one  of  these  is  the  ability  to  be  flexible 
enough  to  meet  the  ever  changing  conditions. 
Many  companies  already  rely  on  Ericsson  to  be 
their  preferred  business  partner  to  meet  their 
evolving  needs. 

Maximizing  flexibility  is  core  to  the  way  in 
which  Ericsson  is  helping  enterprises  and 
telecommunications  operators.  Ericsson  is  the 
global  leader  in  a  new  way  of  providing 
converged  networks  and  services  -  the  IP 
Multimedia  Subsystem  (IMS).  This  provides  a  raft 
of  exciting  new  IP-based  services  for  businesses 
and  consumers,  as  well  as  reducing  costs. 

Ericsson  has  been  greatly  strengthened  in  this 
area  by  its  acquisition  of  Marconi,  whose 
technology  has  allowed  Ericsson  to  offer  a 
complete  portfolio  of  services. 

A  key  competence  of  Marconi  is  broadband 
technology,  and  this  is  a  great  showcase  for  the 
next  generation  of  telecom  networks.  Rather  than 
have  a  separate  network  for  voice  calls,  Ericsson 
customers  are  carrying  voice  traffic  over 
broadband  connections.  Consumers  gain  all  the 
benefits  of  high  quality  telephony,  as  well  as  much 
lower  costs  and  trie  ability  to  surf  the  Internet  at  the 
same  time. 

The  speed  and  reliability  of  broadband  also 
provides  great  opportunities  for  using  video  and 
broadcast  services.  IP-TV  can  not  only  offer  the 
traditional  TV  and  satellite  channels  seen  today, 
but  specialist  and  regional  programming,  as 
well  as  on-demand  movies  and  shows.  It  can 
also  support  'Time  Shift  TV  where  programs 
can  be  stopped  and  started  to  fit  with  the  needs 
of  the  consumer. 

This  converging  of  services  also  encompasses 
mobile  and  wireless  capabilities,  as  Ericsson 
customers  will  be  increasingly  able  to  seamlessly 
switch  between  different  networks  and  devices. 


The  current  division  between  fixed  and  mobile 
operators  will  become  increasingly  blurred  as 
services  converge  onto  a  single  platform.  This  will 
have  great  benefits  for  consumers  and  businesses  as 
they  will  get  access  to  a  range  of  new  services, 
which  can  be  more  quickFy  introduced  and 
personalized  to  meet  specific  needs.  Going  to  one 
telecoms  company  for  all  your  needs  will  also  offer 
potential  benefits  in  terms  of  cost  and  convenience. 

One  company  which  is  a  striking  example  of 
this  revolution  in  the  telecoms  world  is  British 
Telecom  and  its  21st  Century  Network.  This 
£10bn  project,  which  will  not  be  completed  until 
2010,  will  update  over  30  million  telephone 
lines.  Ericsson  is  one  of  just  eight  global  suppliers 
on  the  project. 

An  early  example  of  a  converged  offering 
from  the  project  is  BT  Fusion.  This  is  a  combined 
fixed  ana  mobile  telephone  service  which  works 
just  like  a  mobile  phone  when  users  are  away 
from  their  homes,  but  switches 
automatically  and  seamlessly 
onto  a  BT  broadband  line 
when  users  return  home. 


HOW  TO  JOIN 
THE  RACE 


The  over  two  billion  mobile 
subscribers  around  the 
world  can  literally  join  the 
race  whatever  they  are 
doing  and  whenever  they 
choose.  Simply  register  at 
the  Ericsson  Racing  Team 
website  or  just  text  "Join" 
to  +46737494949. 


To  follow  the  Ericsson  Racing  Team  go  to 
wwW.ericssonracingteam.com 
or  text  "Join"  to  +46737494949 
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ne  of  the  FASTEST  GROWING  G7 

CONOIVIlEo  loN  EVEN  A  COUNTRY.  There  are  many  reasons  why  the  economic 
growth  of  Ontario  is  predicted  to  outpace  Germany,  France,  and  Japan  this  year.  And  why, 
at  over  $400  billion,  our  GDP  is  already  greater  than  Switzerland's  or  Sweden's.  Our  dynamic 
economy  is  diversified  from  automotive  to  food  products,  and  aerospace  to  IT  and  commu- 
nications. We're  located  in  the  heart  of  North  America,  with  a  reach  of  420  million  people. 
Most  importantly,  we're  built  for  business.  Ontario  is  the  economic  center  of  Canada,  which  is 
the  lowest-cost  G7  country  for  conducting  business,  according  to  a  2006  KPMG  study.  We  also 
offer  the  best-educated  workforce  in  the  world,  universal  healthcare,  and  a  commitment  to 
bring  commercial  innovations  to  market.  It's  enough  to  make  any  nation  proud.  There's  no 
better  place  in  the  world  to  do  business.  ^_^ 

Ontario 

Canada 

,,  '  2ontario.com/strength 

1-800-819-8701 


©  Ontario  Paid  for  by  the  Government  of  Ontario. 
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Previously  we  asked  you: 

WOULD  A  WIRELESS 
NETWORK  MAKE 
YOUR  COMPANY 
MORE  PRODUCTIVE? 


No 

10% 
Don't  know 

6% 
Results  as  of  5/18/06. 
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IN  YOUR  COMPANY 
ENCOURAGE  CHANGE? 

Tell  us  your  answer  at: 
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go/successpoll 
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Real  Estate  Survival  Strategic 

O.K.,  so  mortgage  rates  are  marching  higher.  Home  sales  are 
cooling.  And  Alan  Greenspan,  who  presided  as  Fed  chief  over 
housing's  golden  era,  has  declared  the  boom  over.  Amid  the 
gathering  gloom  for  real  estate,  turn  to  our  special  report, 
Investing  in  Real  Estate,  for  help  hanging  on  to  the  money  you've 
got— and  maybe  even  making  a  little  more.  Get  an  analysis  of  th 
real  estate  segments  that  are  still  thriving— and  those  that  are 
suffering.  Then,  read  how  some  wealthy  investors  are  scoring 
with  a  complex  vehicle  known  as  limited  partnerships.  Stock  mark 
players  should  check  out  the  latest  installment  in  our  Five  for  th 
Money  series  looking  at  real  estate  investment  trusts  to  avoid. 
Want  some  more  insight  from  the  experts?  We  have  Q&As  with 
David  Lereah,  chief  economist  for  the  National  Association  of 
Realtors,  and  John  Talbott,  author  of  Sell  Now.  And  finally,  ched 
out  our  slide  show  on  savvy  moves  you  can  make  to  boost  your 
home's  value.  For  all  this  and  more  check  out 
www.businessweek.com/go/06/realestate 


Grab  Your  TV  Clicker  This  Weekend  for:  jig 

I  Hot  Growth  Companies  I  Decorating  For  Less      ' — 
Check  your  local  TV  listings  for  program  dates  and  times.  For  video  clips  go  to  www.businessweekweekend.com 
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eople-ready  business,  people  make  it  happen.  People,  ready  with  software. 

en  you  give  your  people  tools  that  connect,  inform,  and  empower  them,  they're  ready.  Ready 
lO  make  the  most  of  their  knowledge,  skill,  and  ambition.  Ready  to  develop  new  products,  help 
customers,  and  solve  problems.  Ready  to  build  a  successful  business:  a  people-ready  business. 
Microsoft.  Software  for  the  people-ready  business!"  To  learn  more,  visit  microsoft.com/peopleready 

i     ,  ...  :•■''■■■   ,/v  '■  '.■<'-  ■•  ■    ., 


Microsoft  Corporation  All  rights  reserved  Microsoft  and  "Your  potential.  Our  passion."  are  either  registered  trademarks  or  trademarks  of  Microsoft  Corporation  in  the  United  States  and/or  other  countries. 
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VAN  KAMPEN  INVESTMENTS     •••• 


Fresh  thinking  has 
its  place.  An  investors 
portfolio,  for  example. 


No  "cookie  cutter"  approach.  Never  a  "buy  list."  Just  independent  thinking  j 
a  focus  on  long-term  performance.  Visit  www.vankampen.com/shine 
1-800-411-9098  and  see  what  Van  Kampen  can  do  for  every  investors  portfolio 


■*  '"'i"1" " — 
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Past  performance  iS'r>dt, a, guarantee  of  future  results.  Please  consider  the  investment  objectives,  risks,  charges  c 
expenses  of  the  fund  care^fly  bofotc  investing.  The  prospectus  contains  this  and  other  information  about  the  investm 
company.  To  obtain  a  prospectus-,  -contact  your  financial  advisor  or  download  one  at  vankampen.com.  Please  read 
prospectus  carefully  before? Investing!.  Copyright  '"2006  Van  Kampen  Funds  Inc.  RN06-00755P-Y03/06 
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"We've  all  learned 
some  powerful  lessons 
here  about ...  hubris 
and  humility" 

-Fannie  Mae  CEO  Daniel  Mudd  after  the  Office 

of  Federal  Housing  Enterprise  Oversight  and  the 

SEC  fined  the  company  $400  million  for 

doctoring  earnings  to  inflate  top  execs'  bonuses 
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A  DIFFERENCE  a  year 
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shortfall  may  already  be  as 
low  as  $40  billion,  a 
remarkable  advance  over 
last  year's  $145  billion  (itself 
down  from  $202  billion  in 
2002). 

IBM,  General  Motors,  and 
Hewlett-Packard  are  among 
those  on  the  right  path,  with 
pension  coffers  gaining  $1 
billion-plus  last  year.  So  is 
copper  miner 
Phelps  Dodge, 
whose  plan  is  now 
97%  funded. 

Not  everyone's 
celebrating.  Credit 
Suisse  First  Boston 
analyst  David  Zion 
says  almost  320 
companies  are  still 
underfunded,  78 
with  assets  that 
don't  cover  even 
70%  of  what  they  are 
projected  to  have  to  pay  out. 
Struggling  Ford  Motor  is  in 
particularly  bad  shape,  with  a 
nearly  $11  billion  deficit  and  a 
pension  obligation  more  than 
six  times  its  market  cap. 

-Nanette  Byrnes 


THE  BIG  PICTURE 

DEPARTURES  Board  turnover  is 
steadily  rising,  exceeding  typical 
Droxy-season  churn,  says 
Richard  Jacovitz  of  Liberum 
Research.  Why?  "Pressure  from 
activist  investors  and  Sarbanes- 
Oxley,"  he  says. 

BOARD  OF  DIRECTOR  CHANGES 

:T0BER,2005  APRIL,  2006  MAY  1-21, 2006 
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Up  1.8%  from  all  of  April 
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SECOND  ACTS 

Carly  Fiorina's 
BacK  Pages 

LIKE  BILL  CLINTON,  Carly  Fiorina  has  always  had  a  way  with 
audiences.  And  on  May  18  in  Washington,  15  months  after 
being  fired  as  ceo  of  Hewlett-Packard,  she  was  at  it  again. 
Addressing  an  eager  crowd  at  BookExpo  America,  the  annual 
publishing  industry  confab,  she  applied  her  trademark  glamour 
and  intelligence  to  the  topic,  "The  Future  of  Publishing  in  the 
Digital  Age."  Fiorina  was  really  there  to  create  buzz  for  her 
memoir,  Tough  Choices,  to  be  published  by  Penguin  Group  in 
October.  She  wrote  it,  she  said,  partly  to  "present  a  more 
authentic  portrait  of  myself "  than  the  caricature  she  saw  in 
press  coverage  of  her  HP  years.  Seeming  to  take  some  credit  for 
HP's  current  health,  she  also  said  that  under  her  tenure,  HP  took 
the  required  risks  and  "is  now  a  leader,  not  a  laggard." 

An  excerpt  of  the  book  handed  out  at  the  show  offers  a 
glimpse  of  Fiorina's  steely  resolve  even  as  a  young  executive. 
At  AT&T  early  in  her  career,  she  writes,  a  colleague  arranged  a 
business  lunch  at  a  strip  club  where  women  "would  dress  in 
completely  see-through  baby-doll  negligees  and  dance  on  top 
of  the  tables  while  the  patrons  ate."  Fiorina  insisted  on  going, 
and  the  next  day  at  the  office,  she  writes,  "the  balance  of 
power  had  shifted  perceptibly.  I  had  shown...that  I  would  not 
be  intimidated,  even  if  I  v/as  terrified."  -Hardy  Green 
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PERK  PATROL 

GAS:  THE  GIFT 
THAT  KEEPS 
ON  GIVING 

WITH  GAS  PRICES  above  $3  a 
gallon  and  fears  of  more 
increases  this  summer,  some 
employers  are  easing  the  pain 
at  the  pump. 

Last  month,  GE  Consumer 
Finance  handed  out  $10  gas 
cards  to  all  350  employees  of 
its  Tempe  (Ariz.)  customer 
service  center  at  an  employee 
appreciation 
barbecue. 
This  week, 
Methodist 
Hospital  System, 
a  Houston-based 
nonprofit  health- 
care organization 
gave  $250  Chevron  gas  gift 
cards  to  some  10,000 
employees,  excluding 
physicians  and  senior 
executives.  The  program 
started  after  workers  voiced 


BLOGSPOTTING 

THE  INVISIBLE 
MITT 

http://dberri.wordpress.com 
»  WHY  READ  IT:  For  a  view  of 
the  sports  world  as  Adam 
Smith  would  have  seen  it. 

» NOTABLE  POST  "Over  the 
last  five  years,  five  different 
teams  have  won  Major 
League  Baseball's  October 
Classic...  [CJompare  this  to 
the  first  60  years  of  baseball 
in  the  20th  century....  The 
Yankees  filled  29  of  the  first 
120  possible  slots.  If  we 
extend  this  to  any  team  from 
New  York  City— the  Yankees, 
Dodgers  or  Giants— these 
three  teams  played  in  the 
World  Series  53  times.  That's 
close  to  half!....  [Competitive 
balance  in  baseball  is  clearly 
better  than  it  used  to  be!" 
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worries  about  higher 
commuting  costs  in  meetings 
and  in  e-mails  to  the  CEO  and 
CFO.  To  ensure  that  staffers  get 
the  full  $250,  Methodist 
actually  spent  $400  per 
employee  to  account  for  taxes, 
making  its  outlay  almost  $4 
million.  "We  really  value  the 
quality  of  care  we  provide," 
says  Dr.  Marc  Boom,  executive 
vice-president  of  the  largest  of 
the  system's  three  hospitals. 
"We  want  to  be  an  ideal 
employer." 

Are  gas  cards  the  next  big 
perk?  About  6% 
of  employers 
responding  to 
an  informal 
poll  by  the 
National 
Association 
for  Employee 
Recognition  said  they  were 
offering  them  to  employees  as 
an  incentive.  But  that  figure 
could  grow  quickly,  if  one 
respondent's  answer  is  any 
guide:  "No,  but  that  is  a  really 
good  idea."     -Jena  McGregor 


BRAND  BABBLE 

THE  AVERAGE  American  mentions  specific 
brands  56  times  a  week  in  conversation,  say 
continuing  online  survey  by  market  researchl 
Keller  Fay  Group.  Daily  since  April,  the  firm  I 
been  asking  100  different  people,  ages  13  to 
69,  to  recallbrands  they  refer  to  when  talking 
to  family,  friends,  and  co-workers.  Advertiser 
subscribing  to  the  survey  can  use  the  results 
determine  a  brand's  "talk  share"  relative  to  ili 
market  share.  The  higher  the  talk  share,  the  \ 
belief  is,  the  more  that  market  share  will  gro<j 
Keller  Fay  co-founder  Brad  Fay  says  the  f  irmi 
initiated  the  study  after  noticing  that  "brand 
and  companies  are  a  major  currency  of 
conversation  in  America. '         -Bremen  L 


THE   ARCHITECTS   OF  TIME 


THE  ARCHITECT  SERIES 


ibel  proudly  honors  the  legacy  of  Oscar  Niemeyer  and  supports  the  vision  of  timeless  architecture. 
The  Niteroi  Contemporary  Art  Museum,  1996.  Niteroi,  Brazil. 
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WHY 

ACADEMIA 

DIGSiTUNES 

Having  recently  discovered 
iTunesasawaytomarket 
themselves,  dozens  of 
colleges  and  universities,  from 
tiny  Regis  College  in  Weston, 
Mass.,  to  the  University  of 
California  at  Los  Angeles,  are 
making  podcasts  and  video- 
casts  of  lectures,  campus 
tours,  and  athlete  interviews. 
The  free  podcasts  are 
available  from  Apple's  iTunes 
or,  in  a  few  cases,  from  an 
"iTunes  U"  Web  site  run  by  the 
school.  (Most  iTunes  U  sites 
are  set  up  on  college  intranets 
under  a  no-fee  deal  with  Apple 
to  podcast  classes  to  students. 
But  Stanford  and  U.C. 
Berkeley  have  iTunes  U  sites 
available  to  the  public.)  "We're 
looking  at  capturing  more 
courses  on  audio-classes 
with  general  appeal,"  says 
Scott  Stacker,  Web  communi- 
cations director  at  Stanford, 
whose  iTunes  U  site  gets  about 
15,000  downloads  weekly. 

With  colleges  increasingly 
competing  for  students, 
schools  "are  looking  for  any 
way  to  get  attention  and  be 
seen  on  the  cutting  edge," 
says  Jeffrey  Young  of  the 
Chronicle  of  Higher 
Education.  "It's  another 
mark  of  distinction." 

-Kristin  Dew 
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NETWORKING 

A  (MARKETING) 
HOUSE  IN 
THE  HAMPTONS 

NETWORKING  has  always 

been  part  of  summer  in 

the  Hamptons. 
But  this  season, 
the  schmoozing  at 
the  posh  Long 
Island  beach 
community  will  be 
a  bit  more  formal— and 
corporate— thanks  to  a 
marketing-and-PR  duo  who 
will  be  holding  events  at  a 
"summer  marketing  house" 
to  bring  together  company 
leaders,  celebrities,  media 
types,  and  just  plain  wealthy 
weekenders.  If  if  s  successful, 
the  "cocktails  and 
discussion"  series,  featuring 
corporate  speakers,  may  lead 
to  similar  programs  in  Los 
Angeles,  Vail,  and  Sundance. 

This  summer's  series,  dubbed 
the  Hamptons  Roundtable,  is 
the  brainchild  of  Joseph 
Anthony,  who  heads  Vital 
Marketing,  and  Ronn 


GREENWEAR 

SENSITIVE 
SOLES 

ASK  DECKERS  Outdoors  if  it's 
easy  being  green.  The  Goleta 
(Calif.)  company  that  makes 
Ugg  boots  and  Teva  sandals 
is  pitching  an  environmentally 
friendly  shoe  line,  the  Green 
Toe.  The  footwear,  such  as 
the  $55  Toe  Foo  sandal,  is 
made  from  all-natural 
ingredients— jute,  cork, 
chemical-free  rubber,  and      a 
water-based  glues.  But      J& 


Torossian,  who  runs  5W 
Public  Relations,  both  based 
in  New  York.  Anthony 
(whose  clients  include  JLO  by 
Jennifer  Lopez)  and 
Torossian  (who  represents 
Anthony's  agency,  among 
others)  will  host  the  series 
every  other  Saturday  from 
June  10  to  Labor  Day  at  an 
East  Hampton  house  they've 
rented.  The  idea  is  to  invite 
75  to  100  "tastemakers  and 
influencers"  in  business, 
media,  entertainment,  and 
sports  to  discuss  topics  such 
as  mass  media's  future  and 
the  success  secrets  of  young 
millionaires.  "This  will  give 


that  presents  challenges. 

Using  only  vegetable-based 
dyes  limits  the  color  assort- 
ment. And  Deckers  has  to  ship 
the  shoes,  made  in  China,  in 
refrigerated  containers  to 
prevent  the  untreated  rubber 
soles  from  melting.  Chief 
Executive  Angel  Martinez  says 
he  hasn't  heard  any 
complaints  about  the  shoes 
liquefying  in  hot  weather,  but 
notes:  "I  wouldn't  keep  them 
in  your  car  on  a  summer  day." 


brands,  companies,  and 
celebrities  access  to  each 
other,"  Torossian  says, 
adding  that  friends  and 
clients  like  MTV  host  Nick 
Cannon  and  New  York  Knk 
guard/forward  Jalen  Rose  v 
drop  by  to  build  buzz. 

Top  brass  from  Motorola  i 
and  Evian  (a  5W  client)  hav 
signed  on  to  speak.  Will 
eastern  Long  Island's  upsc; 
summer  people  welcome  a 
marketing  house  in  their 
midst?  Anthony  thinks  the; 
will,  because  the  series  is 
"social  and  selective"— like 
most  of  the  Hamptons. 

-Elizabeth  Woyke 


Marketing  the  Green  To 
collection,  which  debuted  li  I 
fall  under  the  company's 
Simple  Shoe  line,  is  anothe 
challenge.  Hardcore  anima 
rights  activists  reject 
anything  made  from  leathe 
a  material  Deckers  hasn't 
ruled  out  for  future  Green 
Toe  shoes.  And  those 
factories  in  China  can 
provoke  the  human  rights 
crowd.  At  the  same  time, 
Deckers  doesn't  want  the  1 
viewed  as  hippie  wear.  It 
wants  mainstream  buyers, 
too.  So  its  ads  take  a  tongi 
in-cheek  approach 
"Finally,"  reads 
one,  "a  shoe  that 
vegans  can  eat 
-Chris  Pah 
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THE  ALL-NEW  CAMRY  HYBRID. 
FOR  THE  NICHE  MARKET  CALLED  EARTH 


Pianet-pleasin'.  People-pleasin'.  Pocketbook-pleasin'. 
Meet  the  all-new  2007  Camry  Hybrid.  Engineered  to 
squeeze  up  to  an  unheard-of  600  miles  from  a  single 
tank  of  gas'  -  practically  twice  the  mileage  of  a 
regular  mid-size  sedan  -  while  simultaneously 
cutting  smog-forming  emissions  to  almost 
non-existent  levels. 

It's  a  feat  that  some  claim  is  still  years  away. 
And  without  Toyota's  Hybrid  Synergy  Drive?  it  would  be. 
But  the  hybrid  system  is  real,  it's  here,  and  it's  available 
now  on  the  all-new  Camry. 

The  technology  combines  a  highly  efficient, 
gasoline-powered  engine  with  a  self-charging 


performance  and  fuel  economy.  Which  means  you'll 
use  less  gas.  And  less  gas  equals  fewer  emissions  - 
80%  fewer  to  be  exact.2  Bottom  line,  the  best-selling 
car  in  America3  is  now  the  best  car  for  America. 
Now,  doing  your  part  for  the  world  of 
tomorrow  -  and  saving  money  in  the  process  - 
should  make  you  feel  pretty  good.  But  the  new 
Camry  Hybrid's  filled  with  features  designed  to 
make  you  feel  even  better.  Like  a  Plasmacluster™4  air 
ionizer  that  helps  reduce  airborne  germs  inside  the 
cabin.  Or  an  MP3-ready  audio  system  created 
to  enhance  your  mood,  derived  from  the 
latest  in  the  field  of  psychoacoustics.  And 


electric  motor.  These  two  powerplants  work         Despite  its  unique  technology,        to  help  keep  your  mind  at  ease,  an  array  of 

the  Camry  Hybrid  drives  just 

side-by-side,  linked  by  a  tiny  computer  that         n^  a  regular  car. 


continuously    monitors    road    and    driving 
conditions.  So  whether  you're  speeding  up, 
slowing  down  or  idling  at  a  stop- 
light, the  Camry  Hybrid  knows 
the  precise  mix  of  engine  and 
motor    to    generate    optimum  (^) TOYOTA  I  IJIOViPg  fOfWSnl  k         a  car  becomes  more 


standard  safety  features  -  including  seven 

interior  airbags  (even  one  for  the  driver's 

knees).5  For  more  information  on  the  car 

that's  as  good  for  you  as  it  is  the 

environment,   visit   toyota.com. 


THE  ALL-NEW  2007  CAMRY  Ufa® 

The  2007  Camry  Hybrid.  When 


^^B  Toyota  Motor ;  omtjined  and  a  full  17.2-gallon  !  spared  to  the 

^^B* ne"  vehicle.  Baser  Remark  of  Slwp  tie:!  'ormation  on  Toyota's 

ront  passenger,  front  seal  moi  -  e  airbag  and  i  ,  -ase  visit  toyota.com. 
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If  oil  companies  can't 
survive,  their  refining 
facilities  could  well  be 
turned  into  regulated 
public  utilities." 

-Edwin  P.  Reubens 
Weston,  Fla. 


(Abour 


WHO  NEEDS  BIG  OIL  COMPANIES 
ANYWAY? 

THE  BIG  OIL  companies  are  indeed  in 
deepening  trouble,  including  nationaliza- 
tions abroad.  ("Why  you  should  worry 
about  Big  Oil,"  Cover  Story,  May  15).  But 
why  should  the  average  citizen  be  con- 
cerned? Won't  the  oil  continue  to  flow  to 
consumers  even  if  the  present  companies 
fade  away? 

You  postulate  that  "private  oil  compa- 
nies are  better  than  national  companies  at 
getting  the  best  results."  They  may  be 
more  efficient  in  the  narrow  sense  of  oil 
operations  and  more  eager  to  lock  in  new 
fields.  But  recall  their  manipulation  of 
prices,  their  collaboration  with  specula- 
tors in  the  futures  markets,  and  their  re- 
luctance to  help  develop  alternative 
sources  of  energy.  If  oil  companies  can't 
survive,  their  refining  facilities  could  well 
be  turned  into  regulated  public  utilities, 
much  like  electric  power  and  telephone 
services.  As  for  the  fear  that  foreign  na- 
tional oil  companies— or  their  OPEC-type 
cartels— may  manipulate  the  supply  to 
raise  prices,  the  record  shows  that  the  Big 
Oil  companies  seldom  resist  price  rises— 
rather,  they  embrace  them! 

The  direct  counterweight  to  extortion- 


ate pricing  would  be  to  stimulate  ethar, 
and  other  alternative  energy  souro 
which  would  undercut  high-priced  cm 
oil.  Another  response  might  be  to  esta 
lish  a  genuine  international  oil  autho> 
ty— an  operational  agency,  not  just  stati 
tical,  like  the  International  Ener 
Agency  set  up  in  1974— that  would  be  t 
central  buyer  for  most  of  the  world's 
production  and  would  sell  it,  at  a  sr 
markup,  to  the  importing  nations  oft 
collective. 

More  ominous  is  the  long-term  tre: 
that  you  report  on  worldwide  oil  co. 
sumption  rising  much  faster  than  nil 
discoveries  of  oil  fields.  Here,  certainly, 
need  to  promote  more  conservation,  t 
mainly  we  need  to  promote  the  altem 
tive  sources  that  are  now  emerging. 

-Edwin  P.  Reuh 

Weston,  I 

Editor's  note:  The  writer  is  a  retired  p:\ 

fessor  of  economics  at  City  University 

New  York. 

YOUR  TIMELY  ARTICLE  overlooks  wlj 
may  be  the  biggest  worry  of  all:  reachiil 
then  passing,  the  peak  of  annual  wor  [ 
wide  crude  oil  production.  Building, 
the  pioneering  work  of  Dr.  M.  King  Ht< 
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"Subtle  and  sensual,  a  fragrance  shoull  be  an  aura  that  surrounds 

Giorgio  Armani 


teadersReport 


t,  who  accurately  predicted  the  1970 
rimum  of  U.S.  (lower  48  states)  pro- 
tion  about  15  years  in  advance,  sever- 
oted  geoscientists  (such  as  Emeritus 
fessor  Kenneth  S.  Deffeyes  of  Prince- 
)  now  forecast  that  the  global  top  will 
or  within  the  next  decade.  Should  it, 
resulting  imbalance  between  sagging 
duction  and  surging  demand,  notably 
n  China  and  India,  can  only  lead  to 
her  price  increases  regardless  of 
ch  company  or  country  controls  the  fi- 
supply  of  this  precious  fossil  fuel. 

-Robert  L.  Christensen 
Chappaqua,  N.Y. 

TEAD  OF  INVESTIGATING  oil,  could 
please  have  a  congressional  inquiry 
i  Snapple  at  $6.30  a  gallon?  I  seem  to 
more  of  that  stuff  than  oil. 

-Barry  Twersky 
Lakewood,  N.J. 

I  FORECAST  FOR  ENERGY 
ICIENCY  IS  FAR  FROM  CLOUDY 

JR  ARTICLE  "DARK  DAYS  for  energy 
:iency"  (Environment,  May  1)  looks 
ctively  at  a  few  lines  in  a  government 
?arch-and-development  budget  while 
sing  the  big  picture.  The  2005  energy 
brought  billions  in  new  tax  breaks  for 
rgy-efficient  technologies,  a  host  of 
/  appliance-efficiency  standards,  and 
)verarching  recognition  that  energy  ef- 
:ncy  is  the  cheapest,  fastest  method  of 
lg  our  resources  more  productively, 
ndeed,  these  are  not  the  "dark  days." 
sident  George  W.  Bush  has  chal- 
ked the  nation  to  overcome  its  addic- 
i  to  oil.  Consumers  large  and  small  are 
ing  attention  to  energy.  Markets  are 
)onding.  Private  investments  in  ener- 
efficiency  are  soaring.  The  nation's 
;est  single  user— the  federal  govern- 
lt— is  leveraging  $1.5  billion  in  private 
ital  to  improve  its  own  efficiency,  with 
jayers  reaping  the  ultimate  reward. 
I  yes,  key  areas  of  government  R&D, 
ri  as  building  technologies,  the  appli- 
e  standards  programs,  hydrogen,  and 

cells,  are  rising,  not  falling. 
Ve    are    pursuing    transformational 
inologies  to  change  the  way  we  power 

cars,  homes,  and  businesses,  but  en- 
f  efficiency  will  always  be  at  the  foun- 

on  of  those  efforts. 

-David  Gorman 

Under  Secretary  of  Energy 

Washington 

iANOL  PLANTS  AND  PUMPS: 
AT  ARE  WE  WAITING  FOR? 

IANOL  PLANTS  COST  $75  million  to 
d,  vs.  $1  billion  for  gasoline  refineries, 


according  to  "Drunk  on  ethanol"  (Fi- 
nance, May  15).  While  output  is  smaller, 
these  plants  come  online  sooner  and  offer 
the  benefits  of  significantly  reduced  pol- 
lution, jump-starting  the  economy  of 
America's  heartland,  and  reducing  our 
dependence  on  countries  led  by  dictators 
and/or  sponsors  of  terrorism.  In  addition, 
the  billions  we  are  paying  to  fight  wars 
every  few  years  in  oil-rich  countries  di- 
rectly add  daily  to  the  human  and  finan- 
cial costs  of  foreign  oil.  Seems  like  a  no- 
brainer. 

Shame  on  our  politicians  for  prevent- 
ing us  from  following  Brazil's  lead  and 
converting  sooner.  Incentives  to  inde- 
pendent gas  stations  to  add  E85  pumps  is 
a  much  better  solution  than  tax  breaks  or 
incentives  to  Big  Oil  to  build  refineries. 
-  Wade  Anderson 
Sherwood,  Ore. 

STEREOTYPING 

AND  "WHITE  MAN  BIAS" 

THE  HOOPLA  SURROUNDING  William  T. 
Bielby's  "unconscious  bias"  theory, 
("White  men  can't  help  it,"  Legal  Affairs, 
May  15)  is  troubling  for  several  reasons. 
First,  an  association  does  not  prove  cause 
and  effect,  and  the  trial  judge  is  supposed 
to  make  that  distinction.  Second,  Christo- 
pher Winship  is  absolutely  correct  when 
he  says  that  if  the  tables  were  turned  "all 
hell  would  break  loose."  Third,  Professor 
Bielby  and  his  plaintiffs'  attorney  patrons 
are  advocating  exactiy  what  our  antidis- 
crimination laws  are  designed  to  prevent: 
stereotyping.  Last,  and  probably  most 
critical,  does  due  process  allow  us  to  hold 
any  person  legally  responsible  for  his 
"unconscious  behavior"— that  is,  the  in- 
ability to  refrain  from  doing  what  the  un- 
conscious behavior  causes  him  or  her  to 
do?  We  do  not,  for  example,  hold  liable  a 
driver  who,  unaware  of  any  problem,  has 
a  seizure  for  the  first  time  while  driving. 
Perhaps,  if  Bielby's  theory  is  repro- 
duced by  others  and  does  ultimately  be- 
come a  validated  theory  of  causation,  it 
will  indeed  be  a  powerful  weapon— for  the 
defense.  After  all,  according  to  this  theory, 
white  men  cannot  help  discriminating. 

-William  R.  Clarke 
Richland,  Wash. 

IT  ABSOLUTELY  FLOORS  me  that  these 
companies  that  actively  discriminate 
have  the  audacity  to  try  to  fight  it  in  court, 
as  if  they  don't  know  what  they've  done.  If 
they're  intelligent  enough  to  run  billion- 
dollar  companies,  they're  intelligent 
enough  to  realize  when  they've  made  a 
promotion  selection  based  more  on  their 
own  comfort  levels  and  less  about  job 


performance.  A  solution  aside  from  job 
posting  would  be  recruitment  and  selec- 
tion based  on  standard  criteria  rooted  in  a 
job-task  analysis.  That  way,  the  "innocent 
defense"  of  assuming  women  do  not 
want  to  relocate  would  be  null,  as  a  po- 
tential qualification  for  accepting  any  po- 
sition would  be  relocation. 

-Adelle  Crump 
Philadelphia,  Pa. 

ONE  CAN  ONLY  HOPE  the  courts  will 
soon  realize  that  "unconscious  bias"  the- 
ory is  a  silly  amalgamation  of  junk  sci- 
ence and  psychobabble  whose  sole  objec- 
tive is  to  profit  at  the  expense  of  the 
innocent. 

-Leonard  R.  Powers 
Beaverton,  Ore. 

SINCE  COLLEGES  and/or  universities 
are  businesses  producing  a  product 
and/or  offering  services,  there  must  be 
white  male  professors  who  are  unaware 
of  how  stereotypes  affect  their  percep- 
tions, including  Professor  Bielby.  To 
prove  his  point,  all  white  male  professors 
must  be  guilty  of  biases  and  therefore 
have  a  direct  effect  on  discriminatory  let- 
ter-grade achievement.  They  can't  help  it. 
Documented  submission  of  an  "expert 
witness"  paper  investigating  and/or 
monitoring  white  male  professors  na- 
tionwide may  be  justified  under  Bielby's 
theory  to  achieve  fairness. 

Perhaps  with  government  grant  exten- 
sions in  the  millions  of  dollars,  Bielby  will 
be  able  to  do  a  long-term  study  of  white- 
male  offspring  from  mixed-race  mar- 
riages and  prove  his  theory  of  subcon- 
scious white  male  genetics.  That  would 
cement  his  legal  "expert"  standing 
and/or  credentials. 

-A.  Cornedi 
Ft.  Collins,  Colo. 
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Technology&You 


BY  STEPHEN  H.  WILDSTROM 


Net  Calls  Get  a  Better  Hearings 

Skype,  the  Internet-based  phone  service,  was  created  for  consumers,  not 
business  folk.  But  it  has  been  winning  a  big  following  in  the  business 
community,  mainly  because  executives  long  for  an  alternative  to  paying 
extortionate  international  tariffs.  After  the  initial  sense  of  awe  wears  off, 
however,  many  people  find  that  a  laptop  is  a  clumsy  substitute  for  a  phone  J 


POLYCOM 
COMMUNICATOR 


Two  new  products  from  teleconfer- 
encing leaders  Polycom  and  ClearOne 
Communications  can  turn  your  com- 
puter into  a  high-quality  speakerphone,  which 
goes  at  least  partway  to  solving  the  problem. 

Computer-to-computer  Skype  calls  are  free, 
but  they  work  only  if  the  recipient  is  sitting  by 
a  PC  with  the  Skype  software  running.  A  serv- 
ice called  SkypeOut  lets  you  use  your  laptop 
to  dial  any  phone  in  the  world  for  mere  pen- 
nies a  minute.  That's  obviously  a  big  improve- 
ment over  paying  $1  per  minute  from  a  cell 
phone,  including  international  roaming  charges.  Hotel  sur- 
charges can  drive  up  the  cost  on  international  calls  made 
from  room  phones  even  higher. 

But  cheap  as  it  is  to  use  Skype  or  other  Voice  over  Internet 
Protocol  (VoIP)  services,  if  s  also  a  nuisance,  mainly  because 
the  built-in  microphone  and  speakers  on  most  laptops  pro- 
duce dreadful  sound  quality.  Theoretically,  you  can  address 
this  through  the  wonders  of  wireless:  a  Bluetooth  headset 
with  a  Bluetooth-equipped  laptop.  Unfortunately,  the  Win- 
dows setup  is  daunting.  And  the  corded  headset  that  you  use 
with  your  cell  phone  has  a  plug  that  is  incompatible  with  lap- 
tops' audio  jacks. 

In  many  situations,  a  quality  speakerphone  provides  an  at- 
tractive alternative.  The  basic  designs  of  the  ClearOne  Chat 
50  ($149)  and  the  Polycom  Communicator  ($129,  available  in 
June)  are  quite  similar.  Each  is  a  small  box  that  plugs  into  a 
laptop  with  a  USB  cable.  And  each  contains  the  same  sort  of 
sound-processing  circuitry  that  ClearOne  and  Polycom  use 
in  their  conference  room  products.  These  allow  the  portable 
versions  to  function  as  "full-duplex"  speakerphones,  meaning 
that  parties  on  both  ends  can  talk  at  once,  with  very  good  au- 
dio quality. 

THERE  IS  ONE  DESIGN  DISTINCTION  between  the  two  systems 
that  really  makes  a  difference.  The  Polycom  is  optimized  to 
make  Skype  calls,  while  the  ClearOne  goes  for  greater 
versatility.  I  was  impressed  with  Polycom's  clever,  compact 
design.  A  flap  on  the  back  pulls  out  to  form  a  prop  that 
positions  it  on  a  desktop.  When  closed,  the  flap  covers  a 
storage  compartment  for  the  USB  cable.  There  are  five  buttons 
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on  the  front:  three  to  control  volume  and 
mute  functions,  a  fourth  to  launch  the  Skypil 
program  on  your  PC,  and  a  fifth  to  actually   j 
initiate  a  Skype  call. 

These  buttons  add  a  lot  of  convenience 
when  you  are  using  Skype,  and  they  don't 
really  limit  your  options.  Your  computer  see 
the  Polycom  Communicator  as  a  microphon 
and  speaker,  so  if  you  work  for  a  company  th 
frowns  on  Skype  for  security  reasons  you  car 
use  the  device  with  any  number  of  alternati 
PC-based  solutions,  such  as  the  Cisco  IP 

Softphone.  On  a  recent  busines 
TWO  I1CW  trip t0  Europe,  I  used  the 

j        *  Communicator  both  for  Skype 

prOQUCtS  CHI!      calls  to  the  U.S.,  for  which  I  pai 

0.017  euros,  or  a  bit  over  2<t  a 
minute,  and  as  a  microphone  t< 
record  my  weekly  podcast. 

The  ClearOne  Chat  50  also 
served  me  very  well.  It  lacks  Sk) 
integration,  so  you  lose  a  little 
convenience.  But  you  gain  the 
ability  to  use  it  as  a  speakerpho 
for  your  wireless  handset,  or  ev 
as  a  speaker  for  an  iPod  or  other  music  player.  It  works  with : 
any  handset  that  takes  a  standard  2.5  mm  round  plug,  and  il 
much  better  than  the  speakerphone  function  built  in  to  mosi 
handsets.  The  catch  is  that  the' audio  cable,  unlike  USB,  does 
provide  power,  so  you  have  to  use  an  awkward  external 
adaptor.  And  while  the  sound  quality  is  quite  good,  there's  o 
one  speaker,  so  the  output  is  mono,  not  stereo. 

I  found  both  systems  very  handy.  Unless  you  need  the  e> 
flexibility  offered  by  ClearOne,  however,  the  Polycom's  clea 
compact  design  and  lower  price  make  it  a  bit  more  attracti' 
especially  if  you  are  planning  to  use  it  with  Skype.  ■ 

E-mail:  techandyou@businessweek.t 
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For  past  columns  and  online-only  reviews, 
go  to  Technology  &  You  at  businessweek.com/go/techmaven/ 
To  hear  Steve  Wildstrom's  podcast  on  his  latest  column,  go  to 
www/businessweek.com/search/podcasting.htm  * 
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When  competing  with  other 
companies'  supply  chains, 
where  do  you  find  an  edge? 


exible  network  of  UPS  can'help  you  respond  quickly  to  changing  market 
Jitions  anywhere  in  the  world.  That  can  save  you  from  costly  delays  and 
nnate  unnecessary  warehousing.  So  while  your  competition  may  be  forced 
aste  time  and  money,  you  can  remain  on  schedule  and  in  control. 

com/supplychain  1-800-742-5727 


MediaCentric 

Media,  Marketing,  and  Advertising  in  the  21st  Century 


BY  RONALD  GROVER 


Murdoch's  Tech  Offensive 

The  NDS  Group,  a  collection  of  former  code-breakers,  scientists,  and  even  a 
few  ex-spy  chasers,  could  be  one  of  those  shadowy  outfits  that  help  Jack 
Bauer  battle  bad  guys  on  Fox  Broadcasting's  hit  show  24.  But  NDS  is  no 
creation  of  a  conspiracy- obsessed  Hollywood  writer.  It's  what  Rupert 
Murdoch,  chairman  of  Fox  parent  News  Corp.,  is  betting  on  to  help  make  hill 


i 


the  most  powerful  player  in  the  TV  world. 

In  the  media  industry's  version  of  the 
arms  race,  no  one  is  better  equipped. 
News  Corp.  owns  76%  of  the  onetime 
Israeli  company  that  comes  up  with  tech 
wizardry  like  "smart  codes,"  which  are 
programmed  with  complex  algorithms 
that  keep  TV  beamed  from  Murdoch's 
global  fleet  of  satellites  from  getting  into 
the  hands  of  pirates.  Now  NDS's 
brainiacs  are  cooking  up  a  jam-packed 
set-top  box  for  News  Corp.'s  U.S. 
satellite  service,  DirecTV.  The  boxes  will 
let  viewers  assemble  their  own  shows 
from  snippets  of  different  programs, 
change  camera  angles  for  sports  events, 
even  stream  some  Internet  programs 
from  the  Web  onto  their  TVs.  "Rupert 
sees  technology  as  a  weapon,"  says  NDS 
CEO  Abe  Peled,  a  former  Israeli  platoon 
commander  and  top  IBM  scientist. 

Satellite  can't  yet  compete  in  data  and 
phone,  given  its  one-way  service  from 
the  skies  downward.  But  NDS  is 

providing  plenty  of  bells  and  whisdes,  including  a  service  that 
boosted  DirecTV  subscriber  counts  by  offering  several  games 
simultaneously  on  the  screen  during  March  Madness.  Its 
"hybrid"  DVR  will  use  DSL  to  offer  Internet  on  the  TV  screen. 
And  in  a  lab  in  Costa  Mesa,  Calif.,  researchers  are  readying 
other  services:  a  feature  that  lets  viewers  record  programs  by 
simply  clicking  on  the  network  TV  promo  and  another  that 
streams  content  from  News  Corp.'s  newly  acquired  IGN  Internet 
game  site.  Further  down  the  road  is  a  wireless  Net  technology 
that  will  enable  video-on-demand  for  mobile  devices. 

MURDOCH  NEEDS  TO  MOVE  even  faster.  Cable  has  its  own  digital 
skunk  works:  At  Time  Warner,  a  smallish  unit  in  Westminster, 
Colo.,  code-named  The  Maestro  Group,  helped  create  a  service 
that  lets  viewers  restart  shows  that  have  already  begun.  Time 
Warner  is  also  making  available  more  hours  of  video-on- 
demand  than  DirecTV  can.  "NDS  is  Rupert's  way  of  trying  to  do 
the  best  he  can  with  a  basically  inferior  product,"  says  Peter 
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Stern,  Time  Warner  Cable's  executive  vice-S 

president  for  product  management. 

Technology  hasn't  always  been 

Murdoch's  friend.  His  company  took 

$6  billion  write-down  and  suffered' 

humiliation  of  taking  control  of 

Gemstar-TV  Guide  International  jusli 

before  its  CEO,  Henry  Yuen,  resigned 

and  was  later  found  liable  for 

accounting  irregularities.  Gemstar  pq 

$10  million  to  setde  a  civil  suit  relatec 

to  those  allegations  in  2004. 

And  as  smart  as  Murdoch's  ND5 
investment  looks  today,  the  compa) 
hasn't  always  been  a  picnic.  In  tho 
early  1990s,  one  of  Murdoch's 
partners  in  the  venture,  Israeli- 
American  businessman  Michael 
Clinger,  was  accused  by  Murdoch  of  ij 
overcharging  the  company  for  sma 
cards  made  by  an  associate.  While 
Clinger  has  denied  the  charges,  Newj 
Corp.  did  win  a  $47  million  civil 
judgment  in  1998  related  to  the 
allegations.  The  company  says  it  can't  find  Clinger.  Later, 
French  satellite  company  Canal-i-  Group  sued,  alleging  that 
NDS  used  a  hacker  to  break  the  code  on  Canal+'s  competinf 
smart  cards  and  publicized  the  code  on  the  Internet.  Canaln 
later  withdrew  the  suit  as  part  of  a  business  transaction,  antfl 
Peled  says  NDS  is  no  longer  looking  for  Clinger:  "Last  we 
heard,  he  was  in  Cuba,  and  we  don't  think  he  has  any  mone ' 
Since  taking  control  of  DirecTV  in  2003,  Murdoch's  missic 
has  been  to  lure  subscribers  from  cable  by  slashing  prices,  gr 
away  set-top  boxes,  and  paying  big  for  ads.  Now  comes  the 
second  wave:  a  technology  offensive.  During  a  recent  stroll 
through  NDS's  Costa  Mesa  facility,  the  75-year-old  proudly 
reviewed  his  arsenal.  "We  expect  NDS  to  build  up  new  offerii  [ 
and  to  improve  DirecTV's  market  share,"  he  said  with  a  croa 
grin.  Translation:  The  war  for  viewers  is  about  to  escalate. 


BusinessWeek 


Jon  Fine  is  on  vacation.  His  blog  on  media 
and  advertising  is  at  www.businessweek.com/mnovate/FineOnMedia 
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time  reducing  shipping  costs  and  offering  the  average  truck  a  fuel  savings  of  $2,000  per  year.  (If  yo<  m 
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For  companies,  SmartWay 
can  add  up  to  7%  in  fuel  savings. 

SmartWaySM  Transport  helps  companies  reduce  greenhouse  gas  and  air  pollutants,  while  at  the  sam4 


have  a  lot  of  trucks,  that's  a  lot  of  savings.) 


To  find  out  more  about  this  new  partnership,  call  for  your  info  kit  at  1-734-214-4767 
or  log  onto  www.epa.gov/smartway. 
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A  new  voluntary  program  from  tl 
U.S.  Environmental  Protection  Agen 
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JAMES  C.COOPER 


rhe  Fed's  Balancing  Act 
ust  Got  a  Lot  Tougher 

'ith  inflation  rising  and  growth  slowing,  rate  decisions  will  be  much  riskier 


U.S.  ECONOMY 


Financial  markets  around  the  world  have  lost  their 
>oting  in  recent  days.  Stocks  have  plummeted  from  New  York  to 
ombay  since  May  10,  including  a  5%  drop  in  the  Standard  &  Poor's 
30-stock  index.  Commodity  prices  from  industrials  to  precious 
letals  have  tanked.  In  an  apparent  flight  to  quality,  U.S.  Treasury 


unties  and  the  dollar  have  both  rallied.  Nervous 
estors  are  left  to  ponder  what's  going  on. 
[n  a  nutshell,  the  risk  factor  in  global  financial  markets 
s  risen  considerably  this  year,  mainly  because  financial 
>s  are  recognizing  that  the  relative  certainty  created  by 
mg  period  of  easy  money  is  coming  to  an  end.  The 
)spect  of  greater-than-expected  policy  tightening  by 
'.  U.S.  and  European  central  banks— or  in  the  case  of 
>an,  sooner-than-expected— is  creating  new 
certainties  in  the  outlook.  Market  players  are 
nanding  higher  premiums  on  the  money  they  invest 
the  added  risk  they  have  to  take  on. 
Smack  in  the  middle  of  this  drama  is  the  Federal 
serve.  For  the  past  two  years,  U.S.  monetary  policy  has 
?n  a  cakewalk  for  the  markets.  The  Greenspan  Fed  laid 
:  a  plan  to  raise  interest  rates  from  levels  that  had 
j:ome  unnecessarily  low,  and  it  did  just  that.  Now  the 
1  of  Chairman  Ben  S.  Bernanke  has  to  do  the  hard 
•t:  decide  when  enough  tightening  is  enough.  The 
»blem  is,  the  markets  are  starting  to  get  a  taste  of  just 
iv  difficult  that  task  is  going  to  be. 
rhe  recent  bad  news  on  U.S.  inflation  means  that  the 
ss  for  the  U.S.  economy,  along  with  the  potential 
lout  for  markets  overseas,  are  rising.  So  far  this  year, 
isumer  prices  outside  of  energy  and  food  are  growing 
in  annual  rate  that  is  well  above  the  2%  comfort  limit 
several  Fed  officials,  including  Bernanke.  At  the  same 
le,  the  economy  shows  signs  that  it  may  finally  be 
wing  down  after  a  red-hot  first  quarter. 
\  mix  of  slow  growth  and  rising  inflation  is  one  that 
ltral  bankers  would  rather  not  have  to  face,  because 
icy  decisions  become  a  double-edged  sword:  A  pause 
he  Fed's  rate  hiking  could  allow  more  inflation  to  take 
d,  but  continuing  to  lift  rates  to  fight  that  possibility 
lid  cripple  the  economy.  This  is  a  dangerous  dilemma 
the  Fed,  and  it  goes  a  long  way  toward  explaining  why 
world's  financial  markets  are  in  such  a  stew. 

:LATI0N  READINGS  took  a  turn  for  the  worse  back 
jviarch,  when  the  measures  of  core  inflation,  which 
hides  energy  and  food,  unexpectedly  jumped  0.3% 
m  February.  Energy  and  food  costs  matter  to 
lsumers,  but  the  Fed  looks  at  the  core  index  to  judge 


if  the  impact  of  higher  energy  prices  is  spreading  to 
other  goods  and  services.  Then  in  April  the  core 
consumer  price  index  (CPI)  increased  0.3%  for  the 
second  month  in  a  row,  suggesting  that  the  March  spike 
was  not  a  fluke.  For  the  past  year  the  core  rate  for  the 
CPI  was  up  to  2.3%,  and  it  has  been  edging  higher  since 
last  June.  Over  the  first  four  months  of  2006,  it  was 

running  at  an  annual 


HOUSING  COSTS 
LIFT  CORE  INFLATION 


PERCENT  CHANGE  FROM  A  YEAR  AGO 
CONSUMER  PRICE  INDEXES 

■  CORE*   BRENT 
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•CPI  EXCLUDING  ENERGY  AND  FOOD 
Data:  Bureau  of  Labor  Statistics,  Global  Insight  Inc. 


rate  of  3%,  the  fastest 
four-month  clip  since 
1995. 

That  pace  has  been 
pushed  up  mosdy  by 
housing  costs  (chart), 
which  are  rising  faster 
only  because  of  the  way 
the  government  measures 
them.  It  uses  rental  rates 
on  various  properties  to 
gauge  how  the  monthly 
cost  of  housing  is 
changing,  and  this  index  accounts  for  a  huge  30%  of  the 
core  CPI.  But  there's  a  quirk.  When  demand  for 
homeownership  was  hot,  rents  slowed  sharply,  depressing 
this  measure  of  housing  costs.  Now,  with  home 
affordability  near  a  13-year  low,  the  rental  market  is 
picking  up  again— and  so  are  the  housing  cost  readings. 

The  question  is,  how  will  the  Fed  factor  this  quirk  into 
its  rate  decisions?  Clearly,  rising  housing  costs  at  a  time 
when  home  prices  and  market  conditions  are  softening 
may  not  reflect  reality,  but  it  can  also  be  argued  that 
falling  rental  rates  during  the  housing  boom  caused  the 
government  to  understate  the  cost  of  homeownership 
and,  thus,  overall  inflation. 

THE  FED'S  FAVORED  MEASURE  of  inflation,  the  core 
price  index  for  personal  consumption  expenditures  (PCE), 
uses  the  same  technique  for  estimating  housing  costs,  but 
the  weight  is  half  that  in  the  core  CPI.  Even  so,  core 
inflation  using  this  gauge  is  also  creeping  up.  Over  the  past 
year,  through  March,  the  rate  stood  at  2%.  But  over  the  first 
three  months  of  2006,  the  annual  rate  was  2.5%.  Any 
continued  tendency  of  this  index  to  breach  the  2%  level 
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will  put  pressure  on  the  Fed  to  tighten  policy  further. 

It  is  a  pressure  that,  to  some  extent,  the  Fed  has  put  on 
itself.  Last  year,  when  Bernanke  was  a  Fed  Governor,  he 
described  a  range  of  1%  to  2%  inflation,  measured  by  the 
core  PCE  index,  as  his  "comfort  zone."  With  Bernanke  now 
Fed  Chairman,  that  range  has  seeped  into  the  markets' 
thinking  and  into  the  thinking  of  many  Fed  officials.  The 
zone  is  now  tantamount  to  an  unofficial  inflation  target. 

The  Fed,  as  a  result,  may  have  painted  itself  into  a 
corner.  The  markets  have  come  to  expect  policymakers  to 
act  to  keep  inflation  within  this  range,  which  could  make 
it  difficult  for  the  Fed  to  pause  at  its  next  policy  meeting 
on  June  28-29.  The  bond  market,  in  particular,  may  not 
react  kindly  to  the  Fed  suggesting  a  comfort  zone  and 
then  allowing  inflation  to  run  above  it  without  further 
action.  At  stake:  the  Fed's  credibility  as  an  inflation 
fighter,  at  least  as  perceived  by  the  markets. 

THE  FINANCIAL  MARKETS  will  welcome  a  pause  in 
June  only  if  the  economic  data  imply  that  the  economy  is 
slowing  to  a  pace  that  will  allow  price  pressures  to  abate. 
It's  far  from  certain  just  yet,  but  recent  data  suggest  that 
conditions  for  a  more  Fed-friendly  growth  rate  are 
starting  to  fall  into  place. 

That's  especially  true  for  the  second  quarter.  Housing 
indicators  in  April  and  May  offered  mixed  signs,  but  all 
show  slippage  from  last  year's  peaks,  and  high  gasoline 
prices  are  eating  into  consumer  spending  and 
confidence.  Also,  several  forces  that  created  the 
economy's  boom-like  growth  rate  in  the  first  quarter 


GAS  PRICES 


were  temporary,  including  post-hurricane  rebounds  in 
several  sectors  and  a  record  warm  winter.  Those  factors 
sharply  boosted  construction  activity,  consumer 
spending,  and  exports,  and  their  sudden  absence  in  the  (i 
second  quarter  could  result  in  a  significantly  slower 
growth  rate  for  overall  gross  domestic  product. 

Housing  is  clearly  in  a  j 


THE  DOWNWARD  TREND 

IN  NEW-HOME  DEMAND 


MILLIONS,  ANNUAL  RATE 


downtrend,  although 
March  and  April  gains  in| 
new  home  sales  suggest 
only  a  gradual  weakeninij 
(chart).  Regarding  futun 
activity,  builders  are  very  I 
downbeat.  The  May  inde| 
of  builders'  assessments 
of  market  conditions, 
compiled  by  the  Nationa  | 
Association  of  Home 
Builders,  fell  to  the  lower  j 
level  in  11  years. 
The  Fed  will  have  to  be  sensitive  to  the  speed  of  the 
housing  slowdown,  given  its  potential  to  harm  consumer 
spending  and  the  overall  economy.  At  the  same  time,  it 
must  also  be  sensitive  to  financial  market  concerns  about 
inflation.  Unfortunately  for  investors,  the  markets  will 
remain  volatile  until  Fed  policy  finally  reaches  a  steady 
state  that  will  allow  the  uncertainty  surrounding  future 
Fed  actions  to  ebb.  That  will  happen  only  when  the 
economic  data  indicate  a  more  comfortable  balance 
between  economic  growth  and  inflation.  ■ 
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Some  Relief  for  Summer  Drivers 


AS  THE  AVERAGE  price  of  gasoline 
in  the  U.S.  has  marched  toward  $3 
per  gallon,  inflation  worries  have 
grown  and  consumer  confidence  has 
waned.  But  some  relief  is  now  in 
sight  as  fundamental  supply  and 
demand  conditions  improve. 

The  average  price  of  gas  in  the  U.S 
eased  to  $2.88  a  gallon  for  the  week 
ended  May  22.  That  was  a  2.2%  fall 
from  $2.94  the  prior  week,  which 
happened  to  be  the 
highest  price  outside 
of  a  brief  two-week 
period  in  September 
after  Hurricane 
Katrina. 

Further  declines  in 
the  average  price  of 
gasoline  are  likely  just 
as  the  busy  summer 
driving  season  gets 
under  way.  The  New 
York  Harbor  spot 
price  for  gasoline  is 


MORE  GAS 

IN  THE  PIPELINE 


.  MILLIONS  OF  BARRELS 
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down  nearly  6%  since  mid-April.  The 
Energy  Information  Administration 
sees  gasoline  prices  moderating  over 
the  summer  with  an  average  second- 
quarter  forecast  price  of  $2.84  and  a 
third-quarter  price  of  $2.69. 

The  recent  turn  in  gasoline  prices 
is  largely  a  response  to  an  increase  in 
supply.  Over  the  four-week  period 
ended  May  19,  production  averaged 
8.97  million  barrels  a  day,  the  highest 
level  this  year. 
Gasoline  imports  over 
the  same  period  hit 
post-hurricane  levels. 
At  the  same  time, 
demand  for  gasoline 
is  leveling  off. 
Demand  in  the  first 
quarter  was  up  nearly 
1%  from  the  previous 
year.  So  far  this 
quarter,  consumption 
is  about  unchanged. 
The  fact  that 


demand  has  not  fallen  despite  the 
past  year's  surge  in  gasoline  prices 
illustrates  the  resilience  of 
consumers.  For  starters,  stronger 
labor  markets  are  helping  to  offset 
higher  energy  costs.  What's  more,  th 
impact  of  higher  gasoline  prices  stili 
looks  manageable  for  most 
consumers.  According  to  the  EIA,  th 
current  increase  in  gas  prices  from 
the  previous  year  would  lift  the  cost 
of  a  500-mile,  round-trip  drive  by 
about  $25  for  a  gas-guzzling  vehick 
that  only  gets  15  miles  per  gallon. 
While  conditions  do  look  better, 
several  risks  remain.  Ethanol,  whid 
is  added  to  gas  in  order  to  reduce 
emissions,  is  still  at  record  high 
prices.  Volatility  in  the  oil  market 
because  of  geopolitical  issues  andtl 
upcoming  hurricane  season  could 
stay  high.  But  as  long  as  conditions 
remain  favorable,  improved  output 
should  allow  prices  to  keep  easing. 
-By  James  Mehring  in  New  Yt 


TOGETHER.  When  a  single  word  makes  all  the  difference. 

Transforming  your  enterprise  -  whether  you're  making  big  or 
small  changes  -  is  never  easy.  Experience  has  shown  us 
that  if  we  define  measurable  objectives  and  set  realistic 
schedules  together,  build  joint  teams,  and  above  all, 
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Together.  One  word  that  captures  the  difference  between  typical 
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As  Large  Bourses  Woo...  The  Big  Board  could  soon 

get  a  lot  bigger.  On  May  22,  after  months  of  talks,  the  NYSE 
unveiled  a  $10.2  billion  offer  for  Euronext,  which  runs  the 
Paris,  Amsterdam,  Brussels,  and  Lisbon  stock  markets.  A 
union  would  create  a  transatlantic  giant  with  combined 
listings  of  $27  trillion  and  would  land  a  lively  futures  and 
options  trading  biz  for  the  NYSE,  a  longtime  goal  of  Chief 
Executive  John  Thain  (above). 

A  rival  suitor,  Frankfurt-based  Deutsche  Borse,  countered 
with  a  bid  it  says  is  worth  $11  billion.  But  Euronext  man- 
agement leans  to  the  New  Yorkers,  and  on  May  23,  share- 
holders snubbed  a  proposal  to  give  preference  to  the  Ger- 
man plan.  Among  the  attractions  of  the  NYSE  deal:  The 
combined  exchange  would  keep  its  European  HQ  in  Paris, 
while  the  Germans  would  move  it  to  Frankfurt.  Deutsche 
Borse,  however,  isn't  sounding  the  retreat.  Meanwhile  the 
Big  Board's  archrival,  NASDAQ,  has  bought  up  25.1%  of  the 
London  Stock  Exchange,  which  means  it  can  stop  a  takeover 
by  anyone  else. 

HH1UI*  See  "The  Battle  for  the  bourses," 
www.businessweek.com/go/tbw 


...Little  Ones  Waver  Has  the  emerging-markets  bull 
come  up  lame?  After  a  three-year  romp,  it  has  been  stum- 
bling in  May  and  took  a  bad  fall  on  May  22.  The  Korean 
KOSPI  lost  2.5%,  Hong  Kong's  Hang  Seng  more  than  3%, 
Jakarta's  Composite  6%,  while  Brazil's  and  Mexico's  markets 
shed  3%  and  4%,  respectively.  India's  Sensex  sank  10%  dur- 
ing the  day,  forcing  a  trading  halt,  then  recovered  to  a  4.2% 
loss,  but  it's  down  17%  since  May  11.  In  all,  MSCI's  Emerging 


Markets  Index  has  tumbled  17%  from  its  May  8  high.  Jittc  jj{ 
about  rising  U.S.  interest  rates  and  falling  commod 
prices  drove  the  sell-off  Still,  it  looked  more  like  a  com  % 
tion  than  a  bull  in  mortal  agony. 

MBE&  See  "Emerging  markets'  quick  retrea  l 
www.businessweek.com/go/tx  B 


Fury  Over  Fannie  Well,  the  feds  certainly  didn't  mir 
words.  On  May  23  the  Office  of  Federal  Housing  Oversight  T 
leased  a  report  that  lambasted  Fannie  Mae  and  its  top  br< 
for  "deliberately  and  intentionally"  cooking  the  books  " 
inflate  their  pay.  Fannie  agreed  to  pay  $400  million  to  s  j! 
tie  the  charges.  Companies  that  did  business  with  t 
mortgage  goliath  shouldn't  rest  easy:  SEC  Chairman  Chris 
pher  Cox  says  the  people  and  "entities  whose  actions  a 
inactions"  played  a  role  in  the  scheme  will  be  "vigorou 
pursued." 

Milberg  Weiss  Under  Fire  An  act  of  defiance  i  j 

thrown  the  king  of  shareholder  class  actions  into  a  pos|,j 
bly  devastating  legal  battle.  On  May  18  the  Justice  D4 
charged  Milberg  Weiss  Bershad  &  Schulman  with  20  counts 
bribery,  conspiracy,  fraud,  obstructing  justice,  and  perji 
Prosecutors  say  the  firm  paid  people  in  return  for  th  " 
service  as  plaintiffs.  Settlement  talks  collapsed  over  pro 
cutors'  insistence  that  the  firm  turn  over  confidential  cc 
munications  with  its  lawyers.  Milberg  refused. 

See  "Guess  who's  rooting  for  Milberg  Weiss,"  page^y 


Mittal  Fuels  the  Forge  Steel  magnate  Lakshmi  Ml 
may  finally  melt  Arcelor.  His  Mittal  Steel,  No.  1  in  the  indi 
try,  offered  $33  billion  on  May  19  for  the  Luxemboi 
based  No.  2,  sweetening  an  earlier  bid.  Besides  boost." 
his  cash-and-shares  offer  by  about  one-third,  Mittal  m 
concessions  on  governance,  agreeing  to  shrink  his  famii 
stake  in  the  combined  company  to  less  than  50%.  Most' 
alysts  predict  Arcelor  will  find  the  deal  irresistible. 
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Challenging  Heinz'S  Recipe  Theremaybe57varie^  g 
of  investor,  but  Nelson  Peltz  is  definitely  the  heartburns  mi 
ducing  kind.  Having  bent  Wendy's  to  his  will  in  March,  J,  >n 
turning  up  the  heat  under  Heinz,  in  which  he  and  his  a!^  ^ 
hold  a  5.4%  stake.  On  May  23,  they  demanded  that ,  ^ 
Pittsburgh  food  purveyor  cut  costs,  buy  back  shares,  1  Bt 
the  dividend,  and  zero  in  on  core  brands.  And  he  wants.  r<fj 
boys  on  the  board.  Heinz  said  thanks,  but  no  thanks,    j  ^ 

mmm—mmm—mmm,  fa 

lb 


Vonage  Goes  Public  Does  this  IPO  scream  "bubb 
That  was  the  question  after  the  hotly  debated  issue  of  Inte 
phone  company  Vonage  took  place  on  May  23.  The  $17  s 
price  valued  Vonage  at  about  $3  billion,  despite  its  having  \ 
$261  million  in  2005  on  $269  million  in  revenue.  Sh 
dropped  to  14.49  before  closing  at  14.85  on  May  24.  Ana 
who  figure  Net  phone  prices  are  bound  to  fall  think  invef 
should  treat  Vonage  like  a  telemarketer  at  dinner  time. 
EMU*  See  "Vonage' s  lackluster  I 
www.businessweek.com/go, 


U  SayS  YeS  At  last,  an  offer  they  couldn't  refuse:  $9.7 
on.  On  May  22,  Dutch  media  giant  VNU,  owner  of 
»en  Media  Research,  The  Hollywood  Reporter,  and  Bill- 
-d,  revealed  that  shareholders  had  voted  to  drop  their 
;r  opposition  to  a  takeover  by  a  private  equity  consor- 
i  that  includes  Blackstone,  Carlyle  Group,  and  KKR.  What 
nged?  The  group  anted  up  more  money  for  the  second 
t,  bidding  $37.76  a  share.  The  contest  grabbed  atten- 
last  year  when  70%  of  shareholders  said  no  to  man- 
:s  who  advised  taking  the  original  offer  of  $35.84. 


I  Branches  Out  Once  upon  a  time,  Dell  loved  Intel 

Intel  only  But  on  May  18,  while  reporting  pallid  earn- 

;  (down  18%  from  the  year-ago  quarter),  the  world's 

computer  seller  said  it  has  a  new  flame:  It's  going  to 

high-end  servers  built  on  chips  from  AMD.  Although 

said  the  "vast  majority"  of  its  chips  will  still  come 

l  Intel,  industry  observers  said  the  AMD  pact  may  open 

door  to  its  wares  finding  their  way  into  more  Dell  prod- 

,  including  laptops  and  desktops.  The  company  is  also 

lg  another  novelty,  opening  two  stores  to  take  orders. 

EME*  See  "From  servers  to  service:  Dell's  makeover," 

www.businessweek.com/go/tbw 


na  HuntS  Abroad  More  examples  of  the  Middle 
^dom's  growing  heft:  In  one  of  the  biggest  global  IPOs 
ears,  mainland  behemoth  Bank  of  China  on  May  23 
zd  $9.7  billion  from  investors  ahead  of  its  listing  in 
ig  Kong.  A  day  later,  China  Mobile  said  it  may  buy 
DAQ-listed  Millicom  International  Cellular,  which  has  a 
e  subscriber  footprint  across  Latin  America,  Africa, 
'Asia.  The  $5.3  billion  deal  would  set  the  record  for  an 
I'seas  takeover  by  a  Chinese  company. 


Scandal  of  the  Week 

>w  quickly  options  have  morphed  from  nifty  incentive 
corporate  nightmare.  A  slew  of  new  companies  were 
med  this  week  as  under  scrutiny  for  backdating  op- 
*ns  to  help  top  executives  cash  in  big.  The  most 
eminent  previously  named  target,  UnitedHealth  Group, 
nation's  largest  health  benefits  outfit,  saw  its  credit 
ing  outlook  marked  down  to  negative  by  Moody's 
«stors  Service  on  May  22.  CEO  William  McGuire  held  op- 
ns  worth  $1.6  billion  at  yearend.  Moody's  said  it  is 
ry  of  disruptions  if  senior  officers  have  to  leave  be- 
ise  of  the  probes.  The  company  said  on  May  17  that  it 
d  received  a  subpoena  from  the  U.S.  Attor- 
!  for  the  Southern  District  of  New  York  for 
cuments  going  back  to  1999-  The  SEC 
d  an  outside  law  firm  are  also  investi- 
dng.  Ten  execs  or  directors  have  already 
len  at  four  smaller  companies. 
litedHealth  on  May  24  traded  at  a 
•week  low,  down  33%  this  year. 
EMU*  See  "Backdated  options, 
future  rules," 
www.businessweek.com/go/tbw 
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VP  of  Operations 
Joe  Gibbs  Racing 


When  you  race  around  the 
country,  you  need  the  largest 
mobile  broadband  network. 


Sprint'}* 


Mobile 
Broadband 

Card 


I  Joe  Gibbs  Racing  won  last  year's  NASCAR 
NEXTEL  Cup  Series.™  To  stay  on  top, 
his  team  carries  laptops  and  Sprint  Mobile 
Broadband  cards  from  the  #1  wireless 
provider  to  business. 

The  cards  wirelessly  extend  the  team's 
workplace  for  high-speed  answers.  From 
the  tracks,  they  can  instantly  download  huge  files  of 
performance  data  from  their  servers  at  headquarters. 
Information  that  lets  them  quickly  analyze  and  adjust 
Tony  Stewart's  car. 

The  Gibbs'  team  said  yes  to  making  better 
decisions  faster.  They're  all  card-carrying  Yes-men. 


1-8SPRINT-BIZ       sprint.com/business 


Sprint  Jf*  Yes  you  can; 

Together  with  NEXTEL 


Sprint  Power  Vision  Network  reaches  over  150  million  people.  Coverage  is  not  available 
everywhere -see  in-store  maps  for  details.  "#1  wireless  provider  to  business"  claim 
based  on  independent  survey  of  corporate  liable  users.  ©Joe  Gibbs  Racing.  ©2006 
Sprint  Nextel.  All  rights  reserved.  Sprint,  the  "Going  Forward"  logo  and  the  NEXTEL 
name  are  trademarks  of  Sprint  Nextel.  The  NASCAR  NEXTEL  Cup  Series  marks  are  used 
under  license  by  NASCAR,  Inc.,  and  Nextel  Communications,  Inc. 
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SNARL 
IN  THE  SKY 

Private  jet  traffic  is  creating 
commercial  flight  delays,  safety 
concerns,  and  calls  for  small 
planes  to  pay  more  into  the  system 

BY  CHRISTOPHER  PALMERI 


ANDREW  LESSMAN  Ap- 
pears regularly  on  the 
Home  Shopping  Net- 
work to  sell  his  com- 
pany's multivitamins, 
antioxidants,  and  meal 
replacement  products. 
He  lives  in  the  Las  Vegas  burbs,  and 
HSN's  studio  is  2,000  miles  away  in  St. 
Petersburg,  Fla.  But  that's  no  biggie 
because  the  ProCaps  Laboratories 
founder  owns  two  Citation  X  jets,  $20 
million  craft  that  can  get  to  Florida  in 
about  three  hours. 

Even  better,  Lessman  need  not  line  up 
at  the  check-in  counter  like  most  of  us. 
Nor  does  he  hang  around  waiting  for  his 
flight.  Lessman  simply  parks  his  car  next 
to  the  hangar  at  Vegas'  McCarran  Inter- 
national Airport,  and  within  minutes 
he's  airborne.  From  40,000  feet,  Lessman 
e-mails  associates,  naps  in  leather  seats 
that  fold  out  into  beds,  and  watches 
movies  on  one  of  several  flat-panel  TVs.  "I 
never  believed  I'd  have  a  company  jet," 
says  Lessman,  who  runs  an  air  charter 
business  on  the  side.  "But  when  you  travel 


as  much  as  I  do,  you  pretty  much  have  to." 
There  are  more  and  more  Andrew 
Lessmans  out  there  these  days  winging 
across  the  country  in  the  rarefied  confines 
of  their  private  jets.  Envy  these  folks  all 
you  want,  but  if  s  hard  to  blame  them  for 
flying  private.  Who  wouldn't  want  to 
avoid  the  chaos  at  the  nation's  airports, 
especially  during  the  summer  travel  sea- 
son, when  congestion,  delays,  and  intru- 
sive security  can  bring  even  hardened 
road  warriors  to  the  brink  of  tears? 

DOUBLED  IN  A  DECADE 

BUT  IF  PRIVATE  jet  travel  gives  its  par- 
ticipants a  warm  glow,  it  has  airport  man- 
agers and  the  Federal  Aviation  Adminis- 
tration wondering  if  the  nation's  creaky 
air  traffic  control  system  can  handle  all 
those  extra  aircraft.  More  than  10,000 
U.S.  companies  now  own  private  planes, 
both  prop-  and  jet-driven— nearly  double 
the  number  a  decade  ago. 

Yes,  many  private  jets  land  at  small 
airports  rather  than  the  larger  ones  fre- 
quented by  the  majors.  But  not  always. 
Private  traffic  at  McCarran,  for  example, 
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I  never 
believed 
I'd  have  a 
companyjet  But 
when  you  travel 
as  much  as  I  do. 
you  pretty  mucn 
nave  to." 

-Andrew Lessman, 
ProCaps  Laboratories 


is  up  by  about  a  third  since  2001.  And 
private  plane  travel  is  expected  to  take  off 
even  more  dramatically  as  a  new  genera- 
tion of  so-called  very  light  jets,  also 
known  as  microjets,  arrives  later  this  year. 
The  FAA  estimates  that  5,000  of  these  tiny 
planes  will  be  flying  by  2017. 

With  the  skies  getting  more  crowded,  a 
dogfight  has  broken  out  between  com- 
mercial and  private  aviation.  The  big  car- 
riers point  out  that  it  costs  the  system  ex- 
actly the  same  to  land  a  Boeing  737  with 
180  passengers  as  it  does  to  land  Donald 
Trump's  plane.  And  yet  private  aviation, 
despite  having  many  more  jets  in  the  sky, 
pays  a  fraction  of  the  annual  tab  required 
to  keep  order  in  the  skies.  With  a  pricey 
modernization  of  the  air  traffic  control 
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system  planned,  the 
carriers  are  lobbying 
to  ensure  that  private 
fliers  pay  their  share. 
The  battle  will 
come  to  a  head  next 
year  as  the  FAA  looks 
to  change  how  it 
funds  the  traffic  con- 
trol system.  One  op- 
tion: ditching  taxes 
on  air  fares  and  fuel 
and  instead  charging 
user  fees  based  on 
how  far  a  plane  flies, 
be  it  private  or  com- 
mercial. "We're  try- 
ing to  figure  out  a 
way  to  make  sure  this 
scarce  resource  is 
serving  the  public 
good,"  says  US  Air- 
ways Group  Inc. 
Chairman  and  CEO 
W.  Douglas  Parker.  "Right  now,  that 
doesn't  seem  to  be  the  case  when  one 
small  plane  is  paying  dramatically  less 
than  one  large  plane." 

It  used  to  be  that  only  the  extremely 
wealthy  could  afford  to  jet  around  in  a 
private  plane.  Doing  so  began  to  get  more 
affordable  in  the  1980s,  when  Netjets 
Inc.,  now  part  of  Warren  E.  Buffett's  Berk- 
shire Hathaway  Inc.,  introduced  fraction- 
al jet  ownership.  Instead  of  shelling  out 
$7.1  million  for  a  new  eight-passenger, 
500  mph  Hawker  400XP,  a  1/I6th  share 
can  now  be  had  for  about  $400,000.  And 
even  when  they  buy  the  whole  plane, 
many  executives  figure  it's  still  worth  it. 
One  is  Ronald  Duncan.  The  president  and 
CEO  of  GCI,  which  provides  cable  TV  and 
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phone  service  in  Alas  t 
figures  he  saves  as  ma 
as  24  working  days 
year  by  piloting  his  o1 
Gulfstream. 

Now  private  jet  tra 
is  about  to  get  even  mi 
accessible.  In  the  comi 
months    a    number 
manufacturers  will  bej  : 
rolling  out  very  light  j< 
including  startups  si? 
as  Eclipse  Aviation  in 
buquerque,    N.M., 
trenched    players    1!  ' 
Cessna     Aircraft,     a 
even      Honda      Mot 
which  unveiled  its  ult  [ 
efficient  Hondajet  1 
year.  These  planes  ty 
cally  carry  six  to  eij 
passengers,  weigh  ab 
the  same  as  an  SUV,  and  fly  1,300  mil 
without  refueling.  They  cost  a  third   - 
what  small  jets  do  now,  as  little  as  $ 
million.  And  they  can  be  operated  for  i 
a  mile,  less  than  some  prop  jobs. 

Those  who  don't  want  their  own  pl."l 
can  opt  for  a  jet  taxi,  which  sells  indiv  - 
ual  seats  to  people  in  a  hurry  to  get  sor   * 
where.  Over  the  past  few  years  sew  ^ 
companies  have  announced  plans  to  si    - 
up  such  services.  One  is  Dayjet  Corp."  J 
Defray  Beach  (Fla.)  company  launchei 
2002  by  Citrix  Systems  Inc.  founder  J    h 
ward  E.  Iacobucci.  He  aims  to  be  frying'  : 
the  end  of  the  year  and  figures  he  can    : 
travel  time  in  half  between  such  Floi 
cities  as  Fort  Myers  and  Tallahassee.    m 
cobucci  will  charge  $660  for  a  round-    ■•■■ 
ticket,  30%  more  than  the  commer   * 
fare,  but  he  figures  the  time  savi    H 
will  more  than  compensate.  "We're  gc   ¥ 
to  bring  a  lot  more  people  into  the  n   * 
ket,"  he  says. 

That  kind  of  talk  has  the  FAA  and  k 
airports  wondering  how  they  will  be  t  l 
to  accommodate  all  the  new  jets.  I 
small  airplane  is  going  to  become  ubi< 
tous,  much  like  the  SUV,"  says  FAA 
ministrator  Marion  C.  Blakey.  "It's  g 
for  the  business  community,  but  the 
frying  in  some  prime  real  estate.  Th 
causing  delays  even  on  blue-sky  days 
For  a  glimpse  of  the  future,  it  pay 
visit  McCarran.  The  Las  Vegas  air] 
handles  600  private  planes  a  day,  at  1 
a  third  of  total  traffic.  Air  traffic  < 
trailers  keep  commercial  jets  and  pri 
planes  on  separate  runways.  But 
paths  of  the  planes  intersect,  forcing  ( 
trailers  to  orchestrate  a  delicate  air  b; 
almost  all  the  time.  Airport  authorities 
little  advance  notice  of  private  jet  act 
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use  pilots 
:ally     file 
t  plans  only 
ites  before  takeoff. 

a    recent    Thursday 
ling,  not  a  busy  one  by 

standards,  the  depar- 
>  of  two  commercial 
ts  were  delayed  about 
linutes  when  two  pri- 
jets  landed, 
a  busy  days,  Con- 
ors ask  pilots  to  sepa- 
themselves  by  greater 
inces  to  delay  their  ar- 

Sometimes  they  ask 
es  to  stay  on  the 
nd  a  little  longer  at  air- 
3  as  far  away  as  Los 
eles  or  Denver.  The 
has  begun  sending  let- 
:o  the  private  aircraft  community  ask- 
owners  to  avoid  McCarran  at  peak 
s,  such  as  Sunday  mornings,  when 
ys  can  reach  an  hour  or  more.  "We 
them  to  go  have  brunch  or  play  a 
d  of  golf,"  says  J.  Scott  De  Hart,  the 
s  traffic  management  officer  at 
arran. 

ark  County,  which  owns  the  airport, 
jking  more  dramatic  steps.  In  June  it 
introduce  a  complete  remodeling  of 
derson  Executive  Airport,  a  10- 
Jte  drive  southeast  of  McCarran.  The 
try  spent  $30  million,  financed  in  part 
;deral  grants,  to  build  a  new  tower, 
ray,  and  other  facilities,  replacing 
k  machines  and  trailers  with  a 
Lurant  and  pilot's  lounge.  Randall 
jeer,  the  county's  director  for  aviation, 
j  McCarran  is  subsidizing  the  cost  of 
tng  fees  and  fuel  at  Henderson  to  en- 
age  private  plane  owners  to  switch, 
(/hether  he  can  persuade  high  rollers 
i)rgo  McCarran,  a  five-minute  ride 
^  the  Strip,  remains  to  be  seen.  Air 
jic  controllers  in  Las  Vegas  tell  the  sto- 
>  one  Gulfstream  owner  who,  after  be- 
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ing  told  that  McCarran  had  run  out  of 
parking  spaces  for  private  jets  recently, 
left  his  plane  in  an  area  designated  for 
unloading  passengers.  Told  that  he 
would  be  fined  $1,000  a  day,  the  plane 
owner  simply  paid.  "If  you're  flying  a 
G5,"  says  Walker,  "you're  not  worried 
about  the  money." 

FAA  OVERHAUL 

SO  IF  PRIVATE  AND  commercial  jets  in- 
creasingly will  be  jockeying  for  the  same 
space,  what's  the  answer?  Well,  for 
starters,  modernizing  the  aviation  infra- 
structure is  crucial.  The  FAA  has  begun 
replacing  its  old  radar-based  ground  sta- 
tions with  newer  equipment  that  uses 
global  positioning  satellites.  With  a  more 
accurate  picture  of  air  traffic,  controllers 
will  be  able  to  land  more  planes  per  hour 
by  squeezing  them  together.  The  first 
phase  of  the  modernization  will  be  com- 
plete in  2010  and  will  cost  $600  million. 
The  FAA  wants  users  of  the  system  to  cov- 
er a  good  part  of  the  outlay. 

To  help  pay  for  the  overhaul,  the  carri- 
ers hope  to  persuade  Congress  next  year 
to  change  the  way  the  air  traffic  control 
system  is  funded  and  to  charge  private 
aircraft  more  than  they're  paying  now. 
Last  year  the  airlines  paid  $9  billion  in 
taxes  to  help  fund  the  system,  vs.  $600 
million  from  private  aviation,  even 
though  there  are  many  more  private 
planes  in  the  sky. 

The  private  plane  guys  argue  that  they 
put  less  of  a  strain  on  the  system  than  the 
commercial  carriers  do.  "We  try  to  avoid 
the  peak  times,"  says  Edward  Bolen, 
president  of  the  National  Business  Avia- 
tion Assn.,  which  represents  private  air- 
craft users.  "We're  flying  into  airports  the 
airlines  don't."  But  even  the  so-called  re- 


liever airports  can  be  in 
need  of  relief.  Exhibit  A:  New  Jer- 
sey's Teterboro  Airport,  just  across  the 
Hudson  River  from  New  York  City,  where 
noise  complaints  and  a  series  of  accidents 
prompted  authorities  to  hike  landing 
fees  50%  and  impose  voluntary  curfews 
to  reduce  traffic. 

Right  now,  commercial  airline  passen- 
gers account  for  the  bulk  of  the  system's 
funding,  in  the  form  of  a  7.5%  tax  on  air- 
fares and  other  fees.  Private  jets  typically 
pay  a  federal  fuel  tax  of  21.8$  per  gallon. 
James  C.  May,  president  of  the  Air  Trans- 
port Assn.,  which  represents  airlines, 
says  charging  plane  owners  a  user  fee 
would  be  more  reasonable.  Most  coun- 
tries charge  such  a  fee  based  on  the 
weight  of  the  plane  and  how  far  it  flies. 

FAA  head  Blakey  won't  say  what  she's 
planning  but  has  hinted  in  speeches  that 
she  favors  a  user  fee.  "The  FAA's  funding 
stream  is  tied  to  the  price  of  a  ticket,"  she 
told  a  gathering  of  airport  executives  in 
April.  "It  might  as  well  be  tied  to  the  cost 
of  a  gallon  of  milk." 

Switching  to  a  user  fee  from  ticket  tax- 
es might  help  the  FAA  modernize  its  in- 
frastructure. But  it  won't  deter  the  exec- 
utive class  from  buying  and  leasing 
private  jets.  As  costs  fall  and  the  indigni- 
ties of  commercial  travel  rise,  more  peo- 
ple will  shift  to  private  planes.  From  his 
office  in  McCarran's  control  tower,  Bryan 
S.  Baker,  president  of  the  local  air  traffic 
controllers'  union,  speaks  for  many  of  his 
colleagues  when  he  says:  "It's  crowded 
out  there,  and  it's  just  going  to  get 
worse."  II 
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To  see  a  slide  show 
of  the  new  generation  of  very  light  jets,  go  to 
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THE  WHITE  HOUSE 


THE  SPY  CHIEFS 
HEW  FINANCIAL  POWER 

Bush  has  quietly  authorized  Negroponte  to 
waive  SEC  rules,  BusinessWeek  has  learned 


BY  DAWN  KOPECKI 

HE  BRIEF  ENTRY 
in  the  Federal  Regis- 
ter, dated  May  5, 
2006,  was  opaque  to 
the  untrained  eye. 
But  the  bureaucratic 
verbiage  added  up 
to  this:  President  George  W.  Bush 
has  bestowed  on  his  intelligence 
czar,  John  D.  Negroponte,  broad  au- 
thority, in  the  name  of  national  se- 
curity, to  excuse  publicly  traded 
companies  from  certain  accounting 
and  securities-disclosure  obligations. 
Unbeknownst  to  most  of  the  fi- 
nancial world,  Bush  and  every 
President  since  Jimmy  Carter  has 
had  the  authority  under  a  1977 
statute  to  exempt  companies  work- 
ing on  secret  defense  projects  from 
portions  of  the  1934  Securities  Ex- 
change Act.  Administration  officials 
told  BusinessWeek  they  believe  this 
is  the  first  time  a  President  has  del- 
egated that  power  to  someone  out- 
side the  Oval  Office. 

The  timing  of  Bush's  move  is  in- 
triguing. On  the  same  day  the 
President  signed  the  memo,  Porter 
Goss  resigned  as  director  of  the  CIA  amid 
criticism  of  ineffectiveness  and  poor 
morale  at  the  agency.  Only  six  days  later, 
on  May  11,  USA  Today  reported  that  the 
National  Security  Agency  had  obtained 
millions  of  calling  records  of  ordinary  cit- 
izens provided  by  three  major  U.S.  phone 
companies.  Negroponte  oversees  both  the 
CIA  and  NSA  in  his  role  as  the  Adminis- 
tration's top  intelligence  official. 

White  House  spokeswoman  Dana  M. 
Perino  said  the  timing  of  the  May  5  Pres- 
idential memo  had  no  significance. 
"There  was  nothing  specific  that  prompt- 
ed this  memo,"  Perino  said. 

In  addition  to  refusing  to  explain  why 


Bush  delegated  this  authority  to  Negro- 
ponte, the  White  House  declined  to  say  if 
Bush  or  Negroponte  has  exercised  the  au- 
thority and  let  a  company  avoid  securities 
rules.  Negroponte  spokesman  Carl  Kropf 
said:  "The  ability  to  protect  the  confiden- 
tiality of  some  of  these  relationships  with 
companies  is  important,"  declining  fur- 
ther comment. 

Jeffrey  H.  Smith,  a  former  general  coun- 
sel of  the  CIA,  said  a  number  of  companies 
have  been  granted  the  waiver:  "Pick  any  of 
the  major  defense  contractors— Lockheed, 
Boeing,  Raytheon.  They  do  a  lot  of  classi- 
fied work  for  the  government,  and  I  know 
if  s  not  all  reported." 


A  spokesman  for  Lockheed  Mai 
Corp.  wouldn't  confirm  or  deny  the  cc 
pany  has  ever  gotten  a  waiver  but 
Lockheed  is  "fully  compliant"  with  al 
nancial-disclosure  requirements.  Boe 
Co.  and  Raytheon  Co.  declined  comme 
Smith,  now  a  partner  at  Washing 
law  firm  Arnold  &  Porter,  added:  "Som 
[the  contractors'  work]  is  really  black; 
means  really  secret.  Boeing  might 
building  jet  fighters  for  the  federal  govt 
ment,  but  the  building  won't  say  Boeing 
it.  It  will  say  something  else.  That  typ 
thing  you're  not  going  to  put  in  your ! 
filings."  Stressing  that  he  isn't  a  securi 
lawyer,  Smith  said  he  believes  defense  c 
tractors'  revenue  and  costs  still  have  "t< 
accounted  for  in  some  fashion' 
By  invoking  national  secu 
the  government  can  use  a  m 
ber  of  other  legal  tools  to  k 
corporate  activity  secret. 
Bush  Administration  has 
ployed  the  so-called  state-se. 
privilege  to  seek  dismissal  ( 
pending  private  lawsuit  in  fee 
al  court  in  San  Francisco  c 
cerning  the  relationship  betw 
the  NSA  and  major  phone  oi 
panies.  The  Administration  s< 
rately  has  asserted  that  sec 
provisions  in  the  National  Siv 
rity  Act  of  1959  preclude  an 
vestigation  of  the  NSA's  dealt 
with  the  telecom  industry. 

The  memo,  published  inn 
Federal  Register  on  May  12,  si 
days  after  Bush  signed  it,  hac 
unrevealing  title  "Assignmei 
Function  Relating  to  Grantini 
Authority  for  Issuance  of  Cei 
Directives:  Memorandum  foi 
Director  of  National  Intelliger  j 
In  the  document,  Bushi 
dressed  Negroponte,  saying>( 
hereby  assign  to  you  the  fund 
of  the  President  under  secj 
13(b)(3)(A)  of  the  Securities 
change  Act  of  1934,  as  amended."  A 
to  the  statute  books  shows  that  the  | 
was  amended  in  1977  by  the  Foreign 
rupt  Practices  Act.  The  amended  vet] 
states  that  "with  respect  to  matters 
cerning  the  national  security  of  the  1 1 
ed  States,"  the  President  may  ex(| 
companies  from  certain  critical  legal 
gallons.  These  include  keeping  acci  | 
"books,  records,  and  accounts" 
maintaining  "a  system  of  internaij 
counting  controls  sufficient"  to  eni 
the  propriety  of  transactions  and 
preparation  of  financial  statemenl 
compliance  with  "generally  accept© 
counting  principles."  II 
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LEGAL  AFFAIRS 


GUESS  WHO'S  ROOTING 
FOR  MILBERG  WEISS 

The  class  action  firm,  under  indictment, 
gets  unlikely  support  from  courtroom  foes 


BY  LORRAINE  WOELLERT 

SUDDENLY,  MILBERG 
Weiss  is  a  hero,  even  in 
the  eyes  of  some  of  its 
most  bitter  foes.  The  law 
firm's  defiant  refusal  to 
cooperate  with  federal 
prosecutors  has  resulted 
in  its  indictment  on  kickback  charges. 
But  rather  than  gloat,  corporate  advo- 
cates who  in  the  past  might  have  decried 
Milberg's  aggressive  litigation  tactics  are 
applauding  its  gutsiness  in  the  face  of  a 
prosecution  that  could  doom  the  king  of 
class  actions. 

"Milberg  Weiss,  God  bless  them,  de- 
cided that  the  principle  was  more  im- 
portant than  the  result,"  says  corporate 
defense  lawyer  Lawrence  J.  Fox,  a  part- 
ner at  Drinker  Biddle  &  Reath  and  for- 
mer chairman  of  the  American  Bar 
Assn.'s  ethics  committee.  Even  the  U.S. 
Chamber  of  Commerce  has  slammed 
Justice's  demands  of  Milberg  as  "funda- 
mentally wrong." 

The  reason  for  this  unlikely  sympathy? 
The  government's  insistence  that,  to 
avoid  indictment,  Milberg  Weiss  Bershad 
&  Schulman  had  to  turn  over  confidential 
communications  among  its  members 
and  with  its  outside  criminal  defense  at- 
torneys. Milberg  said  no,  resulting  in  the 
government  announcing  its  indictment 
on  May  18,  along  with  that  of  two  veteran 
partners  of  the  firm. 

Corporate  defense  lawyers  admiringly 
note  that  the  case  marks  the  first  time  a 
high-profile  business  targeted  for  alleged 
white-collar  crime  has  gone  to  the  mat 
over  prosecutors'  efforts  to  pierce  attor- 
ney-client privilege.  The  Justice  Dept.  in- 
creasingly has  made  this  demand  a  con- 
dition of  resolving  such  cases  without  a 
full-fledged  prosecution.  "Whether  we 
are  on  the  natural  sympathy  list  for  Mil- 
berg or  not  is  irrelevant,"  says  Susan 


Hackett,  general  counsel  of  the  Associa- 
tion of  Corporate  Counsel.  "We  are 
against  the  government's  policy."  If  Mil- 
berg survives  long  enough  to  make  it  to 
trial,  the  case  could  become  an  important 
test  of  this  prosecutorial  gambit. 

Beyond  the  issue  of  attorney-client 
privilege,  another  striking  reaction  has 
emerged  within  corporate  legal  circles:  an 
admission  that  Milberg  lawyers  are  peo- 
ple, too.  Long,  brutal  depositions  in  ster- 
ile hotels  far  from  home  breed  a  certain 


^JEHANTMelvyn 
Weiss^msists 
the  firm  will 
not  be  deterred 


camaraderie.  Ralph  C.  Ferrara,  a  parti  | 
at  LeBoeuf,  Lamb,  Greene  &  MacR 
says  that  he  and  founding  Milberg  pa 
ner  Melvyn  I.  Weiss  "have  beat  up  ea 
other  with  baseball  bats  in  courts  coast 
coast:  state  courts,  federal  courts,  mag  I 
trate  courts."  A  former  general  counsel 
the  Securities  &  Exchange  Commissi 
Ferrara  has  battled  Milberg  lawyers  for 
years.  "While  I've  never  thought  th 
was  a  case  they  brought  that  they  shoi 
win,"  he  says,  "I  can  say  they  alw. 
fought  those  cases  honorably." 

"SYMBIOTIC  RELATIONSHIP" 

PEEL  BACK  ANOTHER  layer  of  the  d 
tionships  between  plaintiffs'  and  defei 
lawyers  and  a  shared  economic  intei 
becomes  evident.  For  every  case  Milb 
has  settled,  there  has  been  at  least  < 
corporate  defense  firm  on  the  other  s 
earning  healthy  fees.  "For  many,  ma 
years,  defense  lawyers,  including  mya 
have  had  this  symbiotic  relations, 
with  Milberg  Weiss,"  says  a  partner  r 
big  New  York  firm.  "If  they  weren't  sui 
our  clients,  we'd  be  selling  pencils."  ' 
Not  since  the  2002  Enron-rela! 
prosecution  and  ultimate  collapse  of  J 
counting  giant  Arthur  Andersen  ' 
Justice  indicted  an  en\ 
business  organizationi 
alleged  misconduct 
some  of  its  executi' 
Andersen's  trial  con 
tion  was  reversed  by 
U.S.  Supreme  Court 
2005,  but  by  then  the  i 
was  history. 

Some     executives 
companies  hit  by  Milt 
suits  have  taken  a  g 
pleasure  in  watching 
120-attorney  firm  gra] 
for  six  years  with  a  fed 
investigation    of   its  si 
legedly  improper  paji 
to  lead  plaintiffs  in  c 
actions.  But  lawyers  at 
firms  that  defend  d 
outfits    say   their   ell 
may  have  more  in  c 
mon  with  Milberg 
they    realize— name! 
vulnerability    to    zea 
federal  prosecutors.  ' 
all  those  corporate  ex 
tives  chortling  over 
situation     that     Mil' 
finds   itself  in,"    Fei 
says,  "remember  that 
for  the  grace  of  God,  t 
go  you."  II 

-With  Michael 
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A  PLOT? 

Sequoia 
machines 
in  Florida 


ELECTIONS 


ONE  MIAN,  ONE  VOTE, 
ONE  CONSPIRACY  THEORY 

Critics  of  electronic  balloting  are  raising 
questions  about  a  voting  machine  supplier 


BY  HOWARD  GLECKMAN 

AFTER  THE  CONTRO 
versial  2000  Presiden- 
tial election,  the  U.S. 
embarked  on  a  cam- 
paign to  replace  paper 
ballots  and  their  infa- 
mous hanging  chads 
with  electronic  voting.  But  the  new  sys- 
tems, many  based  on  touch  screens  simi- 
lar to  bank  ATMs,  have  become  the  bane 
of  computer  experts  and  some  political 
activists  on  the  Left. 

Critics  say  the  systems  are  riddled  with 
security  leaks  that  could  allow 
corrupt  companies  or  polling  of- 
ficials to  steal  elections.  Now  the 
complicated  ownership  of  one 
of  the  nation's  top  three  voting- 
equipment  companies  has  at- 
tracted a  new  cadre  of  doubters. 
The  company,  Sequoia  Voting 
Systems  Inc.,  sells  machines  in 
California,  Illinois,  and  18  other 
states.  It  has  come  under  fire  be- 
cause its  majority  shareholders 
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are  Venezuelan.  In  the  colorful  imagina- 
tions of  some,  the  Sequoia  story  is  a  tale 
that  ends  with  Venezuela's  leftist  Presi- 
dent Hugo  Chavez,  a  foe  of  the  Bush  Ad- 
ministration, in  a  position  to  manipulate 
American  elections. 

In  Washington,  Representative  Car- 
olyn B.  Maloney  (D-N.Y.)  has  asked  the 
Treasury  Dept.  to  explain  Sequoia's  sale  to 
the  Venezuelans  last  year.  "It  doesn't 
seem  like  the  deal... was  vetted  by  our 
government,  and  I  want  to  know  why," 
she  said  in  a  May  5  letter. 

Following  a  contentious  Apr.  7  hearing 


Modernizing  Democracy 

Despite  objections  by  critics,  the  use  of  electronic 
voting  machines  in  the  U.S.  is  spreading 


COUNTIES  USING  ELECTRONIC  SYSTEMS 

2000 

2002 

2004 

2006 

320 

562 

646 

Data 

1,050 

:  Election  Data  Services  Inc 

on  Sequoia's  role  in  a  recent  Chicago  p 
mary,  city  Alderman  Edward  M.  Burkt 
relatively  conservative  Democrat,  sa 
"We've  stumbled  on  what  we  think  coi 
be  an  international  conspiracy  to  subv 
the  electoral  process  in  the  Unil 
States."  Burke  offered  no  proof,  and  < 
spite  similar  concerns  expressed  by  otl 
Chicago  pols,  the  city  and  Cook  Coui 
will  continue  to  use  Sequoia  equipmer 

DISPUTED  ELECTION 

SEQUOIA  OFFICIALS  INSIST  that  neitl 
Chavez  nor  the  Venezuelan  governm< 
has  had  any  link  to  the  company.  "Th 
is  absolutely,  unequivocally  no  conn 
tion,"  insists  Sequoia  Vice-Presid< 
Michelle  M.  Shafer.  But  Sequoia's  own 
ship  is  elaborate.  The  Oakland  (Cal 
business  was  acquired  for  $16  million 
March,  2005,  by  Boca  Raton  (Fla.)-bas 
Smartmatic  Corp.  Smartmatic  is  owr 
by  a  Netherlands  holding  compa. 
which  in  turn  is  owned  by  Smartmatic 
ternational  Group,  based  in  Curacao. 

Sequoia  says  the  Curacao  compant 
principal  shareholders  are  its  Venezuei.' 
chief  executive,  Antonio  Mugica,  and  I 
family.  A  large  minority  stake  is  owned 
other  Venezuelans.  "We  were  trying.; 
make  a  fluid  company  that  could  open 
internationally,"  says  Shafer. 

The  Venezuelan  connection  has  fuec 
speculation  among  bloggers  and  otht 
in  the  anti-electronic-voting  world  abc 
Smartmatic's  role  in  a  controversial  2G( 
election  to  recall  Chavez.  The  compE 
received  a  $91  million  contract  fri 
Venezuela's  national  electoral  councD 
conduct  that  vote,  which  Chavez  eveni 
ally    won.    While    Chavez    opponet 
claimed  fraud,  no  U.S.  critics  have  linli 
Smartmatic  to  corruption,  and  the  co> 
pany  strongly  denies  it  engaged  in  ami 
The  U.S.  criticism  of  Sequoia  and 
owners  is  just  the  latest  spat  in  a  na. 
battle  over  electronic  voting.  Most  of4 
conflict    concerns    security    problei 
"These  major  security  holes  have  be 
there  for  a  long  time,  and  they  are  notf 
ing  away,"  says  Holly  Jacobson,  co-diri 
tor  of  Voter  Action.  Her  group  has  cr 
lenged  electronic  voting  arou 
the  country  in  races  won  by  b 
Republicans  and  Democrats. 
Still,  the  new  machines 
catching  on,  thanks  in  part 
more  than  $2  billion  in  fede 
funds.  The  number  of  counl 
using  electronic  systems  1 
more  than  tripled  since  2000 
1,050.  And  public  opinion  s 
veys  suggest  that  most  vot 
like  them.  ■ 
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NeWS  Analysis  &  Commentar 


ECONOMIC  TRENDS 


PREFAB  GAINS  SIGNAL 
HOUSING  PAIN 

Manufactured  home  sales  are  reviving. 
That  maybe  bad  news  for  the  larger  market 


HOUSI 

WAT 


BY  MARA  DER  HOVANESIAN 

WITH  HOME  SALES 
no  longer  soaring 
and  inventories  on 
the  rise,  there's  lit- 
tle doubt  that  the 
housing  market  is 
cooling.  But  for 
the  holdouts  who  need  more  evidence 
before  they  admit  the  party's  over,  the 
manufactured  homes  industry  is  worth 
close  attention.  One  might  assume  the 


provide  dislocated  residents  roofs  over 
their  heads  while  they  rebuild.  But  the  in- 
dustry's growth  spurt  isn't  just  disaster- 
related:  Affordability  is  driving  orders  as 
well.  And  that's  bad  news  for  the  rest  of 
the  housing  industry,  says  Barbara  Allen, 
first  vice-president  with  Avondale  Part- 
ners, a  Nashville-based  investment  bank. 
She  says  housing  starts,  or  the  number  of 
residential  building  projects  begun,  and 
the  number  of  manufactured  housing 
units  sold  have  tended  to  move  in  oppo- 


BARGAIN  Prices  are 
up  to  25%  less  than 
traditional  homes 


smaller  houses,"  says  Ivan  Feinseth 
rector  of  research  for  MatrixUSA,  ar 
stitutional  research  and  brokerage 
in  New  York. 

What's  more,  as  interest  rates 
household  budgets  will  get  squeezed, 
some  owners  will  begin  to  trade  dow 
cheaper  manufactured 
homes.  The  up  cycles 
can  last  several  years; 
the  last  one  ran  from 
1991  to  1998. 

The  industry  doesn't 
have  a  sterling  reputa- 
tion on  Wall  Street.  It 
crashed  in  the  late  '90s 
after  lenders  loosened 
standards,  allowing  people  to  buy  r 
house  than  they  could  afford.  "They 
nance  just  about  anyone  who  would  i 
in  the  door,"  says  Nouri.  Shipments  h 
all-time  high  of  370,000  units  in  199 
wave  of  defaults  followed.  Lenders 
the  sector,  and  homes  were  repossessi 
a  fraction  of  their  loan  values.  By  2 
delinquencies  peaked  at  30%  of  all  r 
ufactured  home  owners.  Units  sole 
65%  from  peak  to  trough,  says  Allen 

Out-of-favor  industries  attract  deep 
ue  investors.  Buffett  might  have  tj 


MIXED  SIGNALS 


two  move  in  tandem.  Not  so:  Strength  in 
manufactured  housing  often  signals 
tough  times  for  the  larger  housing  mar- 
ket. And  with  no  less  an  investor  than 
Warren  Buffett  voicing  support  now,  the 
stocks  of  the  handful  of  publicly  traded 
companies  in  the  prefab  sector  might 
soon  be  due  for  a  lift. 

Demand  for  manufactured  homes- 
built  in  factories  and  transported  to 
sites— has  been  brisk  since  Hurricane  Ka- 
trina  hit  last  August.  The  government  has 
paid  almost  $900  million  for  about 
25,000  mobile  and  modular  homes  to 
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site  directions  since  the  1970s,  but  espe- 
cially since  the  mid-'90s  (chart).  "Ifs 
countercyclical,"  agrees  Paul  Nouri,  equi- 
ty analyst  with  New  York  research  shop 
Sidoti  &  Co. 

RISING  INTEREST  RATES 

WHY  DO  GAINS  in  the  manufactured 
housing  industry  come  at  the  expense  of 
the  larger  housing  market?  Prefab 
homes  are  10%  to  25%  cheaper  than  tra- 
ditional "stick-built"  homes,  not  includ- 
ing land.  "You're  seeing  the  people  who 
missed  out  on  the  housing  boom  buying 


things  perfecdy.  In  2003  he  paid  $1. 
lion  for  Maryville  (Tenn.)-based  CI; 
Homes,  one  of  the  largest  manufacti 
Clayton,  along  with  Champion  and  1 
wood  Enterprises,  together  cc 
around  80%  of  the  $7  billion  mi 
"Clayton  could  be  the  biggest  h 
builder  in  the  U.S.  in  a  few  years,"  B 
said  to  shareholders  on  May  6.  "Tr 
dustry  is  slowly  working  through  its  1 
over."  Delinquencies  are  now  just  29 
Demographics  are  on  the  indu 
side.  Orders  are  flowing  in  from  Ari 
Florida,  and  California,  once-fervic 
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Analvsis  &  Commentar 


estate  markets  that  are  cooling  off  fast  Re- 
tired baby  boomers  on  fixed  budgets  are 
expected  to  continue  to  drive  sales  in  the 
Sunbelt.  And  demand  in  the  New  Orleans 
market  should  be  strong  for  years  to  come. 
Right  now,  investors  might  not  be  ap- 
preciating the  full  potential  of  manufac- 
tured home  stocks.  "We're  in  the  early 
stages  of  an  upswing,"  says  Jay  McCan- 
less,  a  research  associate  at  Avondale, 


which  recommends  a  handful  of  manu- 
factured housing  stocks,  some  traded  by 
Avondale  as  a  market-maker.  It  pegs 
Champion,  for  example,  at  a  price  of  19, 
up  from  its  current  13.  If  these  stocks  start 
ticking  up,  it  could  be  a  sign  that  tradi- 
tional homebuilder  stocks  such  as  Hov- 
nanian  Enterprises  Inc.  and  Pulte  Homes 
Inc.,  and  the  larger  housing  market,  are 
on  a  shaky  foundation.  ■ 


INVESTING 


fund  (ETF)  that  tracks  that  index.  If 
market  looks  like  it's  going  down,  j 
maintain  that  position  but  also  sell 
tures  of  the  S&P  500  to  hedge  your  I 
You  take  the  profits  from  those  futu 
and  reinvest  them  in  the  ETF  when 
model  says  the  market  has  reached 
torn.  In  layman's  terms,  if  s  a  long-te ' 
strategy  that  pre- 
dicts market  dips     A  Viprjp'p 
before  they  happen    ~^  HCLlgC 
and  buys  on  them.      JXUICL 
Taylor    says    he 


ti» 


invests 


own 


THE  SUN,  THE  MOON, 
AND  THE  MARKET 

Robert  Taylor  says  stocks  go  up  and  down 
according  to  gravitational  pull 


based  oi 
the  mod 
was  shu^ 
down 


J! 


BY  ADRIENNE  CARTER 

ERHAPS  IT'S  NOT  SUR- 
I  prising  that  the  worlds  of 
literature  and  hedge  funds 
are  colliding.  But  no  one 
would  have  predicted  the 
other  elements  of  this  tale: 
angry  investors,  regula- 
tors, even  the  principles  of  astrophysics. 
Our  stranger-than-fiction  story  starts  in 
the  late  1980s,  when  Robert  Taylor,  then  a 
construction  executive  and  amateur  sci- 
entist, began  formulating  a  theory  that 
fluctuations  in  the  earth's  gravity  influ- 
ence investors.  Over  the  years,  he  refined 
the  idea,  which  he  calls  the  Taylor  Effect, 
into  a  stock  market  trading  strategy. 

In  March,  Taylor,  59,  revealed  his  sys- 
tem to  the  world  in  a  mystery  novel  called 
Paradigm;  think  The  Da  Vinci  Code  for  the 
Wall  Street  set.  It  has  all  the  hallmarks  of 
a  great  summer  read.  The  protagonists 
crack  the  secret  of  the  stock  market,  a 
dangerous  discovery  that  threatens  their 
lives.  It's  Taylor's  second  book;  his  first 
was  OPStime,  a  1994  nonfiction  work  on 
human  behavior. 

Taylor,  who  sold  his  construction  outfit 
in  1999,  insists  his  offbeat  trading  strate- 
gy works.  When  the  earth's  gravitational 
pull  (as  measured  by  tidal  patterns)  is  at 
its  weakest,  he  says,  the  stock  market 
reaches  a  high,  as  happened  in  2000.  The 
converse  is  also  true,  he  says :  When  the 
earth's  gravitational  pull  becomes 
stronger,  stocks  plummet,  as  in  1987.  "I 
bring  the  subject  matter  down  to  the 
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street  level  in  the  book,"  says  Taylor.  "But 
the  characters  go  through  the  same 
methodology,  the  thought  processes,  the 
strategies  that  I  did.  Except  that  they're 
taller,  darker,  and  have  a  lot  more  hair." 

Here's  how  Taylor's  system  can  be  ap- 
plied. If  the  model  says,  for  instance,  that 
the  Standard  &  Poor's  500-stock  index  is 
headed  up,  you  buy  an  exchange-traded 


It 


his 
money    this    way 
and     has    booked 
more  than  $1  mil- 
lion in  profits  since 
2000.  He  claims  he 
outpaced  the  S&P 
by  40%   over  the 
past  five  years  but 
concedes  that  he  experienced  some  los   , 
over  the  course  of  developing  the  stratd 
In  2002,  Taylor  licensed  a  trad^ 
technology  based  on  his  model  to 
Edwards  and  a  partner,  who  were  st;i 
ing  the  Georgia-based  Aurora  Inviv 
ment  Fund,  a  hedge  fund.  After  a  sec 
of  dramatic  turns,  Edwards  was  chariijl 
in  October,  2005,  with  fraud  by  the  Cc'J 
modify  Futures  Trading   Commiss 
(CFTC).  The  regulator  alleges  that 
wards,  who  raised  the  bulk  of  the  ! 
million  for  the  fund  firm  (the  partner 
pears  to  have  left  by  the  middle  of  2C 
and     isn't     implicatt 
misled    prospective 
vestors  by  telling  tbl 
the  group  managed  ujj 
$100  million  and  the 
generated  profits  with 
a  single  losing  month  i 
Edwards'  attorn 
Lawrence  A.  Rosenbr 
acknowledges  that  th 
were  losses  but  blaj 
them    on    a    third-p; 
clearinghouse  that  die 
follow  Edwards'  trad 
instructions.  The  cast 
in  the  discovery  phase 
fore  a  U.S.  District  C( 
in  Georgia. 

Taylor  says  he  pu 
out  of  the  Aurora  pad 
ter  learning  that  Edw* 
wasn't  following 
strategy  properly,  i 
isn't  implicated  in 
CFTC  action.)  Given 
literary  bent,  the  exp 
ence  could  be  fodder  t 
Paradigm  sequel.  ■ 
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INDIA'S  ART 
APPRECIATION 

Modern  works  are  zooming  in  value 
—leading  some  to  fear  a  shakeout 


BY  MANJEET  KRIPALANI 

WHAT  HAS  BEEN 
the  best  invest- 
ment in  India  in  re- 
cent years?  No,  if  s 
not  an  outsourcer 
such  as  Wipro, 
Tata,  or  Infosys.  To 
get  supercharged  returns,  you'd  have 
done  far  better  with  a  painting  by  Ram 
Kumar.  A  6-foot-by-4-foot  oil  that  sold  for 
$32,000  in  2003  might  fetch  $500,000 
today— a  1,462%  runup. 

There  has  long  been  a  global  market 
for  Indian  miniature  paintings,  sculp- 
tures, and  other  antiquities,  but  interest 
in  the  country's  modern  art  has  lagged. 
Now,  a  robust  economy,  a  new  moneyed 
class,  and  the  energetic  participation  of 
young  expat  Indians  are  boosting  sales  of 
contemporary  Indian  art  to  new  highs.  In 
April  a  new  gallery  opened  in  Bombay 
every  week,  and  sellout  shows  are  the 
norm  in  big  cities  across  India.  Jerry  Rao, 
chairman  of  software  outsourcer  MphasiS 
BFL  Ltd.,  shows  his  collection  in  the  com- 
pany's offices  world- 
wide. Tn  the  past  two 
years,  investors  have 
started  at  least  four  "art 
funds"  in  which  a  cura- 
tor buys  and  sells  art- 
works instead  of  stocks. 
And  since  March,  Bom- 
bay's Economic  Times 
has  even  published  an 
"art  index"  aggregating 
prices  for  works  by  51 
top  artists. 

The  excitement  the 
new  market  is  generat- 
ing was  palpable  at  the 


Saffronart  Gallery  in  Bombay's  old  textile 
district  on  May  4.  On  display  were  India's 
contemporary  masters:  Krishna  Howalji 
Ara  and  his  nudes,  Jogen  Chowdhury's 
figures,  the  prolific  and  flamboyant  Maq- 
bool  Fida  Husain,  Sayed  Haider  Raza's 
colorful  geometries,  Francis  Newton 
Souza's  intense  landscapes,  Tyeb  Mehta's 
mobile  figures.  The  reserve  prices  for  their 
works  started  anywhere  from  $100,000  to 
$700,000.  On  hand  to  sip  wine  and  check 
out  pieces  that  would  later  be  auctioned 
over  the  Internet  were  artists,  dealers,  and 
veteran  collectors— plus  more  than  a  few 
art  world  newcomers.  "You  can't  avoid  the 
art  market  these  days  if  you're  a  sensible 
investor,"  said  Mehul  Patel,  a  27-year-old 
Indian  tech  entrepreneur  based  in  Singa- 
pore, as  he  swirled  a  glass  of  chardonnay. 


Japanese 
Masanori 


DISTANT  OUTPOSTS 

TODAY,  INDIANS  BOTH  at  home  and 
abroad  believe  investing  in  art    PUNDOle  People 
can  be  as  prestigious  as  a    buy  "because  they 
good  address  and  as  profitable    see  money  in  it" 
as  the  stock  market— or  more 


so.  And  why  not?  Prices  for  art  h;'i. 
tripled  across  the  board.  At  a  Christ   a 
auction  in  London  last  September,  .  ii 
hammer  came  down  on  Tyeb  Meh  ii; 
Mahisasura— an  acrylic  on  canvas  dep  |  ! 
ing  an  Indian  goddess  defeating  a  bufll* ,f 
demon— for  $1.6  million.  Since  then;  is 
least  a  half-dozen  works  by  contempor    ja 
Indian  masters  have  sold  for  $1  millii 
plus.  "Today,  people  aren't  buying  art  I 
of  conviction  or  pleasure,  but  beca  Cf 
they  see  money  in  it,"  says  Dadiba  P(j 
dole,    a    gallery   owner   whose    fat: 
launched    Husain    and    other   top-ilW 
artists  in  the  1960s  and  '70s. 

Although  most  buyers  are  Indian  J 
usually  successful  expatriate  entreifj 
neurs  or  professionals— there's  grow™ 
interest  among  non-Indians.  The 
largest  collections  are  both  outside  Im 
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food      processing      tyo 
Fukuoka's  1,000-plus  wed 
are  housed  in  a  three-si 
museum    near    Kobe,    w 
1,200  works  collected  by> 
late  Texas  oilman  Chester  I 
witz  reside  in  the  Peabody 
sex  Museum  in  Salem,  M- 
Christie's  will  hold  five  aucti 
of  Indian  contemporary  ar 
2006,  up  from  three  annual] 
recent  years.  New  Delhi's  Be 
Art  has  a  branch  in  Singa{ 
and  will  open  in  New  Yorl 
September— adding  to  the  c 
six  galleries  already  specials  I 
in  contemporary  Indian  w 
And  Indian  expat  buyers  are 
coming  gallery  owners:  On. 
27,  collector  and  tech  entre 
neur  Kent  Charugundla  ope    I 
TamarindArt     in     Manna 
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a  sellout  solo  exhibit  by  abstract  ex- 
iionist  Bal  Chhabda. 
ith  prices  soaring,  art  lovers  are  pre- 
lg  a  shakeout.  After  the  sell-off  Bom- 
stock  market  has  seen  in  the  past 
:,  some  fear  prices  for  art  will  follow, 
as  to  plateau,  but  when?"  says  Bom- 
gallery  owner  Ritu  Prakash  Desai. 


"Like  the  stock  market,  it's  a  guessing 
game."  Already,  some  collectors  are  balk- 
ing. "I'm  still  a  buyer,"  says  Fukuoka,  "but 
at  these  prices,  not  like  before."  Even  artists 
are  astonished.  Jehangir  Sabavala,  an  ele- 
gant, cravat-wearing  84-year-old  and  one 
of  India's  premier  abstract  painters,  recalls 
his  long  years  of  struggle  and  marvels  that 


prices  are  "beyond 
recognition." 

Another  fear  is 
that  artists  may  be 
sacrificing  quality 
for  quantity.  Given 
the  growing  demand,  some  artists  have 
become  painting  factories,  says  Ranjit 
Hoskote,  a  Bombay  art  critic  and  author. 
"It's  a  trap,  especially  for  young  artists 
who  are  just  churning  out  pictures,"  he 
says.  And  auctioneers  are  finding  them- 
selves embarrassed  by  fakes.  In  March, 
Sotheby's,  Christie's,  and  Bombay-based 
Osian  all  withdrew  several  works  of  ques- 
tionable origin  from  their  offerings. 

Despite  such  concerns,  interest  re- 
mains high.  For  the  first  time,  Christie's 
this  year  plans  to  include  Indians  in  auc- 
tions in  Dubai  and  Hong  Kong.  "It's 
about  time  we  showcase  Indian  artists  to 
a  wider  audience,"  says  Yamini  Mehta, 
who  heads  modern  and  contemporary 
Indian  art  at  Christie's.  "There's  great 
quality  in  these  works."  ■ 


BusinessWeek 


For  a  slide  show  of 
works  by  leading  Indian  and  Chinese 
contemporary  artists,  please  visit 
www.businessweek.com/extras 


CHINA 


Cultural  Evolution 


■   ^B    flV  hen  the  auctioneer's  gavel 
A  m^  K  went  down  at  a  Sotheby's 

^W^^B    sale  in  Hong  Kong  in  April, 
h^V  ^V    an  anonymous  Asian 

■»     wK     collector  had  bid  more 
ian  $3.6  million  for  an  oil  painting  entitled 
ink  Lotus  by  Chinese  artist  Chang  Yu,  a 
cord  for  modern  Chinese  art.  That  sale— at 
ore  than  four  times  the  expected  price— 
tas  no  freak  occurrence.  Prices  for 
antemporary  works  by  Chinese  artists  have 
?en  skyrocketing  as  connoisseurs  both 
jmestically  and  abroad  have  been 
lapping  them  up. 

Such  sums  might  seem  modest  next  to 
ie  $95.2  million  paid  for  Picasso's  Dora 
aarau  Chat  in  New  York  this  spring.  But 
ere's  no  denying  that  collectors  worldwide 
e  getting  excited  about  China.  "The  art  is 
jproachable  for  the  Western  eye  and  has 
i  immediacy  to  the  Westerner  with  an 
terest  in  China,"  says  Henry  Howard- 
leyd,  managing  director  for  Asia  at 
itheby's.  "It's  an  exciting,  hip,  and  cool 
ace  to  be  collecting." 


China's  new  contemporary  works  aren't 
just  adorning  the  walls  of  Manhattan 
apartments.  Newly  minted 
mainland  millionaires  are 
loading  up,  too,  helping  to 
double  or  triple  prices  in  the 
past  18  months.  Gu  Wenda's 
12-ft.-by-4-ft.  ink  paintings, 
which  sold  for  $35,000 18 
months  ago,  now  fetch  as 
much  as  $150,000,  while 
paintings  by  Paris-based 
Yang  Jie  Chang  have  zoomed 
up  to  $100,000  from 
$30,000  or  so. 

Some  of  the  most  popular 
pieces  are  by  the  first  generation  of  avant- 
garde  artists  to  emerge  after  the  end  of  the 
Cultural  Revolution.  Yue  Minjun,  who  paints 
laughing  figures  with  oddly  uniform  teeth, 
and  cynical  realist  painter  Fang  Lijun,  whose 
trademark  bald-headed  portraits  are  widely 
imitated,  have  garnered  a  huge  following. 
Feng  Zhengjie's  Andy  Warhol-inspired 
portraits  of  Mao  now  sell  for  as  much  as 
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$62,000,  more  than  triple  the  price  18 
months  ago. 

Some  argue  that  commercial  success 
has  discouraged  artists  from  taking  risks 
and  trying  new  styles.  "A  tremendous 
number  of  artists  find  a  formula  and  stick  to 
it,"  says  Elisabeth  de  Brabant,  co-director  of 
Art  Scene  Warehouse  gallery  in  Shanghai. 
But  other  strong  selling  artists,  such  as  Zeng 
Fanzhi  (whose 
influences  include 
Francis  Bacon)  and 
Zhang  Xiaogang  (best 
known  for  his  ethereal 
portraits  based  on  old 
photographs),  continue 
to  stake  out  new  ground. 
Is  the  market  getting 
overheated?  Not  yet,  say 
experts,  who  point  out 
that  Chinese  artists  still 
look  cheap  when 
compared  with  their 
Western  counterparts.  But  that  gap  will 
steadily  narrow  as  increasingly  affluent 
Chinese  collectors  buy  works  by  their 
compatriots.  "In  10  years  the  most 
expensive  work  of  art  [in  the  world]  will  be 
Chinese,"  says  New  York  dealer  Michael 
Goedhuis.  "It's  a  matter  of  national  pride." 

-By  Frederik  Balfour  in  Shanghai 
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STATESIDE  CLOUT 

Crate  &  Barrel's 
central  distribution 
center  in  Illinois; 


GERMANY 


OTTO  THE  MODEST 

The  German  retailer  is  a  powerhouse  in  worldwide 
online  sales,  but  it's  not  blowing  any  fliigelhorns 


BY  JACK  EWING 

VEN  IN  GERMANY,  NOT 
too  many  people  know  that 
Hamburg  retailer  Otto 
Group  is  second  only  to 
Amazon.com  Inc.  in  busi- 
ness-to-consumer e-com- 
merce  worldwide.  But  then, 
Chief  Executive  Michael  Otto  has  never 
been  much  of  a  self-promoter.  The  bil- 
lionaire son  of  the  company  founder 
rarely  gives  interviews  and  recoils  at  the 
idea  of  taking  the  $18.5  billion  family- 
held  company  public.  Otto,  whose  fami- 
ly's wealth  has  been  estimated  at  more 
than  $10  billion  and  who  owns  such 
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pricey  real  estate  parcels  as  the  47-story 
office  tower  at  1177  Avenue  of  the  Ameri- 
cas in  New  York,  is  one  of  Germany's 
richest  men.  Yet  he  doesn't  play  the  role  of 
a  tycoon.  Reserved  and  down-to-earth,  he 
often  relaxes  by  playing  a  game  of  volley- 
ball with  Otto  workers. 

In  Germany,  Otto's  style  would  be 
called  bescheiden.  That  translates  as  mod- 
est, frugal,  or  unpretentious.  Those  qual- 
ities no  doubt  helped  Otto  avoid  giving  in 
to  the  greed  of  the  dot-com  era.  Instead  of 
cashing  out,  he  hung  on  to  develop  a 
business  model  that  has  made  his  com- 
pany a  real  power  on  the  Internet,  with 
online  sales  last  year  of  $3.8  billion.  Otto 


has  made  regular  scouting  trips  to 
high-tech  companies  since  the  1980s, 
early  on  he  figured  out  how  to  harnes! 
Net  in  service  of  the  retailer's  tradiri 
German  mail-order  business. 

That  so-called  multichannel  stra 
has  helped  the  company  withstand  a 
longed  slump  in  German  spending 
some  bad  miscalculations  managinj 
U.S.  operations.  Otto  was  forced  to 
up  control  of  Spiegel  Inc.,  the  mail-o 
house,  and  Eddie  Bauer,  the  outi 
clothing  unit,  both  of  which  ran  into 
ous  trouble  in  2003.  But  he  has  r 
than  made  up  for  those  missteps  w: 
majority  stake  in  home-furnishing; 
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tailer  Crate  &  Barrel,  where  e-commerce 
has  helped  sales  triple  since  1998,  to  $1.2 
billion.  Including  other  holdings  such  as 
French  consumer  finance  company 
Cofidis  and  Japanese  catalog  retailer  Otto 
Sumisho,  Otto  Group's  online  sales  grew 
30%  in  the  fiscal  year  ended  in  March  and 
now  account  for  about  20%  of  total  rev- 
enues of  $18.5  billion.  Last  year  the  group 
had  profits  of  $526  million,  and  Otto  says 
that  figure  will  go  higher  for  the  fiscal  year 
ended  in  March. 

Otto  Group's  attempt  to  preserve  tradi- 
tion while  embracing  the  modern  reflects 
Otto,  the  man.  Although  outwardly  con- 
ventional, Otto,  63,  is  a  major  collector  of 
avant-garde  art.  He  played  a  role  in  per- 
suading German  lawmakers  to  let  New 
York-based  artists  Christo  and  Jeanne- 
Claude  wrap  Berlin's  Reichstag,  its  Par- 
liament building.  "Because  of  his  con- 
nections, people  could  tolerate  the  idea  of 
wrapping  the  Reichstag,"  says  Christo. 

Otto  lobbied  17  years  for  the  project  be- 
fore it  happened  in  1995.  He  is  often  just 
as  patient  in  business.  Otto  refuses  to  take 
his  company  public  partly  because  he 
thinks  the  market  encourages  shortsight- 
ed management.  "We  don't  have  to  come 
up  with  a  good  story  every  quarter  for  the 
investors  and  the  press,"  Otto  says  in  an 
interview  in  his  Hamburg  office,  which  is 
decorated  with  a  Christo  drawing. 

That's  a  very  German  point  of  view, 
and  it  has  worked  for  Otto.  The  company 
was  founded  in  1949  by  Michael  Otto's  fa- 
ther, Werner,  now  96,  a  refugee  from  ter- 
ritory now  part  of  Poland.  Initially  the  Ot- 
tos lived  in  bombed-out  Hamburg, 
squeezed  into  a  house  with  another  fam- 
ily. But  their  business,  which  began  by 
selling  shoes  through  the 
mail,  thrived.  Soon  Otto 
catalogs,  thick  as  phone 
books,  became  to  Ger- 
mans what  Sears  catalogs 
were  to  Americans,  spe- 
cializing in  clothing  but 
also  selling  a  range  of 
electronics,  toys,  sporting 
goods,  building  supplies, 
and  travel  packages. 
When  Michael  became 
ceo  in  1981  he  took  the 
company  overseas.  Now 
Otto  generates  half  its 
revenue  outside  Ger- 
many via  subsidiaries 
such  as  Bonprix,  which 
sells  clothing  and  house- 
wares in  Britain,  Russia, 
Poland,  and  elsewhere. 

In    the    1990s,    Otto 
could    see   that   e-com- 


The  family 

catalog 

business 

thrived  in 

postwar 

Germany 


merce  would  challenge  traditional  retail- 
ing. So  he  took  part  in  the  now  infamous 
Orlando  test,  a  project  led  by  Time  Warn- 
er Inc.  The  mid-'90s  attempt  to  provide 
home  shopping  via  interactive  cable  to 
Orlando  residents  was  plagued  with 
technical  glitches,  but  it  gave  Otto  valu- 
able experience.  The  company  launched 
its  first  online  catalog  in  1995,  which  it 
supplemented  with  a  CD-ROM  version  to 
compensate  for  the  era's  sluggish  dial-up 
modem  speeds.  By  1998,  Otto's  online 
business  was  profitable. 

SAVVY  SNAIL  MAIL 

OTTO'S  ONLINE  philosophy  differs 
markedly  from  that  of  Amazon  or  eBay 
Inc.  Those  e-tailers  only  take  orders  on- 
line. Otto  allows  customers  to  order  on 
the  Net  but  get  a  bill  in  the  mail  and  pay 
by  bank  transfer.  That  encourages  online 
shopping  by  Germans  who  lack  credit 
cards.  To  lure  shoppers,  the  site  lets 
women  create  images  of  themselves,  then 
try  on  clothing  combinations  virtually.  To 
keep  ideas  flowing,  info  tech  managers 
worldwide  meet  at 
least  twice  a  year  to 


Michael  Otto 

Otto  values  tradition  while 
embracing  new  trends  in  his 
private  and  corporate  lives: 

BORN  Kulm,  1943 

CAREER  HIGHLIGHTS  In  1971  joined 
catalog  retailer  founded  by  his  father, 
Werner,  in  1949.  Became  CEO  in  1981. 

BUSINESS  STRATEGY  Tapping  the 
market  for  e-commerce  to  build  off 
catalog  business.  Expanding  overseas, 
including  the  purchase  of  U.S.  retailer 
Crate  &  Barrel.  Major  real  estate  holder 
in  Manhattan. 

BEST  DECISION  YET  Rejecting  advice 


from  consultants  in  the  late  1990s 
that  Otto  spin  off  the  company's 
e-commerce  activities  to  cash  in  on  the 
Internet  craze. 

STRESS  RELIEF  Practices  Tai  Chi, 
plays  volleyball  for  company  team. 

OUTSIDE  PASSION  Modern  art  lover. 
Helped  Christo  and  Jeanne-Claude 
wrap  the  Reichstag  in  1995. 

FAMILY  Wife,  Christl,  two  grown 
children. 


swap  best  practices,  such  as  | 
Japanese  unit's  success  with  i 
tomers  ordering  via  cell  phor  I 
Within  the  group,  Chief 
based  Crate  &  Barrel  has  beci  ■ 
a  template  for  integrating  stcij 
catalogs,  and  the  Net.  The  ass  I 
ment  in  shops,  online,  and  in 
alogs  is  almost  identical,  pai 
the  company's  strategy  of  el 
nating  distinctions  between 
different  sales  channels.  Iti 
bought  online  can  be  returne 
stores,  and  one  back- office  and  deli- 
system  serves  all  customers.  Abot 
quarter  of  Crate  &  Barrel's  $1.2  billio 
annual  sales  now  comes  via  the 
"Otto  really  supported  and  pushed 
effort,"  says  Crate  &  Barrel  founder 
CEO  Gordon  Segal,  who  hopes  to  exp 
into  Canada  and  Europe. 

Despite  the  success  of  the  Crate  &  I 
rel  acquisition,  Otto  has  had  its  shan 
setbacks  in  the  U.S.  Spiegel  filed  for  b; 
ruptcy  protection  in  2003  after  it  ext<; 
ed  too  much  bad  credit.  Spiegel  survi 
but  Otto  was  forced  to  cede  the  compjM 
as  well  as  the  group's  Eddie  Bauer  un 
creditors.  The  affair  also  drew  serin 
from  the  Securities  &  Exchange  Comn 
sion,  which  revoked  trading  of  Spr> 
shares  after  determining  the  comp 
concealed  its  financial  condition  froni 
vestors.  The  SEC  continues  to  investit 
the  case  and  could  impose  a  fine,  ace 
ing  to  a  company  spokesman.  An  i 
spokesman,  citing  agency  policy,' 
clined  to  comment. 

For  Michael  Otto,  the  Spiegel  affair 
a  bitter  pill.  Bui- 
concern  now  is 
relentless  comji 
tion  from  the 
of  eBay.  To  s 
apart,    Otto 
to  offer  better  s 
ice  and  reliabi 
That  includes 
phone  reps,  a  qw 
dial    help    nuir 
for  mobile  phc 
(6886,  or  OTTO), 
the     company's 
package  delivery  s 
ice.  "It's  extremely] 
for  competitors  to  r 
cate    that    and    ni 
away  at  Otto's  ms 
share,"  says  Dan  Bi 
an  analyst  in  Col< 
at    market    resear 
Ovum     Ltd.     Anc 
good     thing     not 
boast  about.  II 
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Wouldn't  be  in  a  mosh  pit. 


h 


i- 


Jt< 


1 1  Mobile 


INTRODUCING  THE  T-MOBILESDA.  YOUR  OUTLOOK' ON  THE  GO. 

Take  care  of  work  and  life  with  the  new  T-Mobile  SDA.  With  Microsoft  Office  Outlook  Mobile,  this  compact  phone  gives 
you  easy  access  to  your  e-mail,  calendar  and  contacts.  Plus,  get  unlimited  e-mail,  Internet  and  T-Mobile  HotSpot'  service 
starting  at  $29.99/month  on  our  powerful,  nationwide  data  network.  Call  us  at  1.800.TMOBILE  or  visit  t-mobile.com. 

■T  •  -Mobile- 

Get  more  from  life" 


mited-time  offer  sublet  to  change  $29  99/month  price  plan  applies  when  added  to  a  qualifying  T-Mobile  voice  rate  plan.  Taxes  and  fees  additional.  Supi  tad  See  T-Mobile's  Terms  and  Conditions  (including  mandatory 

ttlrafonjandotnerrelevantpagesalwwwt™bilerom^ 

:the  Microsoft  Corporation  in  the  United  States  and/or  other  countries.  T-Mobile  and  the  HotSpot  and  design  are  federally  registered  trademarks,  and  the  magenta  color  isa  trademark,  of  Deutsche  Telekom  AG.  ©  2006  T-Mobile  USA,  inc. 
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SINGAPORE 


NOW  PLAYING  IN  ASIA: 
DIGITAL  CINEMA 

Singapore  is  in  the  vanguard  of  the  film 
industry's  shift  from  celluloid  to  pixels 


BY  BRUCE  EINHORN 

THE  PROJECTION  BOOTH 
at  Singapore's  Suntec  City 
multiplex  sounds  like 
those  at  theaters  world- 
wide. After  the  projection- 
ist feeds  the  film  through 
the  projector,  the  room 
fills  with  the  clickety-clack  of  the  spinning 
reels.  But  beside  each  of  the  five  tradi- 
tional projectors  sits  a  newfangled  model 
that  takes  no  effort  to  load  and  makes  no 
noise  other  than  the  hum  of  a  cooling  fan. 
These  are  digital  projectors  for  showing 
movies  delivered  on  removable  hard 
drives.  "My  guy  just  needs  to  push  a  few 
buttons"  to  start  a  digital  film,  says  Oh 
Chee  Eng,  a  top  executive  at  Eng  Wah  Or- 
ganization Ltd.,  the  theater's  owner.  "It's 
so  much  easier." 

While  music,  television,  and  even  radio 
have  all  moved  to  digital  formats,  the 
movie  industry  still  clings  to  technology 
dating  from  the  days  of  Thomas  Edison. 
That's  starting  to  change,  though,  since 
Hollywood  last  year  finally  settled  on  a 
common  format  for  digital  ■  movies. 
Digital-cinema  advocates  say  the  tech- 
nology will  lower  costs,  add  piracy  pro- 
tection, and  provide  new  sources  of  rev- 
enue to  theater  owners  by  helping  them 
show  live  events  such  as  concerts  and 
soccer  matches.  "It's  really  starting  to 
take  off,"  says  Al  Barton,  vice-president 
for  digital-cinema  technologies  at  Sony 
Pictures  Entertainment  in  Hollywood. 

Singapore  is  leading  the  way.  The  ulti- 
mate goal  is  to  make  the  island  nation  a 
center  for  entertainment,  with  post- 
production  studios  helping  to  create  con- 
tent and  Hollywood  distributing  digital 
movies  from  Singapore  to  the  rest  of  Asia. 
The  government  has  ponied  up  about 
15%  of  Eng  Wah's  up-front  costs  of  in- 
stalling digital  equipment,  which  can  eas- 
ily reach  $100,000  for  the  projector  and 
computer,  or  about  five  times  the  price  of 
a  conventional  projector.  Today  15%  of 
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the  city's  158  screens  are  digital,  and  the 
rest  could  be  converted  by  yearend,  says 
Mike  Connors,  a  former  Asia  chief  for  the 
Motion  Picture  Association  of  America 
and  now  a  consultant  to  Singapore.  "If  s 
very  clear  the  government  wants  this  to 
happen,"  he  adds. 

EMPTY  SEATS 

STILL,  IT'S  TOUGH  for  theater  owners  to 
make  a  business  case  for  buying  digital 
projectors.  Cathay  Organization  Holdings 
Ltd.  opened  the  first  digital  cinema  in  Sin- 
gapore in  2003,  but  today  it  has  only 
three  digital  projectors.  One  reason: 
Cathay  can't  raise  prices  to  cover  the 
$400,000  it  has  invested  in  the  equip- 
ment. At  a  time  when  movie  attendance 
in  Singapore  is  falling— down  7%  last 


year— the  market  can't  handle  even  1 
small  increase  in  ticket  prices  from  1 1 
current  $6  or  so,  says  Suhaimi  Rai 
Cathay's  president  for  business  ope 
tions.  "The  sums  don't  add  up,"  he  saj 

But  advocates  are  hanging  in 
things  stand,  many  digital  cinema  proj' 
tors  sit  idle  for  months  at  a  time  becai 
there  aren't  enough  digital  movies.  L 
year  just  a  dozen  of  the  150  titles  sho1 
in  Singapore  were  digital.  Cinema  own 
are  expecting  about  twice  as  many  digi 
films  this  year,  now  that  Hollywood  1 
adopted  a  standard  format.  Curren 
digital  versions  of  Mission:  Impossible  | 
Poseidon,  and  The  Wild  are  showing. 

Movie  houses  can  also  use  the  techn 
ogy  for  more  than  films.  With  the  projec 
hooked  up  to  the  Net  or  a  satellite  linl 
whole  new  world  of  content  becon 
available.  Cathay  showed  the  finals  of 
local  version  of  American  Idol  in  its  dig. 
cinema  in  2004  and  will  present  Wo 
Cup  soccer  matches  this  summer.  $ 
Wah  plans  to  add  a  further  eight  dig 
projectors  and  is  looking  to  compu 
games  as  a  way  to  make  them  pay  off.  L 
year,  Eng  Wah  hosted  a  competition  v. 
videogame  maker  Electronic  Arts  Inc.  J 
which  fans  watched  hotshot  gamers  cq 
pete  on  the  silver  screen.  Another  possii 
ity:  dozens  of  gamers  facing  off  in  a  hi 
electronic  brawl.  "I  [could]  convert 
cinema  into  a  game  hall,"  says  Oh,  the 
ecutive  from  Eng  Wah.  ■ 
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How  Data  Flow  to  the  Silver  Screen 
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2  The  drive  is  sent 
to  cinemas  by 
courier,  although  that 
may  change  to 
satellite  delivery. 


Movie  studio  digitizes 
and  compresses  the 
film,  then  puis  it  on  a 
removable  hard  drive. 


3  Separately,  the  studio 
sends  a  digital  "key" 
that  unlocks  the  film  and 
limits  the  number  of  time:< 
it  can  be  played. 


The  drive  and  key  are  j 
plugged  into  a  server 
in  the  projection  room. 
The  movie  is  ready  to  show 
through  a  digital  projector. 
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SPECIAL  REPORT 


100  Sizzling 
Companies 

To  Watch 

BYARLENEWEINTRAUB 


In  the  tough,  ultracompetitive  world  of 
football,  Vernon  Davis  stands  out  for 
his  strength,  agility,  and  fighting  spirit. 
When  he  played  for  the  University  of 
Maryland,  the  6-ft.-3-in.  powerhouse 
drew  raves  as  one  of  the  best  tight  ends 
in  college  football.  During  the  National 
Football  League's  draft  in  late  April,  Davis 
was  snapped  up  by  the  San  Francisco  49ers. 
It's  no  surprise,  then,  that  scrappy  sportswear 
maker  Under  Armour  Inc.,  which  got  the 
jump  on  giants  like  Nike  Inc.  in  the  market 
for  skintight  athletic  wear,  chose  Davis  to  be  a 
celebrity  endorser  of  its  products. 
As  Davis  ascends  to  the  elite  realm  of  pro- 
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STRONG  BACKER 

Vernon  Davis 
endorses  athletic 
wear  from  Unde^ 
Armour.  And  the 
brand  is  scoring 
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of  its  own 


HOT  GROWTH 


1 


fessional  football,  Under  Armour  is  scoring  some  touchdowns 
of  its  own.  Its  sales  have  grown  an  average  of  78.4%  annually 
for  the  past  three  years,  and  profits  have  doubled,  causing  the 
Baltimore  company  to  bolt  into  the  No.  6  spot  on  BusinessWeek's 
Hot  Growth  list  of  America's  100  fastest-growing  small  com- 
panies. Under  Armour's  signature  tight-fitting  shirts,  along 
with  its  shorts,  jackets,  and  other  products,  have  become  athlete 
favorites,  because  they're  made  of  lightweight  material  that 
wicks  away  sweat  (page  64).  "Plus,  it  makes  you  look  stronger 
than  you  are,"  says  Davis. 

The  100  companies  in  BusinessWeek's 
2006  ranking  may  not  be  big,  but  like  the 
best  in  the  NFL,  they're  strong,  agile,  and 
fiercely  competitive.  Many  have  carved  out 
niches  that  no  one  else  was  smart  enough  to 
spot  or  quick  enough  to  pounce  on.  Some 
have  only  a  few  years  of  marketing  experi- 
ence. Others  have  been  around  for  decades 
but  recently  pulled  off  revivals  that  returned 
them  to  the  front  of  the  pack.  Together, 
they're  a  powerful  economic  force.  Small 
businesses  produce  14  times  as  many 
patents  per  employee  as  large  companies  do,  and  they  are  twice 
as  likely  to  turn  those  inventions  into  successes,  according  to  a 
congressional  report.  They  account  for  half  of  the  private  gross 
domestic  product,  create  more  than  60%  of  net  new  jobs  each 
year,  and  pay  44.3%  of  the  private  payroll. 

WRINKLE  BOOM 

DURING  THE  VETTING  OF  OUR  Hot  Growth  contenders,  an 
economic  quirk  emerged.  The  rising  thirst  for  petroleum  has 
driven  prices  up,  translating  to  gold  for  the  14  oil  and  energy- 
services  companies  on  the  list,  and  a  No.l  spot  for  VAALCO  En- 
ergy Inc.  (page  63).  Yet  despite  high  prices  for  gasoline,  con- 
sumers have  yet  to  slash  discretionary  spending.  The  average 
household  spends  $44  a  week  on  gas— 15.8%  more  than  it  did  a 
year  ago,  according  to  the  International  Council  of  Shopping 
Centers.  Yet  same-store  sales  in  the  second  week  of  May  jumped 
4.2%  over  the  same  period  a  year  ago.  Shoppers  aren't  hesitating 
to  shell  out  $40  for  an  Under  Armour  shirt.  And  they  still  flock  to 
malls  to  shop  at  Guess?  Inc.  (No.  78)  and  to  watch  their  kids 
make  stuffed  animals  at  Build-a-Bear  Workshop  Inc.  (No.  40). 

Spending  is  especially  strong  .among  the  nation's  77  million 
baby  boomers,  who  are  snapping  up  the  latest  kitchen  gadgets, 
having  their  wrinkles  erased,  and  doing  whatever  else  makes 
them  feel  better  as  they  age.  "We  continue  to  see  an  ongoing 
skewing  of  the  distribution  of  wealth"  to  people  over  60,  says 
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Small  businesses 
create  more 
than  60%  of  net 
new  U.S.  jobs  and 
account  for  half  the 
private  sector's  GDP 


Mark  Zandi,  chief  economist  at  Moody's  Economy.com  Inc. 
you  cater  to  aging  boomers,  you've  got  a  powerful  tailwind." 
The  costly  war  that  boomers  are  waging  against  the  ag: 
process  makes  them  a  lucrative  target.  No.  20  NutriSystem  1 
sells  its  weight-loss  products  mostly  to  younger  boomer 
women  in  their  mid-40s— but  older  dieters  have  started 
catch  on  to  the  Horsham  (Pa.)  company's  program.  So  0 
Michael  J.  Hagan  has  launched  an  over-60  program  and  will 
troduce  a  seniors  program  this  year,  with  a  menu  featur 
more  protein  and  fiber  and  an  exercise  p 
gram  tailored  to  a  crowd  with  creaky  job 
"We  see  this  as  a  big,  attractive  segmei 
he  says.  "They  buy  as  much  for  life  ext 
sion  as  for  vanity."  That  could  fuel  Nu 
System's  hot  run:  Annual  sales  hi 
jumped  94.4%  on  average  over  the  f 
three  years,  and  profits  101%. 

As  the  population  ages,  it's  no  surpi 
that  11  Hot  Growth  companies  are  cl 
tered  in  the  health-care  and  pharmace* 
cal  industries.  Palomar  Medical  Technd 
gies  Inc.,  which  at  No.  3  is  making: 
second  consecutive  appearance  in  the  Hot  Growth  top  10,  s 
machines  that  use  light-based  technology  to  erase  wrink 
varicose  veins,  unwanted  hair,  and  other  unpleasant  cor 
quences  of  growing  older.  No.  35  Endo  Pharmaceuticals  Hd 
ings  Inc.  has  been  chasing  the  gray  set  by  developing  pain' 
lievers,  one  of  which  has  attracted  a  cult-like  following.  1 
drug,  Lidoderm,  is  a  prescription  patch  that  delivers  a  powei 
analgesic  through  the  skin  to  sore  muscles  and  joints.  It  was 
proved  by  the  Food  &  Drug  Administration  in  1999  to  treat; 
200,000  patients  with  pain  related  to  shingles.  But  docv 
started  doling  it  out  off-label  for  everything  from  sore  bl 
muscles  to  arthritis.  Endo  expects  Lidoderm  sales  to  grow  M 
to  at  least  $530  million,  this  year.  The  Chadds  Ford  (Pa.)  cc 
pany  is  conducting  clinical  trials  that  may  allow  it  to  expands 
label  for  Lidoderm,  and  it  is  working  on  several  other  f 
drugs.  "The  data  show  that  two-thirds  of  adults  over  65  hi 
some  type  of  pain  that  really  interferes  with  their  daily  li 
says  Endo  CEO  Peter  A.  Lankau. 

The  healthier  boomers  stay,  the  more  they  can  savor  the  1  |~ 
joys  in  life,  such  as  entertaining.  That's  evident  in  the  spark   ( 
performance  of  No.  96  Lifetime  Brands  Inc.  The  Westbury  (M 
company  owns  or  licenses  some  of  the  most  famous  name 
housewares,  including  KitchenAid  and  Farberware.  CEO  Jef 
Siegel  believes  pain  at  the  gas  pump  hasn't  kept  consunrf  Me 
away  because  many  of  his  goods  are  essential.  "If  your  can  off  rt; 
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The  Winners 

By  Three  Measures 


Sales  Growth* 

ARGON  ST 


107.1% 


HEADWATERS 

* 

99.8 

a     VAALCO  ENERGY 

98.9 

94.4 

"     NUTRISYSTEM 

g     CERADYNE 

84.7 

600.1% 

I   Profit  Growth* 

}     PALOMAR  MEDICAL  TECHNOLOGIES 

f     HURCO 

496.6 

J     PROGRAMMER'S  PARADISE 

372.7 

8     AMERICAN  SCIENCE  &  ENGINEERING 

324.1 

(     W&T  OFFSHORE 

298.4 

Return  on  Capital* 

-     VOLCOM 

63.1% 

NAVTEQ 

52.7 

|     BLUE  NILE 

39.1 

I     ALLIANCE  RESOURCE  PARTNERS 

37.8 

MEMC  ELECTRONIC  MATERIALS 

37.7 

n't  working,  you  have  to  buy  a  new  one,"  says  Siegel.  And 
jis  like  crystal  glasses  appeal  to  wealthy  consumers  who  are 
;  sensitive  to  high  gas  prices,  he  says.  "People  who  shop  at 
|any  will  still  go  there.  It  will  just  cost  them  a  little  more." 
l'o  determine  who's  hot  and  who's  not,  BusinessWeek  combs 
itabase  of  5,275  public  companies  with  revenues  of  $50  mil- 


*  Average  annual  for  the  past  three  years 
Data:  Standard  &  Poor's  Compustat 


lion  to  $1.5  billion  a  year.  We  rank  them  by  sales  and  earnings 
growth,  as  well  as  return  on  capital  over  three  years.  To  be  con- 
sidered for  the  final  ranking,  companies  must  have  a  market 
cap  of  $25  million  or  more  and  a  stock  that  trades  for  at  least  $5 
a  share.  Only  finalists  whose  shares  rose  at  least  5%  over  the 
past  12  months  were  included.  Recent  profit  shortfalls  can  also 


SHARE  YOUR  THOUGHTS. 

Sun  believes  sharing  is  the  way  to  create  better  ideas.  That's  why  we've  teamed  up  with 
BusinessWeek  to  offer  you  an  opportunity  to  share  your  comments.  Join  the  conversation  about 
this  week's  Cover  Story  at  businessweek.com/coverstory. 
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cause  companies  to  get  the  ax.  Of  those  still  standing,  the  top 
100  make  our  list. 

The  raw  numbers  show  just  how  hot  the  class  of  2006  is. 
Sales  for  the  100  top  finishers  grew  at  an  average  annual  rate  of 
37.5%  over  a  three-year  period.  Earnings  increased  110.6%  a 
year.  The  group  blew  past  the  S&P  Industrials,  which  posted  av- 
erage revenue  growth  of  just  11.1%  a  year  and  earnings  growth 
of  41.2%.  And  the  average  return  on  capital  among  the  Hot 
Growth  winners  was  174%— double  that  of  the  S&P  Industrials. 

SHOP  AT  THE  TOP 

RETAILERS  HAVE  TRADITIONALLY  made  a  strong  showing 
on  the  Hot  Growth  list.  What's  notable  this  year  is  that  stores 
catering  to  upscale,  mature  women  are  enjoying  the  most  foot 
traffic.  Winners  include  No.  39  Chico's  FAS  Inc.  and  No.  62 


Passing  Everything  on  the  Road 

Who's  hot:  Profiles  of  all  100  Hot  Growth  companies  show  why 
they're  extraordinary.  Plus  bio  and  pay  info  on  their  CEOs. 
The  creme  de  la  creme:  A  slide  show  about  the  top  10  companies 
Get  the  Story  on  the  Cover  Story:  For  a  podcast  with 
Associate  Editor  Arlene  Weintraub  by  Executive  Editor  John 
A.  Byrne, goto businessweek.com/search/podcasting.htm. 
Laser-guided  growth:  See  how  one  company  rose 
through  the  ranks  of  Hot  Growth  stocks  with  laser 
precision.  For  a  look  at  LCA  Vision  and  other  hot 
companies,  watcn  oi  n  weekly  TV  show 
BusinessWeek  Weekend  Check  your  local  listings,  or  watch 
segments  at  businessweekweekend.com. 


www.busmes  3week.com/extras 
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The  Growth  Areas 

The  100  companies  on  our  list  come  from  all 
parts  of  the  economy,  but  at  any  particular 
moment  certain  hot  sectors  dominate: 


NUMBER  OF  COMPANIES  Or 
2006  LIST         2003  LIS 

SOFTWARE  &  SERVICES 

15 

6 

CAPITAL  GOODS 

14 

4 

ENERGY 

14 

4 

TECHNOLOGY  HARDWARE  &  EQUIPMENT 

11 

2 

RETAILING 

10 

17 

COMMERCIAL  SERVICES  &  SUPPLIES 

8 

10 

HEALTH-CARE  EQUIPMENT  &  SERVICES 

8 

24 

SEMICONDUCTORS 

5 

2 

CONSUMER  DURABLES  &  APPAREL 

3 

9 

MATERIALS 

3 

4 

PHARMACEUTICALS,  BIOTECH  &  LIFE  SCIENCES 

3 

3 

HOUSEHOLD  &  PERSONAL  PRODUCTS 

2 

2 

Data:  Standard  &  Poor's  Compustat.  BusinessWeek 

Coldwater  Creek  Inc.  Chico's,  which  targets  boomer  won 
earning  $75,000  or  more,  is  making  a  record  eighth  conse 
five  appearance  on  our  ranking.  With  sales  during  the  I 
three  years  up  an  average  of  38.3%  a  year,  to  $1.4  billion  ini 
most  recent  12-month  period,  Chico's  is  on  the  verge  of  c 
growing  the  Hot  Growth  list.  If  it  does,  it  will  join  a  disls 
guished  list  of  graduates  that  include  Whole  Foods  Marli 
Cisco  Systems,  and  Abercrombie  &  Fitch. 

Despite  its  continuing  success,  Chico's  has  taken  investors! 
a  nauseating  ride  of  late.  On  May  4,  the  Fort  Myers  (Fla.)  cc. 
pany  announced  that  because  of  a  lower-than-expected  incre 
in  April  same-store  sales,  earnings  would  come  in  a  penny  or  ti 
per  share  below  expectations.  The  stock  fell  19%  in  one  daji 
$30.  "To  me,  if  s  irrational,"  says  CEO  Scott  A  Edmunds,  v 
adds  that  its  April  same-store  sales  growth  of  5.4%  isn't  bad* 
a  retailer.  Chico's  experience  shows  how  shares  of  Hot  Grov 
companies  can  get  bid  up  to  ridiculous  highs  by  investors  em: 
ored  of  hot  niches— and  then  suffer  spectacular  free-falls. 

In  a  drastic  change  from  last  year,  the  2006  winners  incli 
two  dot-com  retailers  and  five  Internet  software  providers1 
2005,  there  was  just  one  Web  company  in  the  Hot  100.  Mucl 
today's  boom  is  driven  by  a  rise  in  online  advertising.  Aran 
the  beneficiaries:  No. 75  aQuantive  Inc.  and  No.  55  ValueC 
Inc.,  which  create  or  manage  online  ad  campaigns.  "The 
more  content  on  the  Web  now,  so  people  spend  more  t 
there,"  says  aQuantive  CEO  Brian  P.  McAndrews. 

The  diversity  of  businesses  in  the  Hot  Growth  100  shows  t 
no  one  industry  has  the  lock  on  ingenuity.  But  whether  the; 
tracking  eyeballs  on  the  Web,  looking  for  liquid  gold,  or  rea 
ing  the  pocketbooks  of  aging  boomers,  the  members  of  the  e 
Hot  Growth  100  have  all  clearly  mastered  the  art  of  winning 
-With  John  Carey  in  Washington 
Timothy  J.  Mullaney  and  Frederick  F.  Jespersen  in  New  3 
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THE  FEDERAL  TAX  INCENTIVE 
PACKAGE  IN  LOUISIANA: 


GULF  OPPORTUNITY 


RENEWAL  COMMUNITY 

TAX  CREDIT 


NEW  MARKETS  TAX  CREDIT 


UR  COMPETITIVE  ADVAN 


Circumstance  and  billions  in  investment  have  created  a  business  environment  like 
no  other.  Louisiana's  transformation,  including  political  and  educational  reform,  is  a 
recognition  from  top  to  bottom  that  Louisiana's  future  will  be  market  driven.  All  of 
which  spells  advantage  and  opportunity.  To  capitalize,  call  Don  Pierson  at  225-342-0215 
or  visit  LouisianaForward.com. 


©2006  Louisiana 
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HOT  GROWTH  CLASS  OF  2004 

They  May  Not  Sound  Hot, 
But  They're  Staying  On  Top 


If  you've  filled  out  forms  at  the  doctor's 
office  lately,  you'll  understand  why  Quality 
Systems  Inc.'s  stock  has  been  on  a  tear. 
Doctors  and  nurses  are  drowning  in  a  sea 
of  paperwork,  and  Quality  Systems' 
software  can  digitize  it,  from  patient  data  to 
appointment  records  to  treatment  outcomes. 
Net  income  for  the  Irvine  (Calif.)  company  has 
doubled,  to  $16  million,  in  the  past  two  years. 
As  a  result,  investors  have  been  rewarded  with  a 
total  return  of  232%,  the  best  among  all  Hot 
Growth  companies  from  our  2004  list. 

Each  year  BusinessWeek\ooks  back  at  how 
the  Hot  Growth  companies  from  two  years 
earlier  have  fared.  That  allows  time  to 
accommodate  any  business  hiccups  and  make 
fairer  comparisons  with  indexes.  A  glance  back 
at  the  Class  of  '04  shows  that  a  majority  have 
done  pretty  darn  well.  Overall,  64  posted 
positive  returns,  compared  with  28  in  the  red. 
(Eight  companies  have  been  merged  or 
acquired.)  As  a  group,  the  cap-weighted  return 
for  the  Hot  Growth  alumni  registered  28.3%. 
That's  not  as  high  as  the  small-cap  benchmark 
Russell  2000,  which  returned  almost  40%,  but 
it  handily  beats  the  22.7%  return  for  the 

From  Awesome 
To  Awful 

The  2004  Winners... 

TWO-YEAR  TOTAL  RETURN* 
QUALITY  SYSTEMS  232.0 


ANSYS 

205.0 

COGNIZANT  TECH  SOLUTIONS 

194.1 

ALLIANCE  RESOURCE  PARTNERS 

136.5 

CORPORATE  EXECUTIVE  BOARD 

110.3 

JOS.  A.  BANK  CLOTHIERS 

109.5 

CONN'S 

105.8 

HEALTHWAYS 

102.5 

URBAN  OUTFITTERS 

101.0 

CENTRAL  EUROPEAN  DISTRIBUTION 

100.6 

Standard  &  Poor's  500-stock  index  and  the 
Dow  Jones  industrial  average's  16.3%. 

As  with  the  larger  small-cap  stock  universe, 
the  advance  in  the  Hot  Growth  companies  was 
not  led  by  one  particular  sector.  The  trend  of 
non-industry-specific,  broad-based  gains  "is 
going  to  continue  to  play  out  for  years  to 
come,"  according  to  James  O'Shaughnessy,  a 
senior  managing  director  at  Bear  Stearns  and 
a  small-cap  expert.  A  look  at  the  best  and 
worst  performers  (table)  shows  that 
companies  from  similar  sectors  show  up  on 
both  sides  of  the  ledger.  For  example,  hip 
retailer  Urban  Outfitters  Inc.  has  managed  to 
continue  a  torrid  run,  while  teen  merchant  Hot 
Topic  Inc.  has  struggled. 

By  and  large,  the  top  performers  among  the 
Class  of  '04  got  there  not  on  a  wave  of  industry 
enthusiasm  but  by  delivering  results.  Perhaps 
no  company  exemplifies  such  steadiness 
better  than  ANSYS  Inc.,  a  maker  of  simulation 
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software  for  engineers  and  designers.  Throu 
good  times  and  bad,  ANSYS  has  hit  or  beat 
earnings  targets  for  34  consecutive  quarters 
CEO  James  E.  Cashman  credits  unfaltering 
reinvestment— 20%  of  revenues-into  resear 
and  development. 

Over  the  past  few  years  the  small-cap  stc 
world  has  attracted  an  influx  of  hedge  fund 
money,  always  on  the  lookout  for  alternative 
to  the  staid  and  stagnant  blue-chip 
companies.  The  relatively  scarce  informatio 
and  the  volatility  of  more  thinly  traded  stock 
"play  right  into  [hedge-fund  managers'] 
hands,"  says  William  McVail,  a  small-cap  fur 
manager  at  Turner  Investment  Partners. 

Of  course,  increased  attention  from  hedg 
funds  isn't  always  a  good  thing.  Witness  whc 
has  happened  at  Navarre  Corp.,  a  Minneapc 
distributor  of  music,  software,  and  video 
games.  In  2005,  it  suffered  a  series  of 
blunders,  including  an  earnings  restatement 
late  financial  filing,  and  a  debt-laden 
acquisition  that  has  yet  to  pay  off.  The  stock 
total  return  has  sunk  more  than  55%,  pushes 
down  in  part  by  massive  short-seller  interes 

In  the  evanescent  world  of  Hot  Growth 
companies,  it's  surprising  that  the  most 
enduring  ones  frequently  sound  so  boring. : 
Central  European  Distribution  Corp.  (CEDO 
a  Polish  liquor  distributor  and  perennial  Hct 
Growth  name,  ANSYS,  and  Corporate 
Executive  Board,  a  clearinghouse  of  stratej- 
research  for  big  companies,  don't  have  sex. 
names.  But  they  have  managed  sustained  I 
growth  that's  anything  but  humdrum.  "We'i 
not  a  boom  and  bust  company,"  says 
Thomas  L.  Monahan  III,  Corporate  Executiv 
Board's  CEO.  Sometimes  it's  just  a  matter  t 
simply  doing  exactly  what  you  say  you're 
going  to  do. 

-By  Brian  Hindo  in  New  Yc 
with  Christopher  Palmeri  in  Los  Ange 


...And  the  Losers 

TWO-YEAR  TOTAL  RETUF 
NAVARRE  "55$ 


CORINTHIAN  COLLEGES 


-51.3 


UNIVERSAL  TECHNICAL  INSTITUTE       "44.6 


JETBLUE  AIRWAYS 


-44.4 


BRADLEY  PHARMACEUTICALS 


-43.4 


CAREER  EDUCATION 


-42.4 


MULTIMEDIA  GAMES 


-38.0 


HOT  TOPIC 


-33.4 


FOSSIL 


-33.3 


TUESDAY  MORNING 


-32.1 


•calculated  using  the  stock  price  as  of  Apr.  i 

excludes  companies  not  trading  on  that  dc 

Data:  Standard  &  Poor  s  Compus 


It's  the  future 
calling. 


Will  your  next  mobile  phone  be  a  movie  theatre?  A  credit  card?  A  remote 
control  for  managing  all  of  the  things  in  your  life?  At  Freescale,  our  3G  and 
4G  technologies  will  make  your  next  mobile  device  more  intelligent,  better 
connected  and  easier  to  use  than  ever.  When  the  future  calls,  we  answer. 
freescale.com 


f   freescale 


semiconductor 


Freescaie™  3rd  the  Freescale  logo  are  trademarks  of  Freescale  Semiconductor,  Inc.  All  other  product  or  service  names  are  the  property  of 
their  respective  owners.  ©Freescale  Semiconductor,  Inc.  2006. 


tain  an  edge  as  new  r 
emerge.  He's  positionii 
as  a  film  investor  and  so 
of  high-quality  conte 
like  Home  Box  Office 
DVD  rentals.  He  also  w 
to  be  a  player  in  Web  di 
bution,  which  it  will  lai 
by  yearend  even  the 
Hastings  thinks  the  ms 
for  downloading  will  be 
for  years. 

Mind  you,  plenty  of  • 
pie  don't  think  Netflix 
pull  all  this  off.  Adams 
dia  Research  Presi' 
Tom  Adams  says  the  i 
ket  for  Netflix-style  ren 
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NETFLIX 

The  Mail-Order 
That  Clobbered 

BY  TIMOTHY  J.  MULLANEY 

TRULY  AMBITIOUS  WEB 
startups  think  of  making 
money  merely  as  a  starting 
point.  Real  respect  goes  to 
companies  that  change  the 
rules  of  the  game.  And  few 
upstarts  this  side  of  Google  Inc.  have 
grander  ambitions  than  Netflix  Inc. 

The  online  DVD-rental  service  is  one  of 
Hollywood's  hottest  stories,  and  it's  still 
in  the  first  reel.  In  2005,  Netflix'  profits 
doubled,  to  $41  million.  Revenue  climbed 
36%,  to  $688  million.  The  company's 
shares  rose  157%  in  the  12  months 
through  Apr.  28,  all  of  which  helped  Net- 
flix nab  the  No.  29  spot  on  the  Hot 
Growth  list.  A  giant  bottle  of  champagne 
sits  in  the  lobby  of  Netflix'  Los  Gatos 
(Calif.)  headquarters,  to  be  opened  any 
day  now  when  the  company  announces 
its  5  millionth  subscriber.  This  year,  Net- 
flix executives  expect  revenues  to  reach  at 
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Movie  House 
Blockbuster 


least  $990  million.  Meet  the  next  billion- 
dollar  dot-com. 

But  CEO  Reed  Hastings  is  thinking 
much,  much  bigger.  The  45-year-old  engi- 
neer is  committed  to  hitting  20  million 
subscribers  between  2010  and  2012. 
That's  nearly  20%  of  U.S.  households.  And 
he  doesn't  buy  the  idea  that  Web  movie 
downloads  will  wipe  Net- 
flix out— not  with  studios 
protecting  the  60%  of 
film  revenue  that  comes 
from  DVD  sales  and 
rentals.  "Any  great  in- 
vestment has  at  its  heart  a 
contrarian  thesis . . .  and 
ours  is  that  DVD  will 
dominate  for  a  decade  or 
more,"  says  Hastings. 

Nevertheless,  Hastings 
is  hedging  his  bets  by  ex- 
panding Netflix  into  nich- 
es that  will  help  it  main- 


WHAT'S  HOT 


#OQ  An  online  DVD-rental 
TT  tL  */  service  that  has  zoomed 
to  5  million  subscribers,  from  1.5 
million  in  2003.  Rival  Blockbuster 
Online  has  just  1.3  million  users. 


SALES 

$753.9 

million 


LOCATION 

Los  Gatos,  Calif. 


says  many  consumers 
on   impulse,   and   Nt 
makes  them  order  ah 
And  Blockbuster  has 
dabbled  in  film  investin 
little  effect.  About  25S 
Netflix  shares  have 
sold  short  by  investors,  most  of  whonr 
betting  that  movie  downloading 
clobber  the  mail-order  phenom. 

Right  now,  though,  if  s  Netflix  th 
causing  angst  for  Blockbuster 
Movie  Gallery,  which  lost  a  combine-1 
billion  last  year.  Pressure  from  Ne 
which  doesn't  charge  late  fees, 
Blockbuster  to  drop  most  late  fees 
year,  costing  it  about  $400  mill 
Hastings'  small,  tart  dig  at  Blockbu; 
His  cubicle  sports  a  big  chart  of  hi 
val's  cash-flow  collapse. 

To  position  itself  for  the  future,  N 
has  stepped  up  its  efforts  to  buy  distn 
tion  rights  to  independent  films.  Dep 
ing  on  the  deal,  Netflix  can  show  the 
in  theaters  or  on  pay  cable,  or  sell  and 
DVDs.  Chief  Content  Officer  Ted  Sara 
says  Netflix'  Red 
velope  Entertaini 
group,  named  for 
packaging  the  com 
uses  to  mail  DVDs, 
bought  rights  to 
movies  in  the  past  ye 
has  also  hired  30  e> 
tives,  including  a  fo: 
chief  financial  offict 
Miramax  Film  Corp. 
group's  impact  is  S' 
now,  but  if  Netflix 
closer  to  20  million 
scribers,  it  could  b 


J 


. 


EARNINGS 

$55.2 

million 


fci 


disruption  in  an  industry  that's  in- 

singly    safe    and    homogenized," 

mdossays. 

espite  mainstream  demographics, 

the  average  customer  an  over-35 
lan  with  family  income  of  $75,000 
i:ss,  only  30%  of  Netffix  rentals  are 
;  releases.  At  Blockbuster,  it's  70%.  In- 
i,  NetfKx  builds  audiences  for 
ies  Hollywood  often  won't  take  a 
ble  on:  Sarandos  says  85%  of  films 

at  festivals  like  Sundance  don't  get 
;ibution.  Netffix'  support  helps  tiny 
5  find  bigger  audiences,  and  is  start- 
:o  drive  arty  studio  fare.  Hotel  Rwan- 
rew  3  million  people  to  U.S.  theaters, 
las  been  "Netffixed"  2  million  times, 
etffix  uses  data  to  make  decisions 
,"uls  make  by  gut.  The  average  user 
5  more  than  200  films,  and  Netffix 
iches  consumers'  rental  history  and 
ratings  to  predict  what  they'll  like, 
idea  borrows  from  Oakland  Athletics 
eral  Manager  Billy  Beane:  In  his 
<  Moneyball,  Michael  Lewis  showed 

Beane  pioneered  in-depth  use  of 
sties,  rather  than  relying  on  scouts' 
lition,  to  decide  whether  prospects 
play.  "It's  Moneyball  for  movies,  with 
s  like  Reed  looking  at  movies  as  just 
ther  data  problem,"  says  Netflix 
•d  member  Richard  N.  Barton. 

^MAKERS'  FRIEND 

A  MINING  ALSO  helps  Netffix  decide 
it  to  pay  for  hard-to-market  movies, 
pn  it  bought  DVD  rights  to  Favela  Ris- 
a  documentary  about  Rio  de  Janeiro 
cicians,  Sarandos  knew  1  million  cus- 
ers  had  rented  2003's  City  of  God, 
set  in  Rio.  About  500,000  picked  Os- 
mnning  documentary  Born  Into 
hels,  and  250,000  saw  both.  So  Net- 
Baid  a  fee  based  on  250,000  rentals.  If 
»es  better,  producers  and  Netflix  split 
lupside.  A  similar  deal  lets  Patricia 
(ton  and  David  Hunt,  whose  docu- 
itary,  The  Bituminous  Coal  Queens  of 
vsylvania,  debuts  on  Netflix  June  6, 
un  of  a  million-rental  audience, 
ftffix  is  some  of  the  best  news  for  fflm- 
:ers  in  a  long  time,"  Heaton  says, 
fetffix  hopes  a  rep  as  the  cool  au- 
ra friend  will  build  an  army  of  loyal 
iomers  before  its  download  service 
tpetes  with  Apple  Computer,  Yahoo!, 
iomcast.  Even  foes  respect  the  strat- 
ri  One  likely  rival's  CEO  says  Netffix' 
K  start  should  keep  it  at  No.  1  or  2 
i  as  big  boys  get  in.  Lest  anyone  for- 
the  size  of  Hastings'  ambition,  con- 
r  this:  Every  conference  room  at 
ffix  is  named  for  a  movie.  The  board 
fe  in  the  King  Kong  Room.  ■ 


PETMED  EXPRESS 


Cheaper  Penicillin  for 
Your  Ailing  Pooch 


BY  COLEMAN  COWAN 

SOMETIMES  A  GREAT  No- 
tion isn't  good  enough.  Ten 
years  ago,  Dr.  Marc  A  Puleo 
quit  his  job  as  an  anes- 
thesiologist to  launch  a 
business  selling  discount 
medications  for  pets. 
Customers  loved  the 
savings,  just  as  he  fig- 
ured they  would  when 
he  first  heard  a  nurse 
complain  about  the 
high  price  her  veterinar- 
ian charged  for  antibi- 
otics for  her  dog.  But 
vets  hated  PetMed  Ex- 
press, which  under- 
priced  them.  They  often 


WHAT'S  HOT 


itOH  ^et  rnedication  that  is 
TTLm  I  just  a  click  away  has 
fueled  a  36%  return  on  invested 
capital  at  this  pharmacy  forthe 
four-legged  set. 


SALES 

$137.6 

million 


refused  to  write  prescriptions  if  they 
knew  pet  owners  planned  to  walk  out  the 
door  and  then  fill  them  at  PetMed.  Vets 
also  complained  to  pharmacy  regulators 
that  PetMed's  in-house  veterinarians 
prescribed  drugs  without  examining 
pets.  By  2001,  the  startup  was  under  in- 
vestigation in  10  states 
and  losing  more  than 
$50,000  a  week.  Puleo 
needed  help. 

He  got  it  from  fellow 
entrepreneur  Menderes 
Akdag.  As  president  of 
Lens  Express  Inc., 
Akdag  had  just  tri- 
umphed over  opticians 
and  contact  lens  makers 
who    had    fought    his 


EARNINGS 

$12.1 

million 


LOCATION 

Pompano  Beach,  Fla. 


HOT  GROWTH 


mail-order  outfit.  In  2001,  as  PetMed's 
new  chief  executive,  Akdag  settled  with 
state  pharmacy  boards  by  agreeing  to 
minimal  fines  and  ended  the  controver- 
sial "Alternative  Veterinarian  Pro- 
gram," which  allowed  prescriptions  to 
be  written  without  actual  examinations. 
The  tactical  reversals  and  a  tighter  fo- 
cus on  PetMed's  best-selling  products  are 
paying  off.  Sales,  which  stood  at  just  $10 
million  in  2001,  hit  $137.6  million  in  fis- 
cal 2006,  making  PetMed  the  nation's 
largest  pet  pharmacy.  The  Pompano 
Beach  (Fla.)  company  swung  from  a 
$2.8  million  loss  in  2001  to  $12.1  million 
in  profits  for  the  year  ended  Mar.  31  as 
consumers  leaped  at  prices  10%  to  15% 
below  what  vets  charge.  PetMed's  share 
price  has  rocketed  from  2  in  early  2003 
to  about  13,  helping  it  win  the  No.  27  slot 
on  the  Hot  Growth  list. 

PLAYING  BALL 

the  TURKISH-BORN  Akdag,  45,  broke 
into  the  contact  lens  market  by  playing 
tough,  but  he  has  boosted  PetMed's  for- 
tunes by  playing  nice.  He  and  Puleo, 
who  stayed  on  as  chairman,  used  hear- 
ings before  state  boards  as  forums  to 
alert  customers  of  the  right  to  have  pet 
prescriptions  filled  in  places  other  than 
a  vet's  office,  and  to  remind  doctors  of 
their  legal  obligation  to  respect  this 
right.  The  American  Veterinary  Medical 
Assn.  reinforced  that  point  by  modifying 
its  ethical  guidelines  in  2001,  while 
PetMed  extended  an  olive  branch 
through  donations  to  vet  associations. 
"The  bashing  is  long  gone,"  says  Don- 
ald N.  Schaefer,  executive  director  of  the 
Florida  Veterinary  Medical  Assn. 

Akdag's  winnowing  of  the  line  of 
products  from  thousands  to  750  lets  the 
company  concentrate  on  its  most  popu- 
lar, profitable  items.  And  PetMed,  which 
sells  through  its  Web  site  and  a  toll-free 
number,  now  places  a  higher  premium 
on  customer  service,  immediately  ship- 
ping replacement  products  if  there's  a 
problem.  It  counted  more  than  1.3  mil- 
lion customers  over  the  past  two  years, 
each  spending  an  average  $76. 

PetMed  may  be  out  of  the  doghouse, 
but  it  faces  new  challenges.  Many  vets 
are  lowering  prices  to  compete,  and  big 
drugmakers  like  Pfizer,  Merck,  and  No- 
vartis  refuse  to  sell  directly  to  PetMed, 
preferring  to  work  with  vets.  Indeed, 
vets  and  animal  hospitals  control  78% 
of  the  pet-medication  market.  But 
PetMed  is  a  clear  hit  with  consumers. 
"Great  prices  and  easy  to  order!!!"  ex- 
claim Monique  and  Bob  of  Tiverton, 
R.I.,  on  PetMed's  Web  site.  Woof!  ■ 
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AMERICAN  SCIENCE  &  ENGINEERING 

Its  X-Ray  Vision 
Uncovers  the  Naked  Truth 


BY  ARLENE  WEINTRAUB 

THE  1993  BUICK  LESABRE 
parked  at  American  Science 
&  Engineering  Inc.  (AS&E) 
looks  innocent  enough.  But 
when  a  mobile  X-ray  system 
made  by  AS&E  pulls  up  next 
to  the  tan  sedan,  a  computer  screen  re- 
veals a  chilling  scene:  120  pounds  of  ex- 
plosives and  60  pounds  of  drugs  and  cig- 
arettes hidden  in  the  trunk,  fenders, 
doors,  bumper,  and  speakers.  The  objects 
are  hidden  in  plastic  drums  and  behind 
panels,  making  it  difficult  for  standard 
screening  systems  to  identify  them.  At  a 
border  crossing,  it's  likely  the  car  "would 
pass  right  through," 
says  Doug  Palmer, 
AS&E's  technical  mar- 
keting manager. 

The  Buick's  illicit 
payload  is  just  a  simula- 
tion—sugar is  used  in 
place  of  drugs,  for  in- 
stance—but the  profits 
from  AS&E's  X-ray  sys- 
tems are  real.  A  three- 
year  turnaround  effort 
has  transformed  the  48- 
year-old  company  from 
an  also-ran  to  a  sought- 
after  provider  of  tech- 
nology for  scanning 
cargo,  luggage,  and  ve- 


WHAT'S  HOT 


ff-IOTheZBackscatter 
TT  LtL  Van,  a  mobile  X-ray 
system  to  scan  cargo  and 
vehicles  for  explosives  that 
other  screening  technologies 
might  miss.  The  U.S. 
government  is  snapping  them 
up  for  homeland  security. 


SALES 

$149.8 

million 


LOCATION 

Billerica,  Mass. 


hides.  With  an  influx  of  orders  from 
U.S.  government,  a  huge  but  unji 
dictable  client,  AS&E's  average  ann 
profit  has  skyrocketed  324%  since  2C 
Despite  a  profit  dip  in  the  most  ret 
quarter  due  to  a  one-time  gain  the  pn 
ous  year,  AS&E's  revenues  in  the  fi 
year  ended  Mar.  31  jumped  85% 
$163.6  million,  and  profits  rose  166. 
to  $29.8  million.  The  Billerica  (Md 
company  holds  the  No.  12  spot  on  B 
nessWeeks  annual  ranking  of 
Growth  Companies. 

The  product  that's  driving  ASS 
growth  is  called  the  Z  Backscatter  I 
The  vehicle,  roughly  the  size  of  a  deln 

truck,     houses     X 

technology  that  i 
right  into  everythin 
passes.  The  images' 
pear  in  real  time  c 
computer  monitor 
the  van's  front  seat, 
like  traditional  st 
ners,  which  create 
ages  of  their  target 
shooting  X-ray  be. 
straight  through  th 
Backscatter  reflects 
beams  from  the  ta 
back  to  a  detector.  1 
process  creates  an 
age  that  is  almosi 
clear   as   a   photo. 


EARNINGS 

$34.4 

million 
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dual  flair  is  all  very  well,  but  syppotyett  by.;tfie  right  team 
2  more  likely  to  make  it  happen;,  ^rbsgon 
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A  rained  out  vacation 


The  good  news: 

A  rained  out  vacation. 

Don't  let  erectile  dysfunction  (ED)  hold  you  back  from  a  fulfilling  sexual  relationship. 

•  Viagra  is  prescribed  for  all  degrees  of  ED,  even  if  it  only  happens  once  in  a  while. 

•  Maintaining  an  erection  is  important.  It's  just  as  important  as  getting  a  firm  erection. 
Viagra  can  help  with  both. 

•  Viagra  has  an  established  safety  profile.  It's  been  studied  more  than  any  other  oral  ED  treatment. 


(sildenafil  citrate)  tablets 

What  are  you  waiting  for? 


Ask  your  doctor  if  Viagra  is  right  for  you.  And  enjoy  what  it  can  do  to  help  you  improve  your  sex  life. 

VIAGRA  is  prescribed  to  treat  erectile  dysfunction.  We  know  that  no  medicine  is  for  everyone.  If  you  use  nitrate 
drugs,  often  used  for  chest  pain  (known  as  angina),  don't  take  VIAGRA.  Taking  these  drugs  together  could  cause 
your  blood  pressure  to  drop  to  an  unsafe  level. 

Talk  with  your  doctor  first.  Make  sure  you  are  healthy  enough  to  have  sex.  If  you  have  chest  pain,  nausea,  or  other 
discomforts  during  sex,  seek  medical  help  right  away. 

Although  erections  lasting  for  more  than  four  hours  may  occur  rarely  with  all  ED  treatments  in  this  drug  class,  to 
avoid  long-term  injuries,  it  is  important  to  seek  immediate  medical  help. 

In  rare  instances,  men  taking  PDE5  inhibitors  (oral  erectile  dysfunction  medicines,  including  VIAGRA)  reported  a 
sudden  decrease  or  loss  of  vision.  It  is  not  possible  to  determine  whether  these  events  are  related  directly  to  these 
medicines  or  to  other  factors.  If  you  experience  sudden  decrease  or  loss  of  vision,  stop  taking  PDE5  inhibitors, 
including  VIAGRA,  and  call  a  doctor  right  away. 

The  most  common  side  effects  of  VIAGRA  are  headache,  facial  flushing,  and  upset  stomach.  Less  common  are 
bluish  or  blurred  vision,  or  being  sensitive  to  light.  These  may  occur  for  a  brief  time.  Remember  to  protect  yourself 
and  your  partner  from  sexually  transmitted  diseases. 

Please  see  oui  patient  summary  of  information  foi  VfAGRA  (25  mg,  50  mg  100  mg)  tablets  on  the  following  page. 

VIAGRA  is  available  on  most  Managed  Care  Plans*  VIAGRA  is  one  of  several  ED  treatments  that  you  and  your 

doctor  can  consider. 

'Percent  of  members  by  formulary  status  for  HMOs,  PPOs  and  POS  for  Viagra.  Formulary  Compass'"  MediMedia  USA,  Inc.  May  2006. 

To  learn  more,  visit  viagra.com  or  call  1-888-4VIAGRA  (1-888-484-2472) 


Uninsured?  Need  help  paving  for  medicine?  Pfizer  has  programs  that  can  help,         ^ 

no  matter  your  age  or  income.  You  may  even  qualify  for  free  Pfizer  medicines.  RrVswers 

Call  1-866-706-2400.  Or  visit  www.pfizerhelpfulanswers.com. 

What  are  you  waiting  for?"  is  a  trademark  of  Pfizer  Inc.      U.S.  Pharmaceuticals  <J^^      VG269548K  ©  2006  Pfizer  Inc.  All  rights  reserved. 
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PATIENT    SUMMARY    OF    INFORMATION    ABOUT 


This  summary  contains  important  information  about  VIAGRA ' .  It  is 
not  meant  to  take  the  place  ot  your  doctor's  instructions.  Read  this 
information  carefully  before  you  start  taking  VIAGRA.  Ask  your  doc- 
tor or  pharmacist  if  you  do  not  understand  any  of  this  information  or 
if  you  want  to  know  more  about  VIAGRA. 
This  medicine  can  help  many  men  when  it  is  used  as  prescribed  by 
their  doctors.  However,  VIAGRA  is  not  for  everyone.  It  is  intended  for 
use  only  by  men  who  have  a  condition  called  erectile  dysfunction. 
VIAGRA  must  never  be  used  by  men  who  are  taking  medicines  that 
contain  nitrates  ol  any  kind,  at  any  time.  This  includes  nitroglyc- 
erin. If  you  take  VIAGRA  with  any  nitrate  medicine  your  blood  pres- 
sure could  suddenly  drop  to  an  unsafe  or  life  threatening  level. 

•  What  Is  VIAGRA? 

VIAGRA  is  a  pill  used  to  treat  erectile  dysfunction  (impotence)  in  men. 
It  can  help  many  men  who  have  erectile  dysfunction  get  and  keep  an 
erection  when  they  become  sexually  excited  (stimulated). 
You  will  not  get  an  erection  just  by  taking  this  medicine.  VIAGRA 
helps  a  man  with  erectile  dysfunction  get  an  erection  only  when  he  is 
sexually  excited. 

•  How  Sex  Affects  the  Body 

When  a  man  is  sexually  excited,  the  penis  rapidly  fills  with  more 
blood  than  usual.  The  penis  then  expands  and  hardens.  This  is  called 
an  erection.  After  the  man  is  done  having  sex,  this  extra  blood  flows 
out  of  the  penis  back  into  the  body.  The  erection  goes  away.  If  an 
erection  lasts  for  a  long  time  (more  than  6  hours),  it  can  permanently 
damage  your  penis.  You  should  call  a  doctor  immediately  if  you  ever 
have  a  prolonged  erection  that  lasts  more  than  4  hours. 
Some  conditions  and  medicines  interfere  with  this  natural  erection 
process.  The  penis  cannot  fill  with  enough  blood.  The  man  cannot  have 
an  erection.  This  is  called  erectile  dysfunction  if  it  becomes  a  frequent 
problem. 

During  sex,  your  heart  works  harder.  Therefore  sexual  activity  may 
not  be  advisable  for  people  who  have  heart  problems.  Before  you 
start  any  treatment  for  erectile  dysfunction,  ask  your  doctor  if  your 
heart  is  healthy  enough  to  handle  the  extra  strain  of  having  sex.  If  you 
have  chest  pains,  dizziness  or  nausea  during  sex,  stop  having  sex  and 
immediately  tell  your  doctor  you  have  had  this  problem. 

•  How  VIAGRA  Works 

VIAGRA  enables  many  men  with  erectile  dysfunction  to  respond  to 
sexual  stimulation.  When  a  man  is  sexually  excited,  VIAGRA  helps 
the  penis  fill  with  enough  blood  to  cause  an  erection.  After  sex  is 
over,  the  erection  goes  away. 

•  VIAGRA  Is  Not  for  Everyone 

As  noted  above  (How  Sex  Affects  the  Body),  ask  your  doctor  if  your 
heart  is  healthy  enough  for  sexual  activity. 
II  you  take  any  medicines  that  contain  nitrates  -  either  regularly  or 
as  needed  -  you  should  never  take  VIAGRA.  If  you  take  VIAGRA 
with  any  nitrate  medicine  or  recreational  drug  containing  nitrates, 
your  blood  pressure  could  suddenly  drop  to  an  unsafe  level.  You 
could  get  dizzy,  faint,  or  even  have  a  heart  attack  or  stroke.  Nitrates 
are  found  in  many  prescription  medicines  that  are  used  to  treat 
angina  (chest  pain  due  to  heart  disease)  such  as: 

•  nitroglycerin  (sprays,  ointments,  skin  patches  or  pastes,  and 
tablets  that  are  swallowed  or  dissolved  in  the  mouth) 

•  isosorbide  mononitrate  and  isosorbide  dinitrate  (tablets  that 
are  swallowed,  chewed,  or  dissolved  in  the  mouth) 

Nitrates  are  also  found  in  recreational  drugs  such  as  amyl  nitrate  or 
nitrite  ("poppers").  If  you  are  not  sure  if  any  of  your  medicines  contain 
nitrates,  or  if  you  do  not  understand  what  nitrates  are,  ask  your  doctor 
or  pharmacist. 

VIAGRA  is  only  for  patients  with  erectile  dysfunction.  VIAGRA  is  not 
for  newborns,  children,  or  women.  Do  not  let  anyone  else  take  your 
VIAGRA.  VIAGRA  must  be  used  only  under  a  doctor's  supervision. 

•  What  VIAGRA  Does  Not  Do 

•  VIAGRA  does  not  cure  erectile  dysfunction.  It  is  a  treatment 
for  erectile  dysfunction. 

•  VIAGRA  does  not  protect  you  or  your  partner  from  getting 
sexually  transmitted  diseases,  including  HIV  —  the  virus  that 
causes  AIDS. 

•  VIAGRA  is  not  a  hormone  or  an  aphrodisiac. 

•  What  To  Tell  Your  Doctor  Before  You  Begin  VIAGRA 

Only  your  doctor  can  decide  if  VIAGRA  is  right  for  you.  VIAGRA  can 
cause  mild,  temporary  lowering  of  your  blood  pressure.  You  will  need 
to  have  a  thorough  medical  exam  to  diagnose  your  erectile  dysfunc- 
tion and  to  find  out  if  you  can  safely  take  VIAGRA  alone  or  with  your 
other  medicines.  Your  doctor  should  determine  if  your  heart  is  healthy 
enough  to  handle  the  extra  strain  of  having  sex. 
Be  sure  to  tell  your  doctor  if  you: 

•  have  ever  had  any  heart  problems  (e.g.,  angina,  chest  pain, 
heart  failure,  irregular  heart  beats,  heart  attack  or  narrowing  of 
the  aortic  valve) 

•  have  ever  had  a  stroke 

•  have  low  or  high  blood  pressure 

•  have  ever  had  severe  vision  loss 

•  have  a  rare  inherited  eye  disease  called  retinitis  pigmentosa 

•  have  ever  had  any  kidney  problems 

•  have  ever  had  any  liver  problems 

•  have  ever  had  any  blood  problems,  including  sickle  cell 
anemia  or  leukemia 

•  are  allergic  to  sildenafil  or  any  of  the  other  ingredients  of 
VIAGRA  tablets 


VIAGRA 

(sildenafil  citrate)  tablets 


•  have  a  deformed  penis,  Peyronie's  disease,  or  ever  had  an 
erection  that  lasted  more  than  4  hours 

•  have  stomach  ulcers  or  any  types  of  bleeding  problems 

•  are  taking  any  other  medicines 

•  VIAGRA  and  Other  Medicines 

Some  medicines  can  change  the  way  VIAGRA  works.  Tell  your  doc- 
tor about  any  medicines  you  are  taking.  Do  not  start  or  stop  taking 
any  medicines  before  checking  with  your  doctor  or  pharmacist.  This 
includes  prescription  and  nonprescription  medicines  or  remedies: 

•  Remember,  VIAGRA  should  never  be  used  with  medicines 
that  contain  nitrates  (see  VIAGRA  Is  Not  for  Everyone). 

•  If  you  are  taking  alpha-blocker  therapy  for  the  treatment  of 
high  blood  pressure  or  prostate  problems,  you  should  not 
take  a  dose  of  greater  than  25  mg  of  VIAGRA  at  the  same  time 
(within  4  hours)  as  you  take  your  dose  of  alpha-blocker. 

•  If  you  are  taking  a  protease  inhibitor,  your  dose  may  be 
adjusted  (please  see  Finding  the  Right  Dose  for  You). 

•  VIAGRA  should  not  be  used  with  any  other  medical  treatments 
that  cause  erections.  These  treatments  include  pills,  medi- 
cines that  are  injected  or  inserted  into  the  penis,  implants  or 
vacuum  pumps. 

•  Finding  the  Right  Dose  for  You 

VIAGRA  comes  in  different  doses  (25  mg,  50  mg  and  100  mg).  If  you 
do  not  get  the  results  you  expect,  talk  with  your  doctor.  You  and  your 
doctor  can  determine  the  dose  that  works  best  for  you. 

•  Do  not  take  more  VIAGRA  than  your  doctor  prescribes. 

•  If  you  think  you  need  a  larger  dose  of  VIAGRA,  check  with 
your  doctor. 

•  VIAGRA  should  not  be  taken  more  than  once  a  day. 

If  you  are  older  than  age  65.  or  have  serious  liver  or  kidney  problems, 
your  doctor  may  start  you  at  the  lowest  dose  (25  mg)  of  VIAGRA.  If  you 
are  taking  protease  inhibitors,  such  as  for  the  treatment  of  HIV,  your 
doctor  may  recommend  a  25  mg  dose  and  may  limit  you  to  a  maxi- 
mum single  dose  of  25  mg  of  VIAGRA  in  a  48  hour  period.  If  you  are 
taking  alpha-blocker  therapy,  you  should  not  take  a  dose  of  greater 
than  25  mg  of  VIAGRA  at  the  same  time  (within  4  hours)  as  your  dose 
of  alpha-blocker. 

•  How  To  Take  VIAGRA 

Take  VIAGRA  about  one  hour  before  you  plan  to  have  sex.  Beginning 
in  about  30  minutes  and  for  up  to  4  hours,  VIAGRA  can  help  you  get 
an  erection  if  you  are  sexually  excited.  If  you  take  VIAGRA  after  a  high- 
fat  meal  (such  as  a  cheeseburger  and  french  fries),  the  medicine  may 
take  a  little  longer  to  start  working.  VIAGRA  can  help  you  get  an  erec- 
tion when  you  are  sexually  excited.  You  will  not  get  an  erection  just  by 
taking  the  pill. 

•  Possible  Side  Effects 

Like  all  medicines,  VIAGRA  can  cause  some  side  effects.  These  effects 
are  usually  mild  to  moderate  and  usually  don't  last  longer  than  a 
few  hours.  Some  of  these  side  effects  are  more  likely  to  occur 
with  higher  doses.  The  most  common  side  effects  of  VIAGRA  are 
headache,  flushing  of  the  face,  and  upset  stomach.  Less  common  side 
effects  that  may  occur  are  temporary  changes  in  color  vision  (such 
as  trouble  telling  the  difference  between  blue  and  green  objects  or 
having  a  blue  color  tinge  to  them),  eyes  being  more  sensitive  to  light, 
or  blurred  vision. 

In  rare  instances,  men  taking  PDE5  inhibitors  (oral  erectile  dysfunc- 
tion medicines,  including  VIAGRA)  reported  a  sudden  decrease  or 
loss  of  vision  in  one  or  both  eyes.  It  is  not  possible  to  determine 
whether  these  events  are  related  directly  to  these  medicines,  to  other 
factors  such  as  high  blood  pressure  or  diabetes,  or  to  a  combination 
of  these.  If  you  experience  sudden  decrease  or  loss  of  vision,  stop 
taking  PDE5  inhibitors,  including  VIAGRA,  and  call  a  doctor  right 
away. 

In  rare  instances,  men  have  reported  an  erection  that  lasts  many 
hours.  You  should  call  a  doctor  immediately  if  you  ever  have  an  erec- 
tion that  lasts  more  than  4  hours.  If  not  treated  right  away,  permanent 
damage  to  your  penis  could  occur  (see  How  Sex  Affects  the  Body). 
Heart  attack,  stroke,  irregular  heart  beats,  and  death  have  been 
reported  rarely  in  men  taking  VIAGRA.  Most,  but  not  all,  of  these  men 
had  heart  problems  before  taking  this  medicine.  It  is  not  possible  to 
determine  whether  these  events  were  directly  related  to  VIAGRA. 
VIAGRA  may  cause  other  side  effects  besides  those  listed  on  this 
sheet.  If  you  want  more  information  or  develop  any  side  effects  or 
symptoms  you  are  concerned  about,  call  your  doctor. 

•  Accidental  Overdose 

In  case  of  accidental  overdose,  call  your  doctor  right  away. 

•  Storing  VIAGRA 

Keep  VIAGRA  out  of  the  reach  of  children.  Keep  VIAGRA  in  its  origi- 
nal container.  Store  at  25°C  (77°F);  excursions  permitted  to  15-30°C 
(59-86°F)  [see  USP  Controlled  Room  Temperature]. 

•  For  More  Information  on  VIAGRA 

VIAGRA  is  a  prescription  medicine  used  to  treat  erectile  dysfunction. 
Only  your  doctor  can  decide  if  it  is  right  for  you.  This  sheet  is  only  a 
summary.  If  you  have  any  questions  or  want  more  information  about 
VIAGRA,  talk  with  your  doctor  or  pharmacist,  visit  www.viagra.com,  or 
call  1-888-4VIAGRA. 
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HOT  GROWTH 


)5  alone,  the  U.S.  government  placed 
lers  for  79  of  the  vans  for  a  total  of 
re  than  $80  million. 
\S&E's  technology  is  playing  a  key 
i  in  more  than  just  homeland  securi- 
[n  2002,  Hong  Kong  Customs  seized 
eral  packs  of  heroin  buried  in  a  truck 
rying  fruit  to  Kwai  Chung  Port.  In  a 
ture  created  by  an  AS&E  product  that 
ns  large  cargo  loads,  the  heroin 
:ks  stuck  out  like  square  pegs. 

RIP  SEARCH 

kE  OWES  ITS  recent  success  to  Chief 
xutive  Anthony  R.  Fabiano,  a  turn- 
und  artist  who  was  brought  in  to  get 
company  out  of  a  funk  in  2002.  After 
>tember  11,  demand  for  security  prod- 
s  soared,  but  AS&E  was  left  in  the 
»t.  The  company's  sky-high  produc- 
l  costs  forced  it  to  price  products  at 
miums  many  customers  refused  to 
'.  And  AS&E  had  only  one  active  sales- 
son.  "We  had  these  gee-whiz  prod- 
s  and  no  way  to  get  them  into  the 
rketplace,"  Fabiano  says.  So  he  intro- 
:ed  lean  manufacturing  practices, 
;hing  the  production  time  on  the  vans 
m  three  months  to  three  weeks,  and 
It  a  sales  and  marketing  staff  of  26. 
^ow,  AS&E  is  tweaking  its  technology 
it  can  scan  the  biggest  threat  of  all: 
>ple.  The  company's  new  Smart- 
;ck  system  performs  a  virtual  strip 
rch.  AS&E  is  perfecting  software  that 
|)ws  the  X-ray  to  pick  up  security 
pats  while  at  the  same  time  obscur- 

the  most  private  parts  of  a  person's 
^tomy.  The  privacy  feature  is  vital  to 
I  U.S.  Homeland  Security  Dept.'s 
Asportation  Security  Administration 
;a),  which  is  planning  to  test  the 
hnology  in  airports. 
•Jke  any  other  company  that  relies  on 
es  to  the  U.S.  government,  AS&E  risks 
tering  a  disappointing  earnings  out- 
k  at  the  hands  of  a  flaky  client.  "We 
Vt  know  if  the  TSA  is  going  to  order 

scanners  or  hundreds,"  says  J. 
rick  Fuhrman,  an  analyst  at  Laden- 
g  Thalman  &  Co.  in  New  York. 
to  hedge  that  risk,  Fabiano  has  hus- 
Fl  to  diversify  both  AS&E's  product 
and  its  geographic  reach.  It's 
rking.  In  March,  AS&E  won  a  $45 
lion  contract  from  an  unnamed 
ddle  Eastern  customs  agency.  And 
)iano  is  considering  adapting 
kE's  technology  so  it  can  find  flaws 
products.  "That  could  be  a  market 
ker,"  Fabiano  predicts.  Meantime, 
neland  security  anxieties  are  sure  to 
p  the  Z  Backscatter  Vans  rolling  out 
VS&E's  parking  lot.  ■ 


VAALCO  ENERGY 


This  Wildcatter  Feels 
Right  at  Home  in  Gabon 


BY  MARK  MORRISON 

GABON,  ON  AFRICA'S  AT- 
lantic  coast,  is  one  of  those 
remote  places  where  it 
usually  takes  the  deep 
pockets  of  an  energy  indus- 
try giant  like  Exxon  Mobil 
Corp.  or  Royal  Dutch  Shell  to  discover 
and  produce  oil  and  natural  gas.  So  what 
is  VAALCO  Energy,  an  upstart  with  just  20 
full-time  employees  and  annual  revenue 
of  $93  million,  doing  there  drilling  into 
the  ocean  floor?  Pumping  a  lot  of  cash. 

Executives  at  the  Houston-based 
outfit  figured  the  odds  of  striking  it  rich 
were  better  in  foreign  territory  than  at 
home,  where  hundreds  of  other  wild- 
catters were  hustling  for  a  dwindling 
number  of  prospects.  The  timing  of  its 
African  foray  could  hardly  have  been 
better.  With  oil  prices  around  $70  a  bar- 
rel, reserves  valued  at  $101.6  million  in 
2003  are  now  worth  60%  more.  Says 
Chief  Executive  Robert  Gerry  HI:  "For 
us  there's  a  lot  less  competition  and  a 
lot  more  opportunity  offshore." 

The  Gabon  oil  has  fueled  phenomenal 
growth  for  the  energy  outfit.  Over  the 
past  three  years,  its  revenues  have  in- 
creased more  than  eightfold,  while  prof- 
its are  up  75  times,  to  $33.7  million, 
from  just  $445,000  in  2002.  That  not 
only  put  VAALCO  on  BusinessWeek's  Hot 
Growth  list  for  the  first  time,  it  allowed  it 
to  debut  at  No.  1. 

Gerry,  a  67-year-old  veteran  of  the  oil 
patch  who  started  out  as  a  New  York 
stockbroker,  has  taken  VAALCO  from 
hard  times  to  wealth. 
The  company  was  bare- 
ly alive  in  the  late  1990s 
as  energy  prices 
cratered  and  production 
from  its  old  wells  in  the 
Philippines  dwindled. 
Its  annual  revenue  was 
less  than  $1  million 
through  2001. 

To  revive  the  compa- 
ny, Gerry  drilled  a  test 
well  in  an  expanse  ex- 
tending 25  miles  from 
the  coast  of  Gabon. 
VAALCO  had  paid  less 


GERRY  "A  lot 
less  competition 
and  a  lot  more 
opportunity 
offshore" 


WHAT'S  HOT 


Jfl  Black  gold.  Texas  tea.  Its  oil 
TT  JL  field  off  the  coast  of  Gabon 
in  West  Central  Africa  is  pumping 
up  VAALCO  Energy's  profits, 
which  have  risen  an  average  of 
297.5%  a  year  for  three  years. 


SALES 

$93 

million 


LOCATION 

Houston 


than  $1  million  in 
1995  for  the  right  to 
drill  there.  The  well, 
in  270  feet  of  water, 
found  reserves  esti- 
mated at  30  million  barrels,  and  Vaalco 
owns  28%  of  that  oil.  The  Etame  field 
now  produces  about  18,000  barrels  a  day 
for  its  partners,  and  provides  essentially 
all  of  VAALCO's  revenue. 

With  cash  reserves  of  $70  million, 
Gerry  is  ready  to  do  more  wildcatting. 
Later  this  year,  he  hopes  to  sink  wells  in 
new  acreage  in  Gabon.  The  oil  producer 
also  has  put  up  $8.4  million  for  a  40% 
interest  in  1.4  million  acres  off  the  coast 
of  Angola  and  has  set  up  an  office  in 
Scotland  to  scout  for 
North  Sea  projects. 

Of  course,  VAALCO's 
future  depends  on 
adding  reserves  to  offset 
its  output.  Given  its 
peewee  stature,  VAALCO 
is  far  more  vulnerable  to 
a  string  of  dry  wells  or  a 
plunge  in  oil  prices  than 
ExxonMobil  or  Shell. 
And  if  it  finds  more  oil? 
Don't  be  surprised  to 
see  a  larger  player  try  to 
gobble  up  the  little 
money  pumper.  ■ 
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EARNINGS 

$33.7 

million 


LEVEN  YEARS  AGO,  KEVIN  A. 
Plank  was  a  walk-on  football 
player  at  the  University  of 
Maryland  who  relished 
throwing  his  body  at  hulking 
opponents.  But  he  hated  how 
the  cotton  T-shirts  under  his  uniform  got 
sopping  wet  with  sweat  or  rain.  By  then, 
cycling  outfits  and  football  undershorts 
were  made  with  moisture-wicking  syn- 
thetic fabrics.  Plank,  a  starter  during  kick- 
offs  and  punts,  wondered  why  not  grid- 
iron T-shirts,  too?  He  tore  the  content 
label  off  a  pair  of  his  wick-away  shorts, 
bought  the  same  material  from  a  fabric 
store,  and  gave  a  tailor  $460  to  sew  seven 
shirts.  "I  set  out  to  build  a  better  football 
undershirt,"  he  says. 

Plank's  teammates  loved  the  tees.  So  he 
drove  to  New  Yorks  garment  district,  had 
hundreds  more  samples  made,  and 
dubbed  his  invention  "Under  Armour." 
Now,  at  33,  Plank  is  the  multimillionaire 
head  of  an  athletic  apparel  powerhouse. 
Sales  of  Under  Armour  Inc.'s  skintight 
shirts  and  other  products  have  soared  an 
average  annual  78.3%  for  the  past  three 
years,  to  $310.6  million  over  die  past  12- 
month  period.  That  lands  the  company  at 

64  I  BusinessWeek  I  June  5,  2006 

-" * — " 


No.  6  on  BusinessWeek 's  Hot  Growth  rank- 
ing, with  no  slowdown  in  sight.  "Under 
Armour  could  be  the  next  Nike,"  says  Wa- 
chovia Securities  analyst  John  P.  Rouleau. 

Yet  it  didn't  happen  as  fast  as  Plank 
originally  expected.  "At  23, 1  was  proba- 
bly the  smartest  guy  in  the  world,"  he 
jokes.  Several  dozen  players  he  knew 
from  his  post-high  school  year  at  Fork 
Union  Military  Academy  in  Virginia  or 
from  the  University  of  Maryland  had 
made  it  to  the  National  Football  League. 
He  figured  he'd  send  them  shirts,  the 
money  would  roll  in,  and  "I'd  be  on  easy 
street  in  no  time,"  he  re- 
calls. "But  I  learned  early 
on  [that]  this  is  not 
about  one  blast  of  expo- 
sure or  one  person  wear- 
ing the  product." 

Operating  at  first  out 
of  his  grandmother's 
Georgetown  house, 
Plank  spent  four  years 
tirelessly  pitching  his 
product  to  college  and 
NFL  teams.  "We  con- 
vinced these  big  tough 
football  players  to  start 
wearing  tight-fitting  syn- 


WHAT'S  HOT 


#C  Athletic  clothing 
frU  coveted  by  pro  athletes 
and  weekend  warriors  alike. 
Sales  have  skyrocketed  an 
average  78.3%  a  year  for  the 
past  three  years. 


SALES 

$310.6 

million 


LOCATION 

Baltimore 


PLANK  Star  thetic   shirts,   whk 

power  helped.  So    was  completely  n« 
did  expanding  d    dif£rent » 

into  women's  ana    ?ltt  "^ 

and  kids' wear  says-  In  addition 
stars  such  as  Ji 
George,  Jerry  Rice,  and  Plank's  Marylai 
teammate  Frank  Wycheck,  big  names 
other  sports,  such  as  pitcher  Rofl 
Clemens,  became  Under  Armour  fans, 

ATHLETE'S  FOOTWEAR 

THE  PROS'  ACCEPTANCE  brings  Undl 
Armour  an  authenticity  that  advertisii 
alone  can't  create.  Dicks  Sporting  Goo 
Inc.,  a  large  national  chain  that' s  one 
Plank's  biggest  retail  partners,  has  set  i 
special  Under  Armour  "concept  shop 
within  six  of  its  stores.  "Our  goal  is 
have  athletes  of  all  ages  know  that  we  i 
the  headquarters  for  Under  Armo 
products,"  says  Jeffrey  R.  Henni< 
Dick's  chief  marketing  officer.  The  appe 
he  adds,  is  the  notion  that  Under  Armq 
can  help  anyone  perform  at  a  higher  1< 
el.  That  cachet  also  gives  Plank  license 
charge  $40  for  a  short-sleeve  T-shirt. 

If  Plank  stumbles,  it  could  be  over  d 
giant  shoes  of  Nike,  which  has  its  o\ 
line  of  tight,  wick-away  clothing.  For  no 
says  Banc  of  America  Securities  anal]  I 
Robert  F.  Ohmes,  the  competition  maw 
helping  Under  Armour.  "Nike  coming! 
and  doing  a  good  job  in  the  space  is] 
panding  the  category,"  he  says.  Under  J 
mour  now  holds  a  commanding  71 
share  of  the  $416  million  market  for  tig 
athletic  garments. 

Under  Armour,  which  raised  $112  ] 
lion  in  a  November  initial  public  offeri|| 
has  also  been  reaching  beyond  its 
niche.  In  2003  the  company  launche 
line  of  women's  apparel,  and  added  cl 
dren's  clothing  in  2004.  Sales  of 
women's  line  jumped  112.1%  in  the  fijij 
quarter  of  2006  vs.  the  same  period  a ; 
ago,  while  youth  sales  soared  119.' 
Now  Plank  is  venturing  into  shoes, 
lightweight,  moisture-wicking  footb 
cleats  due  out  soon  i  { 
baseball  cleats  plani  f 
for  next  spring. 

Plank  remains  det 
mined    to    show 
scrappy  underdogs 
compete   with   the  b 
guys.   He  fully  expe<J 
Under  Armour  to  hit! 
billion   in    annual  rt 
enues.  "What  makesl 
different  is  the  chip 
our  shoulders,"  he  sw 
"We  have  somethingji 
prove,  and  it  keeps    j 
humble  and  hungry." '  ' 


EARNINGS 

$25.9 

million 


A  PERSONAL  ASSISTANT, 

BEAUTIFULLY  DISGUISED  AS  A  CAR 


m 


?ath  its  exquisitely  crafted  exteriQr  lies  an  abundance  of  leading-edge  technologies.  Each  designed  to  perfectly  orchestrate  your 


It's  a  luxurious,  attentive  environment  vvhere  your  needs  are  the  number-one  priority 
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TOOTH  -ENABLED  HANDSFREEWNK.  -REAL-TIME  TRAFFIC  MONITORING"  •  ZAGAT    RESTAURANT  GUIDE  -VOICE-ACTIVATED  NAVIGATION 

i  me  traffic  monitoring  available  only  in  select  maftets  .fjftt  year  sier /ice  Included  Visit  acura.com  or  call  "-800-To-Acura  for  more  information.  SZOOSAcura  Acura.  RL  and'HandsfreeLmi.  are  trad*ma(*s 
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CELEBRATING  A  CENTURY   1906  12006 


A  Star  Shines  in  the  West 

Transamerica  Occidental  Life  Insurance  Company 
Celebrates  100  Years  of  Commitment 


At  the  start  of  the  twentieth 
century,  East  Coast  compa- 
nies dominated  the  nation's 
life  insurance  market.  Not 
only  did  they  provide  lim- 
ited service  to  the  fast-grow- 
ing West,  but  government 
investigations  revealed  that 
many  of  these  companies 
were  seriously  mismanaged, 
with  little  regard  for  their 
policy  holders. 

In  Los  Angeles, 
entrepreneur  Karl  Kennedy 
convinced  a  group  of 
businessmen  that  the  time 
was  right  for  an  insurance 
company  organized  in  and 
serving  the  West— a  company 


KARL  KENNEDY 

built  on  solid  management 
and  commitment  to  its 
customers.  Occidental  Life 
Insurance  Company  was 
established  on  June  30, 1906. 

CHALLENGES  AND 
COMMITMENT 

Competition  in  the  cities  was 
fierce,  so  Occidental  agents 
took  to  the  road,  calling 
on  the  farms  and  ranches 
that  dotted  the  Southern 
California  landscape.  One 
agent  even  took  a  cow  as 
payment,  selling  it  to  cover 


the  customer's  premium. 

Such  creativity  notwith- 
standing, the  challenges 
during  the  early  years  were 
significant.  World  War  I 
began  before  the  company 
had  reached  its  tenth  an- 
niversary, sending  financial 
shockwaves  throughout 
the  economy.  When  the 
influenza  epidemic  of  1918 
swept  the  nation,  death  claims 
spiked.  Occidental  Life 
paid  these  mounting  claims 
promptly  and  properly— a 
commitment  to  policy 
holders  that  has  governed 
the  company  for  a  century. 

In  1930,  Occidental  Life 
was  acquired  by  Transamerica 
Corporation.  As  the  years 
passed,  the  company 
continued  to  adapt  to  and 
anticipate  changing  markets 
and  customer  needs. 
In  addition  to  spreading 
eastward  across  the  U.S., 
Occidental  Life  established 
offices  in  Shanghai  in  1933 
and  Hong  Kong  in  1947— 
long  before  global  corpora- 
tions were  common. 

PUTTING  PEOPLE  FIRST 

Occidental  Life  provided 
life  insurance  to  families  in 
Shanghai  until  it  was  forced 
to  close  its  offices  in  1941 
due  to  the  Second  World 
War.  To  protect  the  financial 
well-being  of  policy  holders, 
Shanghai  general  agent 
Tsufa  Lee  buried  thousands 
<  )f  policies.  After  the  war, 
Lee  dug  up  the  documents, 
musty  and  rust-marked 


GROSSE  BUILDING  Occidental's  first 

by  paper  clips.  For  several 
years,  he  tracked  down 
beneficiaries  of  policy  holders 
who  had  died  during  the 
conflict  so  Occidental  Life 
could  honor  the  claims  and 
obligations  to  the  men  and 
women  who  had  placed 
their  trust  in  the  company. 

HISTORY  AND 
FINANCIAL  STRENGTH 

Transamerica  Occidental 
Life's  growth  and  success 
are  the  result  of  many 
factors,  including  in- 
novative product  design, 
top-notch  agents,  dedicated 
employees  and  visionary 
leadership.  The  company 
that  ended  its  first  year  with 
$602,000  of  life  insurance 
in  force  now  has  $763  billion 
of  insurance  in  force  (as  of 
Jan.  1,2006)— a  testament 
to  individuals,  families  and 
businesses  that  continue  to 
trust  and  value  Transamerica 
Occidental  Life's  commit- 
ment and  financial  strength. 


"Transamerica 
Occidental  Life  is  proud 
of  its  history  and  accom- 
plishments," says  Chairman 
and  CEO  Ron  Wagley. 
"Our  company  was  built  by  J 
people  who  were  committe 
to  the  long-term  interests 
of  our  customers.  It's  this    I 
dedication  to  financial 
responsibility  that  will  carrjl 
us  to  greater  heights  in  our 
next  hundred  years." 


St 


TSUFA  LEE 


Transamerica 


L»  1906  •  100  YEARS  •  20M 


We've 


SEEN  A  LOT  OF 


LIFE  IN  inA  YEARS. 


We  were  there  when  FDR  began  to  lift  the  country 
out  of  the  Great  Depression.  Did  our  part  during 
World  War  II.  Heard  Martin  Luther  King,  Jr.  tell  the 
truth.  We  were  huddled  around  the  television — 
just  like  you — when  Neil  Armstrong  took  the  first 
steps  on  the  moon.  We've  witnessed  power  shifts 
in  Washington.  And  dramatic  social  change. 
We've  seen  anger.  And  joy.  And  triumph.  And  we 
understand  just  how  fast  life  can  change. 

This  year,  Transamerica  Occidental  Life  Insurance 
Company  celebrates  one  hundred  years  of  helping 
individuals,  families,  and  businesses  protect  and 
plan  for  the  future.  In  an  age  where  things  come 
and  go  very  quickly,  one  hundred  years  of  stability 
is  certainly  something  to  celebrate. 


:act  your  financial  professional,  or'cfall  1y80Q;-PYRAMID  •  www.transamerica.com 


Transamerica 


1906  •  100  YEARS  *  2006 
The  Power  of  the  Pyramid 


ce  products  underwritten  by  Transam 
;  imerica  Financial  Life  InSiJ 


■  surance  Company.  Cedar  Rapids.  IA.  founded  in  1906.  and  its  affiliates.  In  New  York,  insurance  products  underwritten 
e.  W  Not  available  in  all  states  Transamerica  companies  are  members  of  the  AEGON  Group. 


SPECIAL  REPORT 


Hot  Growth  Companie 


TO  WIN  A  POSITION  IN  THIS  TABLE,  a  company 
must  excel  in  three  ways.  The  selection  process 
begins  by  ranking  companies  according  to  their 
three-year  results  in  sales  growth,  earnings  growth, 
and  return  on  invested  capital.  The  ranks  in  the 
table  are  calculated  from  these  numbers.  A 
company's  composite  rank  is  the  sum  of  0.5  times 
its  rank  in  return  on  total  capital  plus  0.25  times  its 
sales-  and  profit-growth  ranks. 
COMPANIES  WERE  DRAWN  from  Standard  & 
Poor's  Compustat  database  of  more  than  10,000 
publicly  traded  corporations.  To  qualify,  a  company 
must  have  annual  sales  of  more  than  $50  million 
and  less  than  $1.5  billion,  a  current  market  value 
greater  than  $25  million,  a  current  stock  price  of  at 


least  $5,  and  be  actively  traded.  Banks,  insurers, 
real  estate  firms,  and  utilities  are  excluded.  So  are 
companies  with  significant  declines  in  current 
financial  results  or  in  stock  price,  as  well  as 
companies  where  other  developments  raise 
questions  about  future  performance. 
SALES  AND  EARNINGS  are  the  latest  figures 
available  through  the  most  recent  12  months. 
Earnings  include  net  income  from  continuing 
operations  before  gains  or  losses  from 
extraordinary  items. 

INCREASES  IN  SALES  AND  PROFITS  are 

calculated  using  the  least-squares  method.  If 
results  for  the  earliest  year  are  negative  or  not 
available,  the  average  is  for  two  years. 


« 


RETURN  ON  CAPITAL  is  earnings  expressed  a 
percent  of  total  debt  and  equity.  For  ranking 
purposes,  the  maximum  allowable  annual  return 
on  invested  capital  is  100%.  If  companies  have  j 
made  substantial  accounting  restatements,  long- 
term  returns  may  be  averaged  for  two  years  tnsteat 
of  three  years. 

TIME  PERIODS  VARY  according  to  the  month  o 
company's  fiscal  yearend.  Profitability  and  growt 
are  calculated  based  on  the  most  recently 
available  data. 

STOCK  PRICE  DATA  are  as  of  Apr.  28, 2006. 
A  •  indicates  that  a  company  also  appeared  in 
year's  rankings  (BW-June  6, 2005). 


COMPANY  (STOCK  SYMBOL) 

CURRENT  RESULTS 

SALES     EARNINGS 
$  MIL.          $  MIL. 

THREE-YEAR  AVERAGES 

INCREASE (%)        RETURN  ON 
SALES      PROFITS       CAPITAL 

INVESTMENT  DATA     j      | 

STOCK  PRICE 

mahH 

52-WEEK 
HIGH -LOW     RECENT 

P-E      VM 
RATIO    $1 

1  VAALCO  Energy  (EGY)  Houston  713  623-0801 
Finding  and  pumping  oil  off  of  Africa's  Atlantic  Coast 

93.0 

33.7 

98.9 

297.5 

35.2 

8-3           7 

12     40< 

2  Hansen  Natural  (HANS)  Corona,  Calif.  909  739-6200  • 

Keeps  hipsters  hydrated  with  juices,  sodas,  teas,  and  energy  drinks 

408.6 

75.0 

56.7 

180.9 

31.9 

146  -  29     129 

42  28! 

3  PalomarMedicalTechnologies(PMTI)  Burlington,  Mass.  781993-2300* 
Lasers  and  lamp  systems  used  for  medical  and  aesthetic  procedures 

81.6 

20.2 

44.8 

600.1 

31.2 

43  -  21       42 

41     73 

4  W&T  Offshore  (WTI)  Houston  713  626-8525  •  618.2    205.6 

Explores  and  exploits  oil  and  gas  reserves,  mostly  in  the  Gulf  of  Mexico 


42.5     298.4       30.7 


47  -  19       43 


14    281 


5  NAVTEQ  (NVT)  Chicago  312  894-7000  514.1 

Its  map  database  guides  vehicle  navigation  systems  and  Web  sites 


169.7 


44.1       115.0       52.7 


56-34       42        23   38J 


6  Under  Armour  (UARM)  Baltimore  410  454-6428 

Develops  and  markets  its  brand  of  microfiber  athletic  apparel 


310.6      25.9 


78.3      100.1       32.3         42-21       37        75    1707' 


7  VASCO  Data  Security  Intl.  (VDSI)  Oakbrook  Terrace,  III.  630  932-8844         56.8 
Designs  and  supports  user  authentication  and  online  security  systems 


8.3 


41.2       218.1       21.3 


12-7 


43     331 


8  Programmer's  Paradise  (PROG)  Shrewsbury,  N.J.  732  389-8950 
Direct  wholesaler  of  software  and  hardware  for  IT  professionals 


142.8 


2.9 


30.2      372.7       20.6  14-8         13        19       if 


9  LCA-Vision  (LCAV)  Cincinnati  513  792-9292  215.6 

When  you  need  to  read  the  bottom  line,  its  laser  eye  surgery  helps 


35.4 


47.0      108.7        19.8         58  -  33       56       34    1162- 


10  BlueNiie  (NILE)  Seattle  206  336-6700  209.7 

Peruse  more  than  50,000  diamonds  at  this  online  megastore  of  bling 


12.9 


40.2        69.5        39.1 


44-25       35       50     60 


11  Volcom  (VLCM)  Costa  Mesa,  Calif.  949  646-2175 
Makers  of  youth  apparel  related  to  boardsports 

169.9 

27.5 

41.7 

58.3 

63.1 

41- 

-24 

36 

30 

864 

1 

12  American  Science  &  Engineering  (ASEI)  Billerica,  Mass.  978  262-8700 
Develops  advanced  X-ray  systems  sold  primarily  to  governments 

149.8 

34.4 

32.2 

324.1 

18.1 

94- 

-36 

86 

23 

747 

13  ASV  (ASVI)  Grand  Rapids,  Minn.  218  327-3434  • 
Rubber-tracked  construction  vehicles  for  all  seasons 

256.8 

29.3 

75.9 

165.3 

14.2 

35- 

-16 

25 

24 

67! 

14  PeopleSupport  (PSP7 :  Los  Angeles  310  824-6200 
Outsourcers  of  custc  rner  care,  tech  support,  and  sales 

71.1 

22.9 

46.6 

69.1 

29.2 

12- 

-7 

11 

9 

191 

15  Imperial  Industries  (IPII)  Pompano  Beach,  Fla.  954  917-7665 
Producer  and  distributor  of  wall-finishing  materials  like  stucco 

75.7 

3.7 

26.4 

130.9 

21.8 

31- 

-7 

25 

18 

62 

16  Cognizant  Technology  Solutions  (CTSH)  Teaneck,  NJ.  201 801-0233  • 
Offshore  outsourcing  for  tech  services 

989.6 

181.5 

57.2 

69.4 

21.5 

65- 

-41 

64 

51  88* 

17  Multi-Fineline  Electronix  (MFLX)  Anaheim,  Calif.  714  238-1488  * 
Manufactures  flexible  printed  circuits  and  circuit  assemblies 

458.8 

49.7 

52.0 

117.4 

15.5 

67- 

-14 

58 

30 

142 

18  Hittite Microwave  (HITT)  Chelmsford,  Mass.  978  250-3343                         90.7 
Its  integrated  circuits  show  up  in  items  from  cable  modems  to  satellites 

25.7 

38.1 

73.1 

25.4 

39- 

-18 

39 

46 
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NOVATIONS    IN 


Florida  Guardian  ad  Litem  Saw  the  Future  of  Child  Advocacy. 

Citrix  Provided  Access. 


"Custody  rulings.  Foster  care.  Adoptions.  Our  founding  vision  was  to  give  every  abused 
and  neglected  child  in  Florida  a  strong  advocate  in  court.  Two  years  later,  we're  well  on 
our  way.  Today,  program  staff,  attorneys  and  over  5,000  volunteers  represent  more 
than  27,000  children.  Instead  of  information  in  file  drawers  scattered  all  over  the  state, 
Citrix  software  gives  advocates  secure  access  to  our  case  management  system  from 
anywhere.  Resources  are  precious,  so  we  must  apply  them  wisely,  not  waste  time 
chasing  data.  These  kids  depend  on  us.  That's  why  we're  depending  on  Citrix  to  take 
us  the  rest  of  the  way  to  advocate  every  Florida  child  in  need. " 

JOHNNY  C.  WHITE 

CIO 
Florida  Guardian  ad  Litem  Program 


Access  your  future  today  at 
citrix.com. 


Citrix  Systems,  Inc.  All  rights  reserved.  Citrix*  is  a  trademark  of  Citrix  Systems,  Inc. 
ine  or  more  of  its  subsidiaries,  and  may  be  registered  in  the  United  States  Patent 
demark  Office  and  in  other  countries  All  other  trademarks  and  registered 
irks  are  the  property  of  their  respective  owners. 
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COMPANY  (STOCK  SYMBOL) 


CURRENT  RESULTS      THREE-YEAR  AVERAGES 


SALES     EARNINGS 
SMIL.  SMIL. 


INCREASE  (%) 
SALES      PROFITS 


RETURN  ON 
CAPITAL 


INVESTMENT  DATA 

STOCK  PRICE  MAR 

52-WEEK  P-E       VAUjJI] 

HIGH -LOW     RECENT     RATIO     $«^ 


19  OmniVision  Technologies  (OVTI)  Sunnyvale,  Calif.  408  542-3000               463.1 
Produces  image  sensor  chips  for  digital  cameras  and  security  systems 

84.3 

57.4 

71.2 

19.5 

31- 

-12 

29 

19 

1536 

20  NutriSystem  (NTRI)  Horsham,  Pa.  215  706-5300 

Customers  lose  weight  with  meals  sent  straight  to  their  door 

321.8 

40.1 

94.4 

101.0 

14.5 

71- 

-9 

68 

63 

2435 

21  Resources  Connection  (RECN)  Costa  Mesa,  Calif.  714  430-6400                618.0 
Provides  accounting  and  finance  professionals  who  work  on  a  project  basis 

60.6 

46.9 

74.3 

18.7 

32- 

-17 

27 

23 

1294 

22  EFJ  (EFJI)  Irving,  Tex.  972  819-0700  • 

Maker  of  analog  and  digital  wireless  radio  systems 

81.0 

14.2 

33.5 

151.7 

15.7 

12- 

-6 

10 

18 

265 

23  InfoSonics(IFO)  San  Diego  858  373-1600                                                 175.9 
Distributes  cell  phones  and  accessories  to  the  U.S.  and  Latin  America 

3.8 

42.5 

63.2 

22.6 

24- 

-2 

13 

24 

73 

24  Amedisys  (AMED)  Baton  Rouge,  La.  225  292-2031 
Provider  of  home  health  care  and  hospice  services 

438.3 

30.3 

44.9 

230.7 

13.4 

48- 

-28 

33 

18 

529 

25  LifeCell  (LIFC)  Branchburg,  N.J.  908  947-1100 

Makes  products  from  human  tissue  for  use  in  surgery 

105.2 

14.0 

41.1 

72.3 

20.0 

28- 

-12 

27 

66 

888 

26  RPC  (RES)  Atlanta  404  321-2140 

Provides  oilfield  equipment  and  services 

471.3 

81.5 

26.8 

147.1 

17.3 

36- 

-9 

28 

22 

1785 

27  PetMed  Express  (PETS)  Pompano  Beach,  Fla.  954  979-5995 
Online  and  catalog  pharmacy  for  dog,  cat,  and  horse  owners 

137.6 

12.1 

31.8 

50.1 

36.0 

20- 

-6 

16 

32 

386 

28  NeuStar  (NSR)  Sterling,  Va.  571 434-5400 

Clearinghouse  services  help  route  2  billion  phone  calls  daily 

260.8 

59.1 

39.5 

51.8 

30.6 

36- 

-24 

35 

46 

2399< 

29  Netflix  (NFLX)  Los  Gatos,  Calif.  408  540-3700 

Online  DVD  rental  house  offers  movies  via  mail  without  late  fees 

753.9 

55.2 

66.7 

154.0 

12.7 

33- 

-11 

30 

35 

16454 

30  Ceradyne  (CRDN)  Costa  Mesa,  Calif.  714  549-0421  • 

Its  ceramics  are  used  in  orthodontic  braces,  as  well  as  body  armor 

434.8 

65.4 

84.7 

157.8 

12.0 

64- 

-19 

53 

21 

142C 

31  MEMC  Electronic  Materials  (WFR)  St.  Peters,  Mo.  636  474-5000 
Develops  advanced  wafers  for  semiconductor  manufacturers 

1212.0 

345.3 

19.2 

70.3 

37.7 

44- 

-11 

41 

26 

894X 

32  Empire  Resources  (ERS)  Fort  Lee,  N.J.  201 944-2200 

Produces  semifinished  aluminum  for  industrial  customers 

378.0 

9.7 

29.5 

56.6 

27.7 

50- 

-4 

46 

47 

444^ 

33  Gevity  HR  (GVHR)  Bradenton,  Fla.  941 741-4300 

Can  become  your  company's  human  resources  department 

624.6 

37.4 

19.4 

101.5 

20.5 

30- 

-16 

26 

19 

67&; 

34  Berry  Petroleum  (BRY)  Bakersfield,  Calif.  661 616-3900  • 

Finds  some  natural  gas,  but  pulls  mostly  crude  out  of  the  earth    ' 

434.2 

113.1 

46.4 

60.3 

18.6 

80- 

-41 

74 

15 

16Z : 

35  Endo  Pharmaceuticals  Hldgs.  (ENDP)  Chadds  Ford,  Pa.  610  558-9800 
Maker  of  Percocet  and  other  pain  medications 

887.5 

209.0 

24.5 

89.0 

19.2 

34- 

-19 

31 

20 

417. 

36  Cimarex  Energy  (XEC)  Denver  303  295-3995  • 

Exploration  and  production  of  oil  and  natural  gas  on  the  Gulf  Coast 

1332.4 

328.3 

81.2 

98.0 

13.0 

48- 

■33 

43 

9 

353* 

37  Alliance  Resource  Partners  (ARLP)  Tulsa  918  295-7600  • 
Its  mines  produce  coal  for  utilities 

881.4 

169.1 

17.7 

63.6 

37.8 

48- 

-32 

42 

14 

154. 

38  VSE  (VSEC)  Alexandria,  Va.  703  960-4600  •                                          277.5 
Engineering  and  technical  help  for  government  systems  and  equipment 

6.4 

30.7 

107.1 

15.3 

52- 

-28 

33 

12 

7 

39  Chico's  FAS  (CHS)  Fort  Myers,  Fla.  239  277-6200  •                                1404.6 
Comfortably  relaxed  clothing  brings  baby  boom  women  into  its  stores 

194.0 

38.3 

42.5 

24.8 

49- 

-26 

37 

35 

673 

40  Build-A-Bear  Workshop  (BBW)  St.  Louis  314  423-8000  • 
Stores  invite  you  to  stuff,  dress,  and  accessorize  plush  toys 

374.4 

27.7 

30.0 

73.9 

17.8 

33- 

-19 

32 

24 

651 

41  St.  Mary  Land  &  Exploration  (SM)  Denver  303  861-8140  • 

Explores  and  exploits  North  America's  oil  and  natural  gas  reserves 

789.1 

167.4 

50.6 

67.3 

15.5 

46- 

-22 

42 

17 

240 

42  Hurco  (HURC)  Indianapolis  317  293-5309 

Industrial  software  and  equipment  for  machining  and  metal  work 


127.2       16.4 


22.2     496.6 


14.0 


37  -  10       31 


43  Unit  (UNT)  Tulsa  918  493-7700 

It  explores  and  produces  oil  and  natural  gas  in  North  America 


990.3    256.6 


68.2       122.1 


11.5 


62  -  35       58 


44  Barrett  Business  Services  (BBSI)  Vancouver,  Wash.  800  828-0700 
Human  resource  rr  anager  for  small  to  midsized  companies 


240.4       12.9 


31.2      144.8 


13.1 


29  -  13       26 


45  Encore  Wire  (WIRE)  McKinney,  Tex.  972  562-9473 

Manufactures  and  distributes  electrical  copper  wire  and  cable 


872.9      65.2 


40.2      106.0       13.3 


44-9        42 


Its  distributors  sell  nutritional  supplements  and  skin-care  products 


12 


10  266.; 


22 


15     91 


46  Ansoft  (ANST)  Pittsburgh  412  261-3200 

Software  for  electronic  engineering  and  design 

74.1 

14.3 

16.9 

136.2 

17.8 

44-21 

44 

40     52 

47  Sonic  Solutions  (SNIC)  Novato,  Calif.  415  893-8000 
Software  tools  for  creating  movies  and  music 

143.8 

18.6 

63.4 

77.1 

13.0 

22-14 

18 

26     44« 

48  Reliv  International  (RELV)  Chesterfield,  Mo.  636  537-9715  • 

115.8 

7.9 

22.2 

42.1 

33.8 

19-8 

11 

23      1/ 
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MORE  THAN  65%  OF  SAP  CUSTOMERS  ARE  SMALL  OR  MIDSIZE  COMPANIES.* 

You  don't  have  to  be  a  big  company  to  face  big  challenges.  Or  to  have  big  expectations.  Thai's  \\  hy  thousands  of 
small  and  midsize  companies  around  the  world  maximize  then  advantage  with  flexible,  affordable  and  proven 
software  from  SAP.  Find  out  how  SAP.  together  with  our  network  of  qualified  t  flannel  partners,  can  be  .1  j 
for  your  business     w  hatever  its  si7e.  Visit  sap.com/yoursize 
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COMPANY  (STOCK  SYMBOL) 

CURRENT  RESULTS 

SALES     EARNINGS 
$  MIL.          $  MIL. 

THREE-YEAR  AVERAGES 

INCREASE (%)        RETURN  ON 
SALES      PROFITS       CAPITAL 

INVESTMENT  DATA 

STOCK  PRICE 

P-E 
RATIO 

MARK 

SB 

52-WEEK 
HIGH -LOW 

RECENT 

49  Quality  Systems  (QSII)  Irvine,  Calif.  949  255-2600  • 

Develops  and  markets  software  systems  to  manage  medical  practices 

109.2 

20.5 

25.8 

43.9 

22.2 

46- 

-22 

34 

44 

89; 

50  LoJack  (LOJN)  Westwood,  Mass.  781 251-4700  • 

Hidden  transmitters  help  police  recover  stolen  vehicles 

198.5 

18.7 

17.7 

106.3 

17.7 

29- 

-14 

22 

23 

41«l 

51  Dynamic  Materials  (BOOM)  Boulder,  Colo.  303  665-5700 

Specialized  metal  production  including  explosion-welded  clad  plates 

87.0 

12.9 

21.6 

87.7 

16.3 

43- 

-12 

38 

36 

45( 

52  Diodes  (DIOD)  Westlake  Village,  Calif.  805  446-4800  • 
Manufactures  and  supplies  discrete  semiconductors 

239.8 

35.4 

24.1 

85.4 

15.6 

43- 

-18 

41 

30 

102! 

53  Leucadia  National  (LUK)  New  York  212  460-1900 

Holding  company  in  markets  from  timber  to  manufacturing 

1306.4 

1312.0 

78.0 

98.1 

10.9 

62- 

-34 

61 

5 

6561 

54  Argon  ST  (STST)  Fairfax,  Va.  703  322-0881                                              283.1 
Develops  and  sells  intelligence,  defense,  and  communications  systems 

22.0 

107.1 

118.0 

9.5 

37- 

-26 

33 

32 

"! 

55  ValueClick  (VCLK)  Westlake  Village,  Calif.  818  575-4500 

Online  marketing  connects  advertisers,  publishers,  and  consumers 

369.9 

41.8 

70.7 

103.4 

10.8 

21- 

-9 

17 

38 

1711 

56  eCollege.com  (ECLG)  Chicago  312  706-1710 

Brings  registration,  tests,  even  classrooms  into  cyberspace 

106.5 

6.4 

69.7 

223.1 

8.5 

22- 

-9 

21 

73 

481 

57  Ventiv  Health  (VTIV)  Somerset,  N.J.  800  416-0555 
Helps  drug  companies  staff  and  run  clinical  trials 

609.1 

44.0 

39.1 

114.0 

10.9 

34- 

-16 

30 

20 

83! 

58  Packeteer  (PKTR)  Cupertino,  Calif.  408  873-4400 

Connects  businesses  to  make  the  most  of  their  wide  area  networks 

117.1 

20.1 

27.1 

68.0 

14.1 

16- 

-7 

13 

23 

44 

59  Digital  River  (DRIV)  Eden  Prairie,  Minn.  952  253-1234                              243.9 
Outsourcing  e-commerce,  it  helps  online  businesses  grow 

56.7 

42.6 

78.1 

11.0 

48- 

-22 

44 

31 

152 

60  TTM Technologies  (TTMI)  Santa  Ana,  Calif.  714  327-3000                         254.0 
Contract  maker  of  printed  circuit  boards  for  equipment  manufacturers 

35.2 

38.6 

126.9 

9.8 

17- 

-6 

16 

19 

1 

61  Sun  Hydraulics  (SNHY)  Sarasota,  Fla.  941 362-1200                                  121.9 
Produces  screw-in  hydraulic  cartridge  valves  and  manifolds 

13.5 

23.0 

105.5 

12.3 

33- 

-17 

21 

17 

23 

62  Coldwater  Creek  (CWTR)  Sandpoint,  Idaho  208  263-2266  •                     788.2 
Catalogs,  an  extensive  Web  site,  and  over  170  stores  of  women's  apparel 

46.8 

18.1 

76.4 

14.4 

30- 

-11 

28 

56 

257> 

63  Parlux  Fragrances  (PARL)  Fort  Lauderdale,  Fla.  954  316-9008                   155.5 
Produces  and  distributes  fashionable  name-brand  perfumes 

17.6 

28.6 

50.0 

14.9 

38- 

-15 

27 

16 

24 

64  CNXGas  (CXG)  South  Park,  Pa.  412  854-6719                                         655.2 
Developing  natural  gas  and  coalbed  methane  out  of  the  Appalachians 

121.5 

61.9 

58.5 

11.5 

31- 

-20 

29 

36 

429 

65  Altera  (ALTR)  San  Jose,  Calif.  408  544-7000  •                                       1151.7 
Makes  programmable  chips 

273.8 

17.1 

48.0 

19.2 

23- 

-16 

22 

30 

785 

66  Ventana  Medical  Systems  (VMSI)  Tucson,  Ariz.  520  887-2155  •                208.2 
Diagnostic  systems  and  lab  equipment  used  in  fighting  cancer 

25.9 

23.8 

96.8 

12.2 

49- 

■34 

49 

69 

165 

67  Gen-Probe  (GPRO)  San  Diego  858  410-8000 
Its  tests  quickly  detect  germs  and  diseases 


323.4       61.2 


25.8        62.6        13.5         56-35       53       46    27S 


68  Trimble  Navigation  (TRMB)  Sunnyvale,  Calif.  408  481-8000  i 
Global  positioning  technology,  software,  and  integration 


805.4      93.2 


18.9 


99.1       12.4         50-27       47       29  25E 


69  Radyne  (RADN)  Phoenix  602  437-9620 

Equipment  for  Internet,  cable,  and  satellite  broadcasting 


120.7       11.6 


18.8 


61.0        15.2 


17-7 


15 


24      Zl 


70  Helix  Energy  Solutions  (HELX)  Houston  281 618-0400 

Energy  services  company  finds  oil  and  operates  offshore  wells 

931.5 

182.8 

38.1 

132.4 

8.9 

46- 

-21 

39 

18 

30' 

71  Providence  Service  (PRSC)  Tucson  520  747-6600  •                                  156.7 
Provides  case  management  and  other  services  for  government  programs 

10.0 

52.8 

88.7 

8.7 

35- 

-23 

31 

31 

3( 

72  Miller  Industries  (MLR)  Ooltewah,  Tenn.  423  238-4171 

Manufactures  auto  bodies  for  towing  and  recovery  vehicles 

368.4 

22.5 

19.6 

86.3 

12.1 

29- 

-10 

27 

14 

3(| 

73  Headwaters  (HW)  South  Jordan,  Utah  801 984-9400 

Makes  construction  materials,  as  well  as  synthfuel  used  by  utilities 

1174.1 

146.9 

99.8 

71.4 

8.6 

46- 

-30 

34 

11 

14  1 

74  Hydril  (HYDL)  Houston  281 449-2000 

Makes  tubes  and  pressure  systems  for  petroleum  drilling 

412.0 

80.9 

17.7 

44.0 

16.1 

90- 

-46 

80 

24 

18!" 

75  aQuantive  (AQNT)  Seattle  206  816-8800 

Online  marketing,  Web  site  design,  and  consulting 

335.6 

36.4 

24.5 

72.8 

11.9 

30- 

■11 

25 

51 

18- 

76  Commercial  Vehicle  Group  (CVGI)  New  Albany,  Ohio  614  289-5360 
Makes  cabs  for  heavy  trucks  and  commercial  vehicles 

831.4 

51.9 

35.8 

116.7 

8.7 

25- 

■17 

20 

8 

44 

77  Brigham  Exploration  (BEXP)  Austin,  Tex.  512  427-3300 

Uses  3-D  seismic  technology  to  explore  for  oil  and  natural  gas 

106.1 

30.3 

40.2 

110.1 

8.6 

15- 

•7 

9 

14 

4: 

78  Guess?  (GES)  Los  Angeles  21 5  7S5-3100 

Jeans— and  all  kinds  of  appaiel  for  men,  women,  and  children 

928.5 

66.0 

17.4 

184.1 

10.5 

47- 

•14 

40 

27 

181 
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52-WEEK                      P-E      VAM 
HIGH -LOW     RECENT    RATIO    (H 

79  NETGEAR  (NTGR)  Santa  Clara.  Calif.  408  907-8000  • 
Designs  networking  supplies  for  home  and  small  business 


467.9      35.6 


24.2 


62.2 


12.2 


26-16 


22        21      74] 


80  Labor  Ready  (LRW)Tacoma,  Wash.  253  383-9101                                   1289.9 
Annually  places  600,000  temporary  skilled  and  full-time  workers 


64.1 


13.2 


77.9 


12.9 


28  - 17        26       22 


81  PPD  (PPDI)  Wilmington.  N.C.  910  251-0081 

Helps  companies  develop  new  drugs  by  running  preclinical  trials 

1092.4 

137.7 

19.1 

54.3 

13.8 

41-22 

36 

31    4lM 

82  Korn/Ferry  International  (KFY)  Los  Angeles  310  552-1834 
Companies  helps/find  their  new  managers,  and  vice  versa 

529.9 

50.8 

18.0 

206.8 

9.5 

21-14 

21 

18     8JJ 1 

83  DSW  (DSW)  Columbus,  Ohio  614  237-7100 

Name-brand  shoes  for  women  and  men  at  a  discount 


1144.1       37.2 


21.1 


72.4 


11.8 


33-18 


31       31    13 


84  Rofin-Sinar Technologies  (RSTI)  Plymouth,  Mich.  734  455-5400 
Designs,  develops,  and  markets  industrial  lasers 


383.6       43.7 


19.7       98.0 


10.8 


57  -  29       56       20 


85  ADTRAN  (ADTN)  Huntsville,  Ala.  256  963-8000                                       517.3 
Develops  and  supplies  products  used  in  Internet  and  telecom  systems 

102.2 

14.1 

55.6 

14.2 

33- 

-20 

25 

19    192 

86  MSC  Industrial  Direct  (MSM)  Melville,  NY.  516  812-2000                           1167.1 
Direct  marketer  and  supplier  of  industrial  equipment  and  tools 

124.1 

11.6 

46.5 

14.1 

56- 

-27 

52 

28  341 

87  MICROS  Systems  (MCRS)  Columbia,  Md.  443  285-6000  •                        659.1 
Software,  hardware,  and  systems  for  the  retail  and  hospitality  industries 

60.2 

18.0 

62.5 

11.9 

55- 

-38 

42 

28   16 

88  Concur  Technologies  (CNQR)  Redmond,  Wash.  425  702-8808                     81.0 
Streamlines  corporate  expense  management  to  save  clients  money 

5.4 

14.9 

136.3 

9.3 

19- 

-8 

16 

104     5 

89  Kforce  (KFRC)  Tampa  813  552-5000                                                        831.7 
Helps  find  specialized  employees  in  finance,  tech,  medicine,  and  science 

25.3 

17.7 

108.8 

9.3 

15- 

-7 

14 

22     5 

90  Lamson  &  Sessions  (LMS)  Cleveland  216  464-3400                                  530.8 
Makes  and  sells  electrical  and  telecom  enclosures  and  PVC  pipe 

34.4 

15.9 

74.8 

10.9 

33- 

-9 

25 

ii    at 

91  Stratasys  (SSYS)  Eden  Prairie,  Minn.  952  937-3000  • 
Makes  and  sells  rapid  prototyping  devices 


86.2       10.2 


28.7        50.3 


10.5 


36  -  20      33       34 


92  AngioDynamics  (ANGO)  Queensbury,  N.Y.  518  798-1215  • 
Develops  medical  instruments  for  angiographic  procedures 

72.2 

6.5 

23.3 

72.8 

9.1 

31- 

-17 

31 

62     31 

93  AMCOL International  (ACO)  Arlington  Heights,  III.  847  394-8730* 
Clays  for  building  materials,  cosmetics,  even  kitty  litter 

556.6 

39.0 

21.9 

42.6 

11.8 

32- 

-16 

29 

23     J 

94  Denbury  Resources  (DNR)  Piano,  Tex.  972  673-2000 

Finds  and  develops  oil  and  natural  gas  fields  near  the  Gulf  Coast 

623.6 

180.2 

24.3 

52.7 

9.8 

37- 

-14 

33 

22   31 

95  Lufkin  Industries  (LUFK)  Lufkin,  Tex.  936  634-2211                                    524.2 
Builds  and  maintains  oil  field  pumping  systems,  gearboxes,  and  trailers 

52.3 

29.8 

70.7 

8.6 

70- 

-25 

64 

18     S 

96  Lifetime  Brands  (LCUT)  Westbury,  N.Y.  516  683-6000 

Produces  cutlery,  bakeware,  flatware,  and  kitchen  gadgets 

339.2 

14.0 

31.3 

51.4 

9.0 

30- 

-16 

30 

25   : 

97  ll-VI  (IIVI)  Saxonburg,  Pa.  724  352-4455 

224.6 

26.2 

19.3 

50.5 

10.7 

22- 

-13 

22 

25     6 

Makes  laser  lenses,  infrared  optical  components,  and  radiation  sensors 


98  Digitas  (DTAS)  Boston  617  369-8000  603.1 

Online  marketer  helps  develop  brands  and  customer  relationships 


44.6 


20.9 


55.7 


9.6 


15-10       14        31    12| 


99  Old  Dominion  Freight  Line  (ODFL)  Thomasville,  N.C.  336  889-5000  1116.3 

Less-than-a-truckload  shipping  across  the  U.S.,  Canada,  and  Mexico 


57.6 


23.3        42.7 


9.7 


33-18       32        21    121, 


100  Brady  (BRC)  Milwaukee  414  358-6600 

883.4 

92.5           16.9        50.1         9.4         40-27       36        19    l\ 

Makes  safety  signs,  identification  labels,  and  precision  die-cut  parts 
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YOU  NEED  A  3M  PRIVACY  FILTER  BECAUSE 
READING  A  LAPTOP  SCREEN  IS  IRRESISTIBLE. 
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u  get  your  work  done.  The  wandering  eyes  beside  you  see  only  a  dark  screen.  Reassuring  3M™  Privacy  Filters.  Made  of  slim,  protective,  rigid-yet-flexible  polymer. 
[sy  to  attach  and  remove.  Available  for  laptops  in  many  sizes.  Uncanny  3M  microlouver  technology  blocks  out  side  views  while  you  see  your  screen  clearly  as  ever. 
You  have  to  not  see  it  to  believe  it.  Available  only  at  online  retailers.  1-888-PRIVACY  3MPrivacyFilter.com 
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You  May  Be  Liable 
For  That  Lease 

FASB's  review  of  lease  accounting  standards 
could  really  hammer  retailers 


BY  NANETTE  BYRNES 

THE  FALLOUT  FROM  EN- 
ron       Corp.'s       financial 
shenanigans      continues, 
and      not     just      in      a 
courtroom    in    Houston. 
The  Financial  Account- 
ing   Standards    Board 
(FASB)  is  launching  a  review  that 
could  overhaul  one  of  the  most  con- 
voluted areas  of  off-balance-sheet 
accounting:  leases. 

Companies  in  the  Standard  & 
Poor's  500 -stock  index  have  more 
than  $300  billion  in  leases  that 
don't  show  up  in  the  balance 
sheets,  according  to  estimates  by 
Bear     Stearns     Cos.     and     Credit 
Suisse  Group.  Retailers,  ahead  of  trans 
portation  and  financial  servic- 
es companies,  have  the  most. 
The  tally  rises  to  $1.25  trillion 
when  all  public  companies 
are  taken  into  account,  esti- 
mates the  Securities  &  Ex- 
change Commission,  which 
last  June  recommended  a  re- 
think of  lease  accounting. 

Putting  those  leases  on 
corporate  balance  sheets  as 
liabilities  would  greatly 
change  how  indebted  the 
companies  appear.  Bear 
Stearns  predicts  an  aggre- 
gate 17%  jump  in  debt  levels 
for  all  nonfinancial  compa- 
nies in  the  S&P  500.  "It 
paints  such  a  different  pic- 
ture for  many  companies.  I 
think  that  takes  some  people 
by  surprise,"  says  Credit  Su- 
isse analyst  David  Zion. 

How  heartily  companies 
will  argue  against  a  change 
may  depend  on  their  existing 
debt  burden.  Bed  Bath  &  Be- 
yond Inc.  doesn't  have  any 


Ring  It  Up 


Rulemakers  are  debating  a  change  to  lease  accounting  that  would  have 
a  major  impact  on  the  balance  sheets  of  some  big-name  retailers: 


ESTIMATED  OFF- 
BALANCE-SHEET 
LEASE  LIABILITIES 


LEASE  LIABILITIES 
AS  A  PERCENT  OF 
MARKET  CAP  * 


Whole  Foods  Market       $1.96  billion       21% 

Organic  grocer  leases  all  but  five  of  its  175  stores,  plus  its 
distribution  centers,  "bakehouses,"  and  administrative  facilities. 


Walgreen  15.24  37 

Drugstore  has  opened  886  stores  in  the  past  two  years.  Of  all 
its  stores,  82%  are  leased,  a  total  of  $24  billion  in  obligations. 


Bed  Bath  &  Beyond  2.24  22 

Home  goods  retailer  leases  most  of  its  809  stores,  plus  690,000 
square  feet  of  storage  space,  and  270,000  square  feet  of  offices. 


Circuit  City  Stores  3.53  68 

Retailer  leases  626  U.S  stores,  owns  5.  Also  leases  distribution 
facilities,  warehouses,  and  its  headquarters  in  Richmond,  Va. 


Starbucks  2.45  9 

Owns  its  U.S.  roasting  and  distribution  locations,  but  nearly  all 
of  its  6,000  retail  coffee  bars  are  leased. 


CVS  11.11  48 

Owns  approximately  3%  of  its  5,471  retail  and  specialty 
pharmacy  drugstores  and  leases  its  mail-order  sites. 


Data:  Credit  Suisse  Group,  company  reports.  Bloomberg  Financial  Markets 


bank  borrowing,  so  a  rise  in  debt  couldn' 
affect  them  in  that  regard.  Says  Chief  Fi 
nancial    Officer  Eugene   A.    Castagna 
"Whatever  the  rules  are,  we'll  follow. 
Many  companies  declined  to  commen 
before  a  specific  rule  change  is  proposec 
but  drugstore  giant  CVS  Corp.  does  argu 
that  the  Credit  Suisse  analysis  may  be  to 
negative.  Multiplying  eight  times  a  singl 
year's   lease   expense— a  method  tiuT 
some  credit  analysts  already  rely  on- 1 
puts  CVS's  liability  at  $9.9  billion,  mac] 
agement  says.  That's  $1.2  billion  less  tha I 
Zion's  number  (table). 

CLOSING  LOOPHOLES 

OVER  THE  PAST  30  years,  hundreds  < 

accounting  rules  and  regulations  ha1 

been  issued  on  leases,  and  critics  say 

result  is  an  industry  of  experts  practice 

at  how  to  keep  them  off  the  books.  Cuj 

rently,  if  lease  payments  add  up  to  90' 

of  the  value  of  the  leased  property,  th 

lease   must  go   on  the  balan< 

sheet.  So,  says  FASB  Chairma 

Robert    H.    Herz,    cookie-cuttr 

templates  have  been  created  to  dd 

sign  leases  so  that  they  don't  add  i 

to  more  than  89%.  One  argument  fi 

leaving  leases  off  the  balance  sheet  is  thtj 

lessors  don't  have  ownership  rights:! 

they  can't  resell  the  asset,  for  exampH 

But  many  accounting  experts  consider 

promise  to  pay  rent  an  obligation  equJ 

to  any  other  liability. 

One  new  model  that  FASB  will  exploi 
says  Herz,  would  treat  a  lea 
as  a  "right  to  use"  the  pro 
erty,  which  would  be  giver 
value  and  included  amor, 
the  liabilities  and  assets  oft 
company  that  is  leasing 
Companies  argue  that  infc 
mation  about  these  leases 
not   secret,   but   is    read 
available  in  the  footnotes1 
their  annual  reports.  How* 
er,  Bear  Stearns  analyst  Chi 
Senyek  has  found  that  su 
disclosure  is  far  from  cona 
tent,  with  some  compan: 
leaving  out  vital  informant 
such  as  the  length  of  1 
lease.  And  the  databases  tl 
many  investors  consult 
sort  through   a  compan 
performance  generally  do 
include     the     data     fri 
footnotes. 

There  will  be  plenty 
time  to  argue  all  the  poii 
Herz  doesn't  expect  new  rv 
to  be  finished  before  2008 
2009  at  the  earliest.  ■ 


JUMP  IN  LIABILITIES 
IF  THEY  WERE  ON 
THE  BALANCE  SHEET 


374% 


266 


224 


208 


172 


160 
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HP  recommends  Windows  XP  Professional 


Vault-like  security,  wherever  the  road  takes  you. 

The  HP  Compaq  nc2400  Business  Notebook  with  Intel    Centrino 
Mobile  Technology.  Starting  at  2.8  pounds,  this  ultralight  notebook 
helps  secure  your  work  three  ways:  with.^  fingerprint  sensor, 
Smart  Card  reader  and  embedded  security  chip 

And  it's  all  backed  by  our  unrivaled  HP  Total  Care  services, 
for  every  stage  of  your  computer's  life 

Visit  hp.com/personal,  call  1-800-799-MYHP 
or  visit  your  local  reseller.  Starting  af  $1,649. 
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lopynght  2006  Hewlett-Packard  Development  Company,  LP  The  information  contained  herein  is  subject  to  change  without  notice  Prices  may 
y  Simulated  images.  Wireless  accessppi'nl  find  Internet  service  said  separately  Intel,  the  Intel  logo,  the  Ccnlrino  logo,  arid  Centrino,  are  Irademaiks 
egistered  trademarks  of  Intel  Corporation  ®i  'its  sub>idicines  in  the.  United  Stales  and  other  countries.  Microsoft  and  Windows  are  US  registered 
Remarks  of  Microsoft  Corporation     :  '  "  •  :'■ 
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Leaders  Wanted/CIO  Challenge  Series 


Challenge  #1: 

Teach  everyone  how  to  innovate  with  IT. 

Solution: 

Hyperion — your  management  system 
for  the  global  enterprise. 

Technology  drives  innovation.  That  makes  you  Chief  Innovation  Officer. 
So,  how  do  you  transform  innovation  from  a  buzzword  into  a  sustainable 
part  of  your  business?  Visionary  ClOs  are  leading  the  way  with  Hyperion 
performance  management  solutions.  With  Hyperion,  you  break  down  the 
barriers  between  finance,  operations,  and  IT  and  align  them  around  a 
master  data  set.  You  give  everyone  the  tools  they  need  to  continuously 
analyze  and  manage  business  performance — and  invent  new  ways  to 
improve  it.  Isn't  that  what  real  innovation  is  all  about? 


J 


FREE  ARTICLE  FROM  HARVARD  BUSINESS  REVIEW 
How  do  other  IT  leaders  drive  innovation? 
Discover  new  insights  and  best  practices  from 
the  Harvard  Business  Review  and  Hyperion. 
Go  to  www.hyperion.com/go/leaders 


#  Hyperion" 

The  future  in  sight 


©2006  Hyperion  Solutions  Corporation.  AH  rights  reserved.  "Hyperion,"  the  Hyperion  logo  and  Hyperion's  product  names  are  trademarks  of  Hyperion.  References  to  other  companies  and  their  products 
use  trademarks  owned  by  the  respective  companies  and  are  for  reference  purpose  only. 


SciTech  Developments  to  Watch 


ED  BY 
M  ASTON 


NOVATIONS 


:he  jet  stream 
i  shrimp  shells 

The  jet  stream  is 
ng  slowly  to  the  north, 
usetheeastward- 
ng  river  of  air  wriggles 
id  from  day  to  day,  the 
ion  of  the  fast-moving 
$rt  is  difficult  to  plot 
precision.  But  according 
eport  in  Sc/ence  (May 
t  has  crept  northward 
>out  1  degree  latitude,  or 
iles,  over  the  past  25 
;.  Its  twin  in  the 
lern  hemisphere  has 
id  similarly  toward  the 
i  Pole.  The  cause,  says 


— 


ft 
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rticle,  is  the  relative 
ling  of  the  lower 
sphere  in  the  middle 
des,  together  with  a 
gat  higher  altitudes. 
.  the  stream  acts  as  a 
jyor  belt  for  weather 
ms,  the  shift  has  an 
ct  at  ground  level:  Dry 
5  below  the  air  currents 
ligrating  north  as  well, 
bandage  developed  for 
soldiers  could  become 
lard  issue  for  civilians, 
/lade  by  HemCon,  in 
and,  Ore.,  the  bandage 
ived  from  chitosan,  a 
al  compound  found  in 
Tells  of  shrimp  and 
crustaceans.  When 
ed  to  wounds,  the 
rial  interacts  with 
lood  cells  to  stanch 
eeding.  Some 
gency  rooms  are  now 
ing  the  bandages,  and 
;on  is  planning  to 
et  them  over  the 
:er  to  consumers. 

-Arlene  Weintraub 
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FORENSICS 


DON'T  DO  THE  CRIME  IF  YOUR 
BROTHER'S  DOING  TIME 


A  WOMAN  IS  brutally 

murdered.  DNA  recovered 
from  the  attacker's  blood 
resembles  that  of  a  convicted 
felon  whose  genes  are  in  a 
state  database,  but  it's  not  a 
perfect  match.  The  police 
then  investigate  the  felon's 
immediate  family.  The  DNA 
is  matched  against  a  sample 
taken  from  the  felon's 
brother  and  proves 
identical— prompting  the 
brother  to  confess. 

Kinship  analysis  of  the 
sort  described  above  is  al- 
ready widely  used  to  identify 
the  remains  of  victims  in 
terrorist  bombings  and 
other  catastrophes.  It  has 


been  employed  in  just  a  few 
criminal  cases  so  far.  But  its 
use  in  the  U.S.  is  likely  to 
expand,  thanks  to  growing 
databases  of  DNA  samples 
collected  by  federal  and  state 
authorities,  which  now  total 
more  than  3  million.  The 
practice  may  also  prove 
controversial,  as  it  could 
throw  suspicion  on  people 
simply  because  they  have  a 
relative  behind  bars. 
Frederick  R.  Bieber,  a 
medical  geneticist  at 
Brigham  &  Women's 
Hospital,  discusses  kinship 
analysis  in  criminal  investi- 
gations in  an  article  in  the 
May  11  issue  of  Science. 


ELECTRIC  POWER 

KEEPING 
BLACKOUTS  ON 
WHITEBOARDS 

UTILITIES  FREQUENTLY  run 

computer  simulations  of 
potential  crises,  but  operators 
can  still  get  hit  with  a  cascade 
of  outages,  as  in  the  massive 
blackout  in  the  summer  of 
2003.  When  such 
emergencies  occur,  the 
computer  analysis  typically  is 
of  little  use.  Past  simulations 
don't  help,  and  new  ones  take 
hours  to  run,  while  decisions 
must  be  made  in  minutes. 


In  a  research  project 
funded  by  the  Homeland 
Security  Dept.,  the  Electric 
Power  Research  Institute 
(EPRI)  has  reduced  the 
simulation  time  from  hours 
to  mere  seconds.  One  key 
was  tweaking  the  algorithms 
so  that  the  computer  is  able 
to  quickly  discard  scenarios 
that  are  the  least  likely. 
Using  the  new  system,  an 
operator  should  be  able  to 
analyze  changing  conditions 
on  the  fly,  thus  learning  how 
best  to  manage  the  flow  of 
power  in  order  to  keep 
individual  outages  from 
escalating  into  a  major 
blackout.  -John  Carey 


PROTEIN  PATROL 

CAN  JELLYFISH 
HELP  FIGHT 
ALZHEIMER'S? 

RESEARCHERS  routinely  use  a 
luminescent  protein  from 
jellyfish  Aequorea  victoria  to 
tag  brain  tissue  to  help 
investigate  neurodegen- 
erative diseases  such  as 
Alzheimer's  and  Huntington's. 
Experiments  suggest  the 
protein  may  have  a  new  use: 
It  could  actually  help  combat 
these  afflictions. 

Brain  diseases  such  as 
Alzheimer's  are  associated 
with  a  loss  of  calcium- 
binding  proteins  that  protect 
nerve  cells.  The  jellyfish 
protein  could  be  a  substitute, 
says  Mark  Underwood, 
president  of  Quincy 
Bioscience  in  Madison,  Wis. 
The  company,  working  with 
scientists  at  the  University  of 
Wisconsin-Milwaukee,  has 
tested  the  aequorin  protein 
by  injecting  it  in  the  brains 
of  dozens  of  lab  rats  and 


then  inducing  the  equivalent 
of  a  stroke.  Between  28%  to 
45%  more  brain  cells 
survived  this  trauma  in  those 
rats  that  were  dosed  with  the 
jellyfish  protein  vs.  a  control 
group.  The  researchers  were 
pleased  to  observe  that  the 
protein  has  no  toxicity,  at 
least  in  rats.  They  are  now 
testing  the  protein  in  healthy 
young  animals  to  assess 
whether  it  helps  them  learn 
and  retain  their  memory  as 
they  age.         -Michael Arndt 
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Does  your  strategy  to  target  more  than  45%  of  global  GDP1 
include  one  of  the  most  resilient2,  skilled  and  strategically 
"ioned  economies  in  the  world? 


The  Asia-Pacific  region  is  now  the  enqine  room  of  world  economic 
growth  and  has  strong  prospects  for  continued  growth  well  into  the 
future.  By  2015  it  is  forecast  that  Asia's  economies  will  account  for 
45  per  cent  of  global  GDP  (PPP*)1,  significantly  more  than  the  United 
States  and  Europe  combined.  It  therefore  makes  good  business  sense 
to  include  an  Asia-Pacific  based  business  in  your  growth  strategy. 

Australia-the  world's  most  resilient  economy2-is  now  in  its  15th  year  of 
continuous  growth  and  provides  global  companies  with  a  solid  platform  for 
Asia-Pacific  based  investment. 

With  its  strong  business  and  cultural  links  with  Asia,  and  with  a  time  zone 
that  straddles  the  Asian,  European  and  US  business  days,  Australia  is  ideally 
positioned  to  provide  the  skills,  resources  and  high  quality,  value-add  services 
to  meet  Asia's  development  needs  and  its  rapidly  growing  consumer  market. 

Fuelled  by  the  rapid  growth  of  China  and  India  in  particular,  it  is  estimated 
that  the  number  of  consumers  in  Asia  with  incomes  over  US$5,000  per 
annum  will  double  from  434  million  in  2005  to  more  than  860  million  in  20103. 
Australia  is  perfectly  positioned  to  access  this  rapidly  expanding  market. 

Australia's  top  four  merchandise  trading  partners  are  Japan,  China, 
Korea  and  the  United  States4.  The  United  States,  Japan,  Hong  Kong  and 
Singapore  are  also  among  Australia's  top  ten  sources  of  inward  investment. 
While  Australia  is  well  known  for  its  commodity  exports,  services  account 
for  almost  80  per  cent  of  economic  activity4.  Over  the  five  years  to  2004 
Australia's  services  exports  to  China  alone  almost  quadrupled,  while  services 
exports  to  India  and  Korea  increased  by  131  and  86  per  cent  respectively4. 

Australia  currently  has  Free  Trade  Agreements  (FTAs)  in  place  with  the 
United  States,  Singapore,  Thailand  and  New  Zealand.  It  is  also  negotiating 
FTAs  with  China,  Malaysia,  United  Arab  Emirates,  and  ASEAN  (Association 
of  SE  Asian  Nations),  and  is  examining  the  feasibility  of  an  FTA  with  Japan. 

Many  investors  from  the  USA  have  already  discovered  the  competitive 
advantages  of  Australia  as  a  place  to  do  business,  with  the  US  accounting 
for  45  per  cent  of  the  stock  of  all  foreign  direct  investment  in  Australia. 


THE  FUTURE 
IS 
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So,  with  Australia  being  the  fastest  place  in  the  world  to  start  a 
business5,  your  Asia-Pacific  investment  decision  could  not  be  simpli 
The  future  is  here-in  Australia. 


Don't  make  an  investment  decision 
in  the  Asia-Pacific  region  without 
visiting  www.investaustralia.com 


Australian  GovernmM 
Invest  Australia 


INVEST  IN  AUSTRALIA 

AND  JOIN  THESE  SUCCESSFUL  COMPANIES 


American 

•  EDS 

•  Hewlett  Packard 

•  Merck  Shar 

Express 

•  Eli  Lily 

•  Honeywell 

&  Dohme 

Citigroup 

•  GE  Capital 

•  IBM 

•  Pfizer 

CSC 

•  General  Motors 

•  JP  Morgan 

•  Reuters 

Du  Pont 

Holden 

•  Microsoft 

•  Verisign 

net 


AUSTRALIA  I  AT  A  GLANCE 


•  World's  most  resilient  economy-for  the  fourth  year  in  succession  (IMD  WCY  2( 

•  Lowest  risk  of  political  instability  in  the  Asia-Pacific  and  2nd  lowest  in  the  work 
(IMD  WCY  2005) 

•  Experienced  a  90%  increase  in  the  stock  of  foreign  direct  investment  over  the) 
five  years  toUS$211b  in  December  2005  (ABS  2006) 

•  15  years  of  continuous  expansion  with  forecast  growth  of  3.2%  in  2006  compa 
to  the  OECD  average  of  2.9%  (OECD  2006) 

•  Ranked  first  in  the  Asia-Pacific  for  overall  productivity  per  person  employed  (II 
WCY  2005) 

•  No  country  in  the  Asia-Pacific  region  can  match  Australia's  range  of  multilingu  iv- 
skills,  with  Chinese  dialects  being  prominent  (ABS  2006)  l  , 

[1]  Consensus  Economics;  IMF;  economics  ®  ANZ  [2]  IMD  World  Competitiveness  Yearbook  (WCY    •  *( 
[3]  Invest  Australia  estimate  [4]  Australian  Bureau  of  Statistics  (ABS)  2006   [5]  World  Bank  20C 
•GDP  based  on  purchasing  power  parity 


Competitive  Australia 
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Environment  Bio  Enen 


lie  Tiniest 
tower  Plants 


the  grip  of  oil-producing  na- 
tions by  providing  alterna- 
tives. The  research  "is  at  a 
very,  very  early  stage,  but 
the  potential  is  huge,"  says 
Patrick  L.  Brezonik  of  the 
<0r     National  Science  Foundation. 
At  the  University  of  Massachu- 
setts at  Amherst,  microbiologist  Derek  R. 
\   Lovley  has  figured  out  how  these  bugs 
•  .  •  •  q  »i    •-•  • .  •  \work.  To  prove  their  potential,  he  has  de- 

dentists  are  seeing  a  host  or  possibilities    signed  microbial  ceus  powerful  enough  t0 

i       'a     •     *  a  j  11  •  1  drive  toy  SUVs  and  other  devices. 

i  electricity  produced  by  microbes 

J  r  J  FILAMENT  FLOW 

LOVLEY  recently  made  an  important 
discovery.  Some  species  of  electricity-pro- 
ducing microbes,  such  as  Geobacter,  have 
long,  wispy  filaments  extending  out  from 
their  cells.  At  one  of  his  son's  soccer 
games,  Lovley  broached  the  "crackpot" 
idea  with  another  dad  that  the  filaments 
could  be  natural  wires.  The  talk  led  to  ex- 
periments proving  that  electrical  current 
flowed  down  the  filaments.  "It's  still 
quite  amazing  to  me,"  says  Lovley. 

The  find  has  important  practical  impli- 
cations. Lovley  and  others  had  the  light 


JOHN  CAREY 

LEONARD  M.  TENDER  HAD  A 
little  demo  in  his  office  at  the 
Naval  Research  Laboratory 
in  Washington  that  could 
wow  visitors.  His  computer 
screen  showed  air  and  water 
temperature  data  trans- 
ted  from  a  buoy  in  the  nearby  Po- 
lac  River.  The  surprise  was  the  power 


"the  microbes  are  starved  for  a  place  to  put 
the  electrons."  When  scientists  bury  an 
electrode  in  sediment  and  connect  it  in  a 
circuit,  the  bugs  glom  on  to  it  and  happily 
supply  electricity.  The  result  is  one  of  the 
world's  most  unlikely  power  plants. 

Tender  hopes  to  turn  these  microbes 
into  power  supplies  for  sensors  and  in- 
struments in  lakes  and  oceans.  That  will  be 
a  boon  for  researchers  and  military  sleuths 


Juice 

Engineers  are  coaxing 
Geobacter  microbes 
to  turn  organic  matter 
into  electricity. 
Here's  how: 


ORGANIC 
MATTER 


1  Organic  material  falls  onto  sediment  at  the 
bottom  of  a  river  or  lake,  and  microbes 
break  it  into  simpler  substances. 

2  Geobacter  bugs  oxidize  these  substances 
into  carbon  dioxide,  transferring  extra 
electrons  to  an  electrode.  Conveyed  to  the 
surface,  the  current  powers  sensors  on  a 
floating  buoy,  used  as  a  monitoring  device. 


rce  for  the  buoy's  electronics:  mi- 
3es.  Bacteria  in  the  river  bottom  gob- 
i  up  organic  matter  and  sent  electrici- 
owing  into  an  electrode  Tender  put  in 
riverbed.  If  thawing  ice  in  the  river 
n't  dragged  the  buoy  downstream 
y  this  year,  the  no-maintenance  sys- 
i  would  have  run  indefinitely.  "It 
ked  flawlessly,  making  as  much  pow- 
he  last  day  as  the  first,"  Tender  says, 
n  nature,  the  electrochemist  explains, 
bugs  hand  off  extra  electrons  to  iron- 
minerals  in  the  surrounding  sediment, 
such  minerals  can  be  rare,  he  says,  so 
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whose  sensing  devices,  in  harsh  or  remote 
aquatic  settings,  are  limited  by  battery  life. 
Scientists  who  wish  to  harness  such 
power  from  microbes  are  also  thinking 
big.  They  envision  robots  that  find  and  eat 
organic  matter  to  generate  their  own 
power,  wastewater  treatment  plants  that 
produce  electricity,  and  biolog- 
ical refineries  where  bugs  turn 
sunlight  and  carbon  dioxide 
into  automobile  fuel.  Pioneer- 
ing gene  sequencer  J.  Craig 
Venter  suggests  that  micro- 
organisms could  even  weaken 


that  microbes  could  make  electricity  only 
when  snuggled  up  against  the  electrodes. 
The  natural  wires,  however,  mean  that 
they  can  connect  from  a  greater  distance. 
Billions  of  bugs  can  thus  funnel  electric- 
ity to  a  single  electrode,  providing  10  to  15 
times  more  power  than  expected.  This 
compounding  factor  helped 
attract  the  attention  of  compa- 
nies such  as  Toyota  Motor 
Corp.,  which  is  exploring  mi- 
crobial fuel  cells  as  a  potential 
power  source.  "Eventually  we 
may  be  able  to  drive  a  car  with 
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Entertainment  Television 


one  of  these  things,"  says  Lovley. 
What's  more,  the  versatile  microbes 
can  be  coaxed  into  making  hydrogen  in- 
stead of  electricity.  "We've  demonstrated 
that  it  will  work.  Now  we  have  to  show 
feasibility  at  a  larger  scale,"  explains 
Stephen  Grot,  president  of  Ion  Power 
Inc.,  which  is  working  on  the  process. 

Some  scientists  believe  the  biggest 
improvements  will  come  from  tinkering 
with  biology  itself.  Researchers  at  Ven- 
ter's company,  Synthetic  Genomics  Inc. 
in  Rockville,  Md.,  and  at  Lawrence 
Berkeley  National  Laboratory  (LBL)  are 
trying  to  genetically  engineer  cells  to 
make  hydrogen  or  other  fuels  directly 
from  sunlight  or  wastes.  The  current 
state  of  microbial  energy  "is  like  the  ear- 
ly days  of  the  electronic  explosion, 
when  we  had  a  handful  of  design  com- 
ponents, such  as  transistors,  capacitors, 
and  resisters,"  Venter  says. 

Learning  how  to  put  the  right  genes 
together  could 
transform  energy 
production.  "In 
this  new  era  of 
synthetic  biology, 
t^TuC  organisms  can  be 

redesigned  to  do 
what  you  want 
them  to  do,"  says 
LBL  researcher 
Anton  Vila-San- 
jurjo.  And  it  can 
^^^™  be  done  relatively 

quickly.  "Trust 
me.  In  15  years,  there  should  be  a  prod- 
uct," says  Venter. 

One  sci-fi-like  possibility  would  be 
vast  megawatt-producing  microbial 
colonies  on  the  ocean  bottom.  More 
likely  are  myriad  small  devices.  Mi- 
crobes could  make  enough  electricity 
in  a  septic  tank  for  a  house,  or  they 
could  convert  farm  waste  into  liquid 
fuel.  GreenFuel  Technologies  Corp.  in 
Cambridge,  Mass.,  is  already  using  al- 
gae to  turn  nitrogen  and  carbon  diox- 
ide from  smokestack  gases  into 
biodiesel  fuel.  "There  is  a  lot  of  excite- 
ment about  biologically  inspired  ap- 
proaches to  tough  problems  like  ener- 
gy," says  venture  capitalist  Steve  T. 
Jurvetson,  who  has  invested  in  Green- 
Fuel  and  Synthetic  Genomics. 

Plus,  microbial  energy  could  turn 
agricultural  regions  of  the  world  into 
fuel  exporters.  "There  is  no  single  'next 
big  answer,'"  concludes  Bruce  E.  Lo- 
gan, microbial  fuel  cell  researcher  at 
Pennsylvania  State  University.  "There  is 
a  portfolio  of  sources  that  we  have  to  de- 
velop, and  this  is  one  of  them."  9 


Microbes 
in  a  septic 
tank 
could 
power 
a  house 
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Si  TV  is  small,  but  its  target  audiences- 
young,  bilingual  Hispanics— is  huge 


BY  BRIAN  GROW 

IN  DEADPAN  VOICES,  A  HALF- 
dozen  Latinos  make  their  pitch  in 
a  black-and-white  television  ad. 
The  camera  flicks  to  their  somber 
faces.  One  by  one,  they  implore 
Americans  to  help  smuggle  illegal 
immigrants  across  the  U.S.-Mexico 
border.  The  more  who  come,  the  more 
gardeners,  construction  workers,  pool 
cleaners,  and  busboys  will  be  available  to 
do  the  hard  work  while  "white  Ameri- 
cans" relax.  Summing  up  their  cause,  a 
male  Latino  reminds  viewers  that  just 
one  more  illegal  immigrant  can  make  a 
big  difference  in  how  much  time  they 
have  to  kick  back.  Then  he  invites  them 
to  find  out  more  by  visiting  the  group's 
Web  site:  www.sneakoneacross.com. 

Of  course,  it's  all  in  jest,  an  irreverent 
sketch  in  the  service  of  Unacceptable  Be- 


havior, a  Saturday  Night  Zive-esqi|| 
comedy  show  populated  almost  exc! 
sively  by  Latino  actors  that  airs  Fridi 
nights  at  11  on  upstart  cable  channel  i 
TV.  With  its  lineup  of  original  Latini 
themed  programs,  Si  TV,  launched 
February,  2004,  is  an  anomaly  in  the  h 
Hispanic  media  business.  Unlike  trao 
tional  conglomerates  that  air  cam} 
tele-novelas  and  variety  shows  in  Spa 
ish,  Si  TV  is  hunting  for  young  Hispani 
who  are  comfortable  watching  TV 
English— but  are  clamoring  for  hip  pr 
grams  that  speak  to  their  Latino  roo 
"The  market  is  heading  that  way,"  sa 
Mauro  Panzera,  senior  director  of  mul 
cultural  marketing  at  cable  compa 
Comcast  Corp. 

Indeed,  Si  TV  is  hoping  to  ride  a  se 
mic  shift  in  the  U.S.  Hispanic  popul 
tion.  Data  released  in  early  May  by  t 
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The  next  generation  of  high-speed  turns  will  run  at 
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Entertainment  Te  I  evi  s  i  on 


U.S.  Census  Bureau  show  the  number  of 
U.S.-born  Hispanics  topped  new  immi- 
grants by  75%,  or  more  than  400,000 
people,  between  July,  2004,  and  the 
same  month  in  2005.  By  2020  second- 
and  third-generation  immigrants  are  ex- 
pected to  account  for  66%  of  the  estimat- 
ed 60  million  U.S.  Hispanics.  "We're  not 
talking  about  a  niche,"  says  Si  TV  CEO 
Michael  Schwimmer,  a  former  program- 
ming chief  at  satellite  company  EchoStar 
Communications.  "We're  talking  about 
mainstream  America." 

LANGUAGE  LESSONS 

BUT  FOR  SI  TV,  becoming  mainstream 
won't  be  automatic.  Between  cable  and 
EchoStar's  DISH  Network,  the  Los  Ange- 
les-based channel  reaches  just  12.5  mil- 
lion households  and  is  expected  to  gen- 
erate $6.8  million  in  advertising 
revenue  this  year,  according  to  Kagan 
Research  LLC  (chart).  By  contrast,  a  ful- 
ly distributed  channel  can  count  on 
about  90  million  homes.  Si  TV  is 
dwarfed  by  established  Spanish-lan- 
guage rivals  such  as  NBC  Universal's 
Telemundo  and  broadcaster 
Univision  Communications  Inc., 
which  will  pull  in  $831  million 
in  ads  this  year.  During  the 
week  of  Apr.  17,  the  top  13  pro- 
grams watched  by  Hispanic 
households  were  Univision's. 
(The  broadcaster  pulled  the 
plug  on  its  own  bilingual  net- 
work, Galavision,  in  2002.) 

Whether  to  target  the  na- 
tion's Hispanics  in  Spanish  or 
English  has  bedeviled  mar- 
keters for  years.  But  U.S.  Census 
Bureau  data  show  that  75%  of 
Hispanics  describe  themselves 
as  bilingual  or  English-dominant.  And 
analysts  say  young  Hispanics  are  more 
likely  to  acculturate— maintain  their 
Latino  roots,  even  as  they  speak  Eng- 
lish—rather than  completely  assimilate. 
The  upshot:  "Marketing  to  Hispanics  is 
increasingly  going  to  be  in-culture  in- 
stead of  in-language,"  says  Felipe  Kor- 
zenny,  a  professor  of  Hispanic  marketing 
at  Florida  State  University.  That's  what 
Jeff  Valdez,  a  former  stand-up  comic,  re- 
alized in  1998  when  he  conceived  of  the 
idea  for  Si  TV.  Now,  in  a  riff  on  the  fa- 
mous line  from  the  movie  Jerry  Maguire, 
a  tag  line  on  the  network's  own  ads 
reads:  "You  lost  me  at  Hola\" 

Corporate  mar'  eters  are  slowly  waking 
up  to  the  new  Hispanic  demographics. 
Sure,  sticking  exclusively  with  English 
programming  could  mean  viewers— and 
advertisers— defect  to  big  networks  like 
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ABC  and  CBS.  But  Si  TV  is  winning  con 
verts.  Next  year,  Kagan  Research  expect 
the  channel's  total  ad  dollars  to  surpas 
those  of  rival  Mun2,  the  bilingual  cabl 
channel  owned  by  Telemundo.  Revenue 
remain  small,  but  Si  TV's  lineup  of  68  ad 
vertisers,  up  from  26  in  2004,  include 
big-name  brands  such  as  Burger  Kinj 
Toyota  Motor,  and  Wal-Mart  Stores.  Th 
reason?  Companies  realize  they  can  m 
longer  afford  to  plow  all  their  ad  spend, 
ing  into  Spanish-language  pitches  tail 
geting  recent  arrivals.  Last  year  com 
sumer  goods  giant  Procter  &  Gamble  Co  ^ 
shifted  some  ads  from  nonassimilate 
Spanish-speaking  Latinos  to  a  niche  : 
calls  "living  in  the  hyphen"—  bilingua. 
bicultural  Latinos  who  grew  up  in  thl 
U.S.  but  were  reared  in  Hispanic  housev 
holds.  P&G  ran  ads  for  Cover  Girl  anr 
Pantene  shampoo  on  Si  TV  last  year  t 
tap  that  market. 

The  rumblings  of  change  irk  executive' 
at  Univision.  Put  up  for  sale  in  Februaii 
by  CEO  Jerrold  Perenchio,  the  network-, 
which  frequently  beats  the  big  four  neei 
works  in  prime  time— could  fetch  as  ricii 


COVETING  THE  NEW  GENERATION 


While  relatively  small,  ad  revenue  at  Si  TV  is 
growing  fast  as  marketers  see  the  potential 

PERCENT  
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SI  TV  MUN2 

Data:  Kagan  Research  LLC 


UNIVISION 


a  price  as  $13  billion.  Mexican  broadcast 
er  Televisa  is  teaming  with  private  equii 
to  pursue  a  bid.  Univision's  success  w« 
built  on  catering  to  Spanish-speakm 
newcomers  who  clamor  for  a  taste 
home.  But  many  young  Latinos  find  i 
all-Spanish  programs  passe.  "They 
losing  an  entire  generation,"  warns  Jc 
Mandel,  co-chairman  of  media  buy 
MedicaCom.  Still,  Univision  is  adama 
that  it  won't  add  English  to  the  lineu 
"It's  not  what  we  do;  it's  not  what  m 
know,"  says  Thomas  F.  McGarrity,  o 
president  of  network  sales  at  Univision 
That  reluctance  to  change  gives  Si  TV 
big  opening.  On  its  show  The  Rub,  youi 
Latinos  banter  in  English  about  the  Uj 
and  downs  of  relationships— and  often  a 
dress  a  Latino  taboo:  confessing  to  Mai 
and  Papi  about  premarital  sex.  Try  findii 
a  program  like  that  on  Univision.  ■ 
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Media  Expansions 


\  Whole  New 
flew  at  Hearst 

s  just-finished  headquarters  is  thoroughly 
Lodern,  and  so  is  its  media  strategy 


TOM  LOWRY 


HEN  WILLIAM 
Randolph  Hearst 
began  thinking  in 
the  early  1900s 
about  building  a 
headquarters  in 
Manhattan  for  his 
/spapers  and  magazines,  he  envi- 
led  a  tower  rising  into  the  sky  near 
umbus  Circle  that  would  stand  as  a 
nument  to  his  empire.  But  by  the  time 


IV 


a  six-story  base,  with  its  art  deco  facade 
of  cast  limestone,  was  completed  in 
1928,  plans  for  the  tower  were  scrapped. 
Now,  nearly  eight  decades  later,  the  fusty 
low-rise  building  that  has  mirrored 
Hearst  Corp.'s  somewhat  stodgy  image 
has  given  way  to  a  spectacular  glass-tow- 
er headquarters. 

Built  atop  the  original  structure  in  a 
design  by  architect  Sir  Norman  Foster, 
the  new  46-story  Hearst  building  is 
about  as  modern  as  it  gets,  from  its  sig- 
nature triangular-paned 
exterior  to  a  thoroughly 
green  approach. 

No  question,  the  $700 
million-plus  headquarters 
will  help  pump  new  energy 
into  the  private,  closely  held 
Hearst,  putting  under  one 
roof  for  the  first  time  nearly 
1,800  employees.  The  build- 
ing's morphing  of  art  deco 
with  the  contemporary  will 
also  underscore  Hearst's  ef- 
forts to  adapt  its  Old  Media 
holdings  for  the  Digital  Age. 
"It's  just  great  to  complete 
the  chiefs  vision  of  the  fu- 
ture," says  Hearst  CEO  Vic- 
tor F.  Ganzi  in  a  rare  inter- 
view. "We  like  to  think  we 
built  a  21st  century  office  for 
a  21st  century  company." 

In  these  days  when  media 
executives  are  feeling  more 
and  more  heat  from  in- 
vestors over  stagnant  share 
prices,  Ganzi,  a  lawyer, 
might  just  be  the  most  en- 
vied mogul  around.  Hearst 
has  no  shareholders,  so  it 
faces  none  of  the  Wall  Street 
pressures  to  deliver  quarter 
after  quarter.  And  Ganzi  has 
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A  21st 
Century 

Portfolio 


Hearst  CEO  Vic 
Ganzi  is  taking 
minority  stakes  in  a 
diverse  collection  of 
businesses  beyond 
newspapers  and 
magazines.  A  few  of 
Hearst's  picks: 


a  stable  team  of  executives  to  help  him  ex- 
pand aggressively  just  as  other  media 
outfits  are  retrenching,  making  fewer  ac- 
quisitions in  favor  of  investor-friendly 
stock  buybacks.  "It  must  be  refreshing  to 
have  the  long-term  view  that  allows  you 
to  take  more  short-term  risks,"  says  me- 
dia consultant  Tom 
Wolzien.  Adds  Cathleen 
Black,  president  of 
Hearst  Magazines  and 
clearly  in  line  to  be 
Ganzi's  No.  2  if  he  de- 
cides to  fill  the  job  he 
once  held:  "Vic  is  put- 
ting his  own  stamp  on 
[Hearst]  and  is  always 
willing  to  look  at  an  ac- 
quisition. He  has  also 
made  us  a  little  bit 
more  open." 

The  119-year-old 
Hearst,  controlled  by  a 
family  trust,  is  certain- 
ly pushing  beyond  its 
traditional  newspaper, 
magazine,  and  TV  op- 
erations. In  March  the 
company  agreed  to  pay 
nearly  $600  million  for 
a  20%  stake  in  credit- 
ratings  company  Fitch 
Group.  Hearst  already 
sells  business  informa- 
tion through  such  serv- 
ices as  Zynx  Health 
Inc.,  which  provide  sci- 
entific research  and 
best  practice  guidelines 
to  hospitals.  So  Fitch, 
with  its  ratings  and  re- 
search arms,  fits  in,  and 
its  fee-based  model 
helps  diversify  rev- 
enues. (Fitch  competes 
with  Standard  &  Poor's, 
a  unit  of  BusinessWeek s 
parent,  The  McGraw- 
Hill  Companies.) 

Not  that  ad  revenue  is  hurting  at 
Hearst,  despite  a  tough  climate  for  media 
overall.  The  company  is  projecting  rev- 
enues will  be  more  than  $7  billion  this  year, 
compared  with  $5.2  billion  in  2002  when 
Ganzi  took  over.  Net  income  was  about 
$800  million  last  year,  vs.  $500  million  in 
2001,  the  company  says.  "My  biggest  sur- 
prise as  CEO,"  says  Ganzi,  only  Hearst's 
sixth  chief  executive,  "is  that  it  is  a  lot 
harder  than  I  expected  [to  make  profits]." 

For  the  most  part,  Hearst  has  been 
shrewd  about  investments,  taking  stakes 
in  ESPN  and  Lifetime  Networks,  for  ex- 
ample. Just  as  Hearst  made  those  moves 


BRIGHTCOVE  Helps  content 
owners  put  programming  on 
broadband.  AOL  and  Barry  Diller's 
IAC  are  also  investors. 

CURRENT  COMMUNICATIONS 

Delivers  broadband  over  power 
lines  as  an  alternative  to  cable 
and  DSL 

E  INK  CORP.  Replicates  ink  on  a 
paper  page  for  e-books.  The 
upcoming  launch  of  Sony's 
e-reader,  using  E  Ink  technology, 
could  be  huge. 

FITCH  GROUP  The  cash  flow  from 
this  credit-ratings  agency  is  a  good 
hedge  against  advertising- 
dependent  businesses. 

SUNG  MEDIA  Technology  lets  you 
see  what  is  on  your  TV  at  home  on 
any  PC,  even  those  abroad. 

Data:  BusinessWeek,  Hearst  Corp 


during  cable's  infancy,  now  it  hopes 
make  similar  forays  in  broadband.  Its  ] 
teractive  Media  unit  is  scouring  for  t 
next  big  payoff  (table).  Using  minor 
stakes,  "we  want  to  be  active  investors, 
on  the  boards,  and  learn,"  says  Kennt 
Bronfin,  head  of  interactive  media  anc 
former  NBC  executi 
with  several  patents 
TV  technology. 

One  big  bonanza: 
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Hearst  is  even  fini 
ing  some  new  life 
print.  It  has  launchf 
57  international  et 
tions  of  its  magaziEi 
since  1999,  bringii 
the  total  to  176.  ■ 
mopolitan,  for  exampi 
has  56  editions— aa 
enough  revenue  to  w 
it  the  prestige  of  beii 
housed  on  the  highn 
floors  of  the  Foster  to 
er.  The  appetite  for  U 
titles  and  culture  is  < 
traordinary  in  cow 
tries  where  magazini 
were  never  prevail 
before,  says  Hearst  ( 
ecutive  George  Gret 
International  sail 
helped  generate  a  21%  gain  in  earnini 
for  the  magazines  in  2005,  he  says. 

Looking  ahead,  Ganzi  is  fully  awe 
that  any  Hearst  CEO  is  expected  to  enst 
that  the  company  is  at  its  maximum  val 
when  the  Hearst  family  trust  expires  ai 
family  members  take  ownership  direct 
That  is  due  to  happen  sometime  aroui 
midcentury,  with  the  death  of  the  \i 
family  member  born  before  WRH  die 
That's  a  long  way  off.  But  Ganzi  says 
feels  a  sense  of  urgency  every  day.  He  m 
have  a  fancy  new  building,  but  he  insii 
the  game  plan  is  unchanged.  Except  nc 
there's  a  much  better  view.  ■ 
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for  Principal  Bank,  nor  guaranteed  by  Principal  Bank;  and  are  subject  to  investment  risks,  including  possible  loss  of  the  principal  invested,  #7868102007 
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Abuy-and-hold  legend 
sees  tough  times  ahead 


BY  AARON  BERNST 

w 


BY  AARON  BERNSTEIN 

HARTON  SCHOOL 
professor  Jeremy 
J.  Siegel  became  a 
superstar  back  in 
1994  when  his 
book,  Stocks  for 
the  Long  Run, 
showed  how  stocks  beat  out  every  other 
investment  since  the  1800s.  Coming  just 
as  the  1990s  stock  boom  was  revving  up, 
the  analysis  turned  the  finance  professor 
into  a  guru  of  the  buy-and-hold  ap- 
proach to  investing.  But  even  as  he  hit 
the  lecture  circuit  back  then,  Siegel  re- 
calls, he  began  to  be  troubled  by  the  out- 
look for  the  future  over  the  very  long 
run.  People  would  come  up  to 
him  after  a  talk  and  ask: 
"What  happens  when  the 
baby  boomers  begin  selling 
their  stocks  and  other  assets 
to  fund  their  retirement?" 

The  question  has  been 
gnawing  at  Siegel  ever  since. 
Now  he's  tackling  it  head-on 
in  a  new  book  he  expects  to 
publish  early  next  year.  His 
conclusion:  Boomers,  and 
retirees  across  the  industrial- 
ized world,  are  in  for  a  rough 
ride  over  the  next  half-centu- 


ry unlike  anything  other  generations 
have  encountered  over  the  past  200 
years.  The  value  of  their  accumulated  as- 
sets—not just  their  stocks  but  also  their 
bonds,  their  homes,  and  even  the  gov- 
ernment bonds  that  back  up  their  Social 
Security  and  Medicare— could  plunge  by 
up  to  50%  over  the  boomer  generation's 
remaining  life  span.  Why?  Not  enough 
buyers  among  smaller  succeeding  gen- 
erations. "That's  the  horrible  scenario, 
not  where  we  are  now  but  where  we 
could  be  if  we  don't  let  foreigners  buy 
our  assets,"  says  Siegel. 

That,  indeed,  is  his  answer,  and  the  title 
of  his  upcoming  book,  The  Global  Solu- 
tion. Let  retiring  boomers  in  the  U.S.,  Eu- 


As  Western  countries 
grow  more  slowly... 


...their  retirees  may  need  to 
sell  assets  to  China  and  India 
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JEREMY  SIEGEL 

predicts  plunging 
asset  values  as 
baby  boomers  retire 


rope,  and  Japan  se  join 
their  assets  to  the  Chiml) 
nese  and  Indians,  whos  m 
younger  population 
and  soaring  economic 
will  make  them  net  bu) 
ers  for  decades.  C 
course,  doing  so  wouli.'jjni 
require  a  shift  in  mine  fcnl 
set  for  Americans,  man 
of  whom  already  diiW 
trust  globalization.  Fo  vei 
the  solution  to  worl  m 
foreigners,  as  individtli  m 
als  and  as  companies  las 
might  have  to  buy  a  ma  k 
jority  of  Western  count  ti 
tries'  entire  corporal  it 
sectors,  Siegel  says.  i  m 
Equally  wrenching  stii 
the  same  demographic 
trends  could  leave  aginr  s 
industrialized  countries  Mi; 
without  enough  worker^ i 
to  produce  all  the  goooi  ig 
and  services  they  wi*i  pii 
need.  To  Siegel,  thl  At  t 
global  solution  entails  massive  blue-  anc  din 
white-collar  offshoring,  dwarfing  wrm  fof 
the  U.S.  has  seen  in  recent  years.  |  p 

If  s  an  extreme  scenario,  but  Siege  m 
thinks  the  alternatives  are  even  more  um  son 
palatable.  If  boomers  don't  sell  to  fou  |< 
eigners,  their  living  standards  will  fall,  h  k  si 
says.  Alternatively,  the  U.S.  could  raisi  Sieg 
taxes  on  workers :  Boomers  would  have  1 1  icha* 
tax  their  children  more  to  pay  for  Sociti  ma 
Security  and  Medicare.  Or  boomers  couU  at 
work  a  lot  longer.  Retirement  might  t  \  ^ 
delayed  a  decade  or  so,  to  past  70,  insteai  I B 
of  today's  average  of  60.  i  oidii 

Is  all  the  gloom  warranted?  Critics  lilii  k,j 
Robin  Brooks,  an  economist  at  the  Inteic  |0f 
national  Monetary  Fund  (his  views  dom  uriaJ 
represent  an  official  IMF  pos*  ife, 
"  tion),  say  Siegel's  model  treatt  jjf. 
boomers  as  if  they  all  will  se  fe 
their  assets  to  live  on  in  retire  H; 
ment.  One  problem  with  th  || 
analysis,  says  Brooks,  is  thii  p|jc. 
nearly  90%  of  stocks  are  hel  ^ 
by  the  wealthiest  10%  (nfe 
Americans.  Many  can  live  o  i  j  t( 
interest  income  and  hoi  fe 
assets  for  their  heirs.  So  th  I  u  f. 
great  sell-offmay  not  happei 
Brooks  suggests,  at  least  n(  1^ 
to  the  extent  Siegel  fears.  5  j,3 
Still,  even  the  critics  wh  I  (^ 
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n't  buy  Siegel's  global  solution  think 
basic  concern  is  valid.  A  professori- 
ype  with  a  quick  tongue  and  a  ready 
:,  he  likes  to  illustrate  the  boomer 
emma  with  the  apocryphal  chestnut 
3Ut  the  broker  who  recommends  a 
nly  traded  speculative  stock.  A  client 
ys  in,  the  price  climbs,  so  he  snaps  up 
>re  and  keeps  going  as  the  stock 
us.  Finally  he  calls  the  broker  and 
?s  he's  ready  to  sell  and  collect  his 
ofits.  Comes  the  reply:  "Sell?  Sell  to 
torn?  You're  the  only  one  who  has 
pn  buying  the  stock." 

RTUNATE TREND 

l/EN  ALL  THE  ASSETS  boomers  ac- 
lired  during  the  1990s  bull  market, 
ineone  has  to  buy  if  many  do  want  to 
il  as  they  retire.  Siegel  sees  the  boom 
ies  in  China  and  India  as  a  fortunate 
nd  that  could  save  the  day.  Over  the 
irt  five  decades,  he  projects,  their 
.momies'  share  of  world  gross  do- 
tstic  product  will  nearly  double, 
tile  the  share  of  the  industrialized 
list  will  shrink  by  half  (table).  This 
1  happen  not  because  growth  in  the 
st  declines  but  because  it  will  chug 
ng  slowly,  in  line  with  little  or  no 

ulation  growth. 

I  the  same  time,  incomes  in  China 

India  will  take  off,  rising  to  nearly 
f  of  U.S.  levels  by  2050.  The  value  of 
porations  in  these  regions  will  do 
fewise,  Siegel  predicts.  Foreign  in- 
(tors,  individual  and  corporate,  will 

flush  with  cash  and  ready  to  buy 
dlable  assets. 

siegel  debated  this  scenario  with 
chael  Milken  at  a  Los  Angeles  con- 
ence  in  April  put  on  by  the  Milken 
titute.  The  former  junk-bond  king 
ued  that  boomers  are  living  longer 
ii  will  also  enjoy  working  longer, 
)iding  a  massive  liquidation.  What' s 
Ire,  Siegel  underestimated  the  poten- 
l  of  U.S.  technology  and  entrepre- 
irialism.  "With  all  this  wealth,  the 
kblem  is  not  who's  going  to  buy  as- 
s,  it's  are  there  any  assets  to  buy  with 

the  liquidity  [there  will  be]  in  the 
tld,"  Milken  said. 

iVhile  neither  spelled  out  the  policy 
plications  of  his  views,  Milken  clear- 
seemed  concerned  about  creating 

best  environment  for  the  U.S.  econ- 
y  to  flourish.  Siegel,  by  contrast, 
hks  the  U.S.  needs  to  integrate  into 
ker  fast-growing  regions.  He'd  love 
be  an  optimist,  he  says,  but  from 
lere  he  sits,  the  future  of  U.S.  portfo- 
may  be  no  match  for  their  stellar 
fformance  in  the  past.  II 


A  Narrow  Window 
On  the  World 

Global  trends  affect  U.S.  inflation,  but 
the  Fed  isn't  paying  enough  attention 


BY  CATHERINE  YANG 

WHEN  FEDERAL 
Reserve  Bank  of 
Dallas  President 
Richard  W.  Fisher 
called  for  a  limou- 
sine to  London's 
Heathrow  Air- 
port, a  woman  with  a  British  accent  an- 
swered. As  soon  as  Fisher  opened  his 
mouth,  she  switched  to  a  Texas  drawl. 
"Who  are  you?"  asked  Fisher.  The  an- 
swer? A  call  center  operator  in  Bangalore 
who  could  match  a  Texas  accent 
from  having  watched  episodes 
of  Walker,  Texas  Ranger. 

By  now,  every  central  banker, 
like  every  business  executive, 
has  a  tale  about  the  new  work- 
ings of  the  global  economy. 
Former  Fed  Chairman  Alan 
Greenspan  regularly  highlight- 
ed globalization  in  his  speeches. 

Yet  the  Fed  has  lagged 
in  one  critical  respect. 
Surprisingly,  its  all-im- 
portant forecasts  of  fu- 
ture     U.S.      inflation— 
which    help    determine 
monetary  policy— are  still  based  mainly 
on  domestic  factors,  such  as  U.S.  unem- 
ployment. Imports  enter  into  the  infla- 
tion equation,  but  with  less  weight.  And 
there  is  no  direct  role  for,  say,  rapid  ca- 
pacity growth  in  China  and  India. 

Economists,  both  within  and  outside 
the  Fed,  have  raised  questions  about  this. 
In  a  May  22  speech,  Fisher  noted  that 
"models  that  do  not  adequately  incorpo- 
rate globalization  are  likely  to  result  in 
policy  responses  that  might  be  too 
strong  or  too  weak,  too  soon  or  too  late." 
And  in  a  speech  last  fall,  Fed  Governor 
Donald  L.  Kohn,  who  was  recently  nom- 
inated as  the  Fed's  Vice-Chairman,  said: 
"To  act  as  if  the  outside  world  does  not 
matter  flies  in  the  face  of  the  major 


changes  we  have  witnessed  in  recent 
decades." 

Provocative  new  studies  from  the 
Bank  for  International  Settlements  and 
the  International  Monetary  Fund  suggest 
that  the  Fed's  model  could  significantly 
underestimate  the  global  economy's  im- 
pact on  U.S.  inflation.  In  a  March  paper, 
two  BIS  economists  found  that  global 
measures  of  tightness  play  a  bigger  role 
than  domestic  factors  in  determining  in- 
flation in  the  U.S.  and  14  other  industrial 
nations.  And  the  IMF  recently  concluded 
that  inflation  in  the  U.S.  and  sev- 
en other  advanced  countries  is 
less  sensitive  to  domestic  eco- 
nomic growth  than  in  the  past, 
due  in  part  to  global  forces. 

Nailing  down  the  link  be- 
tween the  global  economy  and 
U.S.  inflation  won't  be  easy. 
Finding  the  right  indicators  of 
inflationary  pressure  in  the  U.S. 
is  hard  enough.  The  job  is 
much    more    difficult 
when  economists  have 
to  make  calculations 
for  China  and  other 
countries  not  known 
for  solid  statistics. 

Globalization  may 
end  up  as  the  defining 
issue  for  Fed  Chair- 
man Ben  S.  Bernanke,  as  productivity 
was  for  Greenspan,  who  made  his  repu- 
tation by  recognizing  the  link  between 
faster  productivity  growth  and  lower  in- 
flation. Today,  many  economists  say  that 
globalization  is  the  X  factor  explaining 
why  inflation  has  stayed  low  so  long. 

Of  course,  what  goes  down  might  go 
up,  too.  One  danger  is  that  U.S.  inflation, 
which  is  finally  picking  up,  might  rise 
even  higher  if  nascent  expansions  in 
Japan  and  Europe  take  hold.  But  no  mat- 
ter how  things  play  out,  the  era  of  a  pure- 
ly domestic  monetary  policy  is  over.  ■ 
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Finance  Odd  Couples 


BY  JANE  SASSEEN 

FAIRFAX  FINANCIAL  HOLD- 
ings  Ltd.  says  it  sees  shares  of 
struggling      Overstock.com 
Inc.  as  a  bargain.  But  it's 
pretty  clear  that  there's  more 
to  Fairfax'  interest  in  the  on- 
line retailer  than  that. 
Since  February,  Fairfax,  a  Toronto  in- 
surer, has  emerged  as  Overstock's  biggest 
outside  backer.  With  the  addition  of 
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nearly  a  million  shares  in  early  May,  Fair- 
fax now  owns  11.5%  of  Overstock,  worth 
$50  million.  The  latest  buy  gave  Over- 
stock a  cash  infusion  it  badly  needed  and 
fueled  speculation  about  an  alliance  be- 
tween its  CEO,  Patrick  M.  Byrne,  a  vocif- 
erous critic  of  short-sellers,  and  Fairfax 
CEO  V.  Prem  Watsa,  who  has  faced  his 
own  long  batde  against  the  shorts. 

Watsa,  who  during  happier  times  in 
the  early  1990s  heard  himself  called  "the 
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WATSA  He  says  Warren 

Fairfax  has  plenty  of  the    North,'  fai 

of  financing  options      believes        tha  toe 
andjoyalbackers  Overstock's  beat  # 

en-down  share  p 
now  simply  represent  good  value.  Bturoi 
with  roughly  3  million,  or  18%,  of  Fairfax  tsi 
own  shares  sold  short,  Watsa  sympathize  jd 
with  Byrne's  pronouncements  that  short  -fcd  i 
sellers  and  certain  research  analysts  haw  es 
unfairly  targeted  Overstock.  "We  look  a  s. 
their  experience  and  see  similarities,'  {le 
says  Watsa.  "We  don't  know  why  this  i  m 
happening  to  us."  i'ai 

RED  INK 

SHORT-SELLERS,  who  bet  on  share 
slumping,  have  a  simple  answer.  They  se<  j  at 
in  Fairfax  a  highly  leveraged  company 
that  has  racked  up  nothing  but  red  inkii 
its  core  insurance-underwriting  business 
while  using  what  they  call  a  host  of  aougi 
counting  gimmicks  to  make  its  financiaMtei 
appear  stronger  than  they  are.  Twice  1  jthl 
recent  years,  Fairfax  has  also  sold  sh 
below  book  value  to  shore  up  its  cash,j,j 
move   that   normally   signals   extre 
weakness.  In  the  face  of  government 
vestigations.  shareholder  lawsuits, 
losses  that  soared  to  $498  million  la& 
year,  Fairfax  can't  continue  the  jugglin 
forever,  these  skeptics  say.  "Ultimately, vita 
simply  don't  believe  they  have  the  capitet|t.fi 
to  pay  their  claims,"  says  one  short-sell 
whose  interest,  to  be  sure,  is  served  b 
such  comments.  "If  they  can't  keep  rai&L 
ing  money,  if  s  the  end  of  their  story."     Li 

Watsa,  55,  vehemently  disagrees.  Hlfcj 
says  Fairfax  has  adequate  funding,  aiw|ma 
its  dealings  are  fully  disclosed.  The  coiri|i.  ] 
pany,  he  adds,  has  plenty  of  financing  i 
options  and  a  band  of  loyal  long-ten 
backers  who  control  the  majority  of  il  L 
shares.  These  include  well-known  valulleij 
investors  Mason  Hawkins  of  Southeas 
ern  Asset  Management  Inc.  and  Petei 
Cundill  &  Associates.  Wade  S.  Burton, 
portfolio  manager  at  Cundill,  sees  tfrsi 
Fairfax  saga  coming  to  a  head,  but  with 
cheerful   outcome.  With  first  quartt 
earnings  up  fivefold,  to  $172  million,  1 
says,  "This  is  going  to  be  a  very  goo* 
year  for  them." 

A  native  of  Hyderabad,  India's  fiftl  fs 
largest  city,  Watsa  formed  Fairfax  in  19£ 
and  modeled  himself  after  Buffett.  F 
bought  a  series  of  insurers  and  chume 
out  big  investment  gains  on  the  premiun 
they  generated.  By  1999,  the  value  of  Fai 
fax'  Canadian  shares  in  U.S.  dollars  soare 
from  just  over  $2  to  more  than  $400. 

But  in  the  rush  to  acquire,  Watsa  gol 
bled  up  several  weak  U.S.  property  ar 
casualty  insurers  in  the  late  '90s  that  we  L 
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lard  when  the  industry  faced  a  price 
and  rising  claims  in  areas  such  as  as- 
:os  and  workers'  compensation.  The 
in  of  paying  off  debt  from  buying 
>e  companies  and  the  continuing  loss- 
om  their  claims  have  hobbled  Fairfax 
•  since.  After  it  listed  on  the  New  York 
:k  Exchange  in  late  2002,  the  shorts 
d  in.  Hefty  payouts  for  horrific  hurri- 
es in  the  past  two  years  added  to  its 
s.  Fairfax  shares  now 
e  for  around  $112  on 
NYSE. 

/atsa  acknowledges 
Fairfax  has  taken 
;er  to  resolve  these 
slems  than  expected, 
after  years  of  restruc- 
ng,  he  says  Fairfax  now 
3ts  far  better  underwrit- 
profitability  at  key  oper- 
g  units  such  as  Crum  & 
iter  Holdings  Corp.  and 
thbridge  Financial 
p.,  respectively  its  main  U.S.  and 
adian  insurance  subsidiaries,  and 
ssey  Re  Holdings  Corp.,  a  reinsurance 
I  "That's  why  we  think  the  next  five 
•s  will  be  significantly  better  than  the 
"  he  says. 

ut  its  critics  argue  that  Fairfax'  num- 
:  raise  as  many  questions  as  they  an- 
r.  For  one,  they  believe  that  Watsa,  by 

ing  on  Fairfax'  current  operating 
overstates  the  extent  of  the  compa- 
lrnaround.  John  Gwynn,  an  analyst 
small  investment  banking  and  bro- 
;  firm  Morgan  Keegan  &  Co.,  argues 
lany  of  the  underlying  problems  re- 
TheyVe  simply  been  shifted  else- 
i  in  Fairfax'  complex  structure,  says 
n,  a  longtime  critic  of  the  company 
:  employer  doesn't  have  a  financial 
in  Fairfax, 
(any  of  the  insurer's  worst-perform- 
businesses  have  been  shut  down  and 
tad  into  companies  known  as 
jiofF'  units.  That's  insurance-speak 
Companies  that  no  longer  write  new 
:ies.  Problem  is, 
bff  companies  still 
^  to  pay  claims 
ji  old  policies, 
fs  a  key  reason 
Fairfax'  biggest 
ley-losing  division 
|ecent  years,  and 
source  of  a  huge 
drain,  has  been 
ne  containing  its 
)ff  units. 

atsa  argues  that 
e  losses  are  now 
er     control.     He 


Late-'90s 

acquisitions 

burdened 

Fairfax 

with  costly 

claims 


A  BUMPY  RIDE 

DOLLARS 

400  r 

7    Li  1J  L 
FAIRFAX  ' 
■   ;Si^OCKPiRICE,, 

A 

1 

J 

300 
200  - 

100 

\J\ 

Si 

L_ 

~M 

DEC.  31, '85                            MAY  22.  06 

•PRICES  PRIOR  TC  2002  CONVERTED 
FROM  CANADIAN  DOLLARS 
Data:  Fairfax  Financial  Holdings,  Bloomberg  Financial  Markets 

says  runoff  operations  will  come  close  to 
breakeven  this  year,  barring  unusual 
items. 

Questions  have  also  been  raised  about 
whether  Fairfax  has  buffed  up  its  financial 
results  through  extensive  use  of  "finite 
risk"  reinsurance,  the  controversial  prod- 
uct at  the  heart  of  current  industry  inves- 
tigations by  the  Securities  &  Exchange 
Commission  and  the  Justice  Dept.  Inves- 
tigators are  probing  transac- 
tions in  which  Fairfax  and  a 
number  of  other  insurers 
have  transferred  claims  to 
reinsurance  units  in  ex- 
change for  cash  premiums. 
If  the  reinsurance  units  truly 
could  end  up  paying  on 
claims,  these  finite-risk 
deals  may  be  legitimate.  If 
there  isn't  genuine  risk  of 
having  to  pay,  the  deals  can 
be  seen  as  more  like  loans— 
and  may  have  been  used  to 
make  the  insurers'  earnings  and  capital 
appear  stronger  than  they  are. 

After  providing  the  SEC  with  a  review 
of  its  finite  contracts  last  fall,  Fairfax  re- 
vealed in  March  that  the  company,  exter- 
nal auditors  PricewaterhouseCoopers, 
and  Watsa  himself  recendy  received  addi- 
tional subpoenas.  Separately,  investigators 
also  appear  to  be  looking  into  transactions 
involving  Fairfax  shares,  but  the  details  of 
that  line  of  inquiry  aren't  clear.  Fairfax  has 
denied  any  wrongdoing.  Pricewater- 
houseCoopers declined  to  comment. 

Following  its  review,  Fairfax1  Odyssey 
unit  restated  recent  earnings  to  correct 
for  accounting  errors  in  reinsurance  con- 
tracts; another  subsidiary  made  changes 
that  were  immaterial  to  Fairfax.  Watsa 
says  the  restatements  are  complete  and 
its  remaining  deals  are  properly  account- 
ed for.  Despite  the  controversy  over  finite 
reinsurance,  he  argues  that  the  technique 
protects  his  company's  balance  sheet 
against  the  higher-than-expected  losses 
still  coming  in  from  the  acquisitions. 

The  year  ahead  is 
critical.  Watsa  knows 
he  must  deliver  on  his 
long-delayed  turn- 
around if  he  wants  to 
bring  the  battle  with 
the  shorts  to  a  close. 
Unlike  Overstock's 
Byrne,  who  has  sued 
his  critics,  Watsa  says 
he  has  no  interest  in 
going  to  court.  "Ulti- 
mately, results  will 
out,"  he  says.  The 
short-sellers  agree.  ■ 
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Finance  BookkeeDin: 


GM:  Money  to  Burn 
-And  It's  Burning 


Improved  earnings  or  not,  it  continues  to 
hemorrhage  cash  at  a  fast  clip 


BY  DAVID  WELCH 

FINALLY,  SOME  GOOD  NEWS 
for  General  Motors  Corp.'s 
tortured  shareholders.  On 
May  8,  GM  revised  its  first- 
quarter  earnings  to  report  a 
tidy  profit  of  $445  million. 
That  was  a  nearly  $800  mil- 
lion reversal  from  the  loss  the  carmaker 
announced  three  weeks  earlier  for  the 
same  quarter.  From  Apr.  20,  when  GM  re- 
ported a  $323  million  loss,  to  the  days  fol- 
lowing its  release  on  the  newfound  profit, 
the  stock  shot  up  25%,  to  over  26  a  share, 
and  is  holding  firm. 

But  this  is  a  case  where  the  bottom  line 
isn't  the  last  word.  While  some  analysts 
suggest  buying  the  stock,  credit  rating 
agencies  have  not  budged  on  giving  GM 
poor  marks.  Why?  GM  can't  seem  to  stop 
chipping  away  at  its  $35  billion  cash  pile. 
The  company  went  through  $6  billion  in 
operating  cash  last  year  and  a  further  $1.2 
billion  in  the  first  quarter.  The  costs  of 
long-term  health-care  and  restructuring 
mean  the  company  could  keep  burning 
cash  for  more  than  two  years.  "The  ac- 
counting results  don't  mean  much,"  says 
Mark  A.  Oline,  an  analyst  at  Fitch  Ratings 


Ltd.,  which  has  put  GM  on  a  negative  cred- 
it watch.  "We're  focused  on  the  cash." 

So  is  GM's  management,  and  with 
good  reason.  Consider  this:  Last  year,  GM 
said  it  would  lay  off  30,000  workers  and 
close  nine  plants  by  2008.  As  GM  steadily 
lays  them  off,  the  company  must  keep  pay- 
ing most  of  their  wages  as  part  of  its  labor 
contract.  Through  next  year,  GM  estimates 
it  could  end  up  paying  $1.7  billion  to  work- 
ers who  aren't  working.  That's  why  it 
wants  them  to  accept  buyout  deals  this 
summer.  But  that,  too,  eats  up  cash. 
"We're  still  hemorrhaging,"  says  GM  Vice- 
Chairman  and  Chief  Financial  Officer 
Frederick  A.  "Fritz" 
Henderson.  "Job  One 
for  2006  is  to  reduce 
our  cash  burn." 

Then  there  are 
health-care  costs.  Last 
fall,  GM  Chairman 
and  Chief  Executive 
G.  Richard  Wagoner 
Jr.  negotiated  a  deal 
with  the  United  Auto 
Workers  that  requires 
GM's  360,000  union 
retirees  to  kick  in  in- 


OVERBLOWN? 


DOLLARS 


APR.  3,  '06 

Data:  Bloomberg  Financial 


creased  sums  for  health  insurance.  GW 
$5  billion  annual  outlays  for  health  ca 
will  drop  by  $1  billion  a  year.  But  throuj 
next  year,  that  savings  goes  to  a  UA 
health- care  fund. 

Keep  an  eye  on  GM's  cash-flow  stat 
ment,  too.  In  the  first  quarter  the  comp 
ny  said  its  operations  generated  $8( 
million  in  cash.  But  if  it  hadn't  raised  { 
billion  from  selling  most  of  its  stake 
Japan's  Suzuki  Motor  Corp.,  GM  wou 
have  blown  $1.2  billion  in  the  quart 
The  company  also  tapped  $2  billion  fro 
a  special  $15  billion  fund  earmarked  f 
health-care  costs.  There's  nothing  wroi 
with  including  the  trust  in  the  company 
$35  billion  war  chest.  But  it  can  make  o 
erating  cash  flow  look  better  even  as  ti 
company  drains  assets.  Prudential  Sec 
rities  Inc.  analyst  Michael  Bruyneste? 
estimates  GM  will  burn  $2.8  billion 
cash  while  inking  a  profit  of  $240  millk 
this  year,  and  will  run  through  $3-4  b  I 
lion  more  cash  in  2007  while  turning 
projected  profit  of  $1.8  billion. 

NEW  LABOR  PACT 

THAT'S  WHY  TALKS  between  GM  and  ti  \ 
UAW  have  everyone's  attention.  Wagon  ! 
will  probably  spend  several  billion  more  i 
help  bail  out  bankrupt  parts  maker  Delpl 
Corp.  and  avoid  a  strike  that  would  sh- 
down  GM.  Next  year,  it  will  negotiate  i 
new  labor  pact  with  the  UAW,  asking  f: 
deeper  concessions  on  health  care  andi 
watering  down,  if  not  a  nullification,  of  I 
UAW's  paid  layoff  benefit.  But  that,  too," 
problematic.  When  Wagoner  bargained  t 
a  deal  on  health-care  cuts  last  fall,  . 
agreed  not  to  touch  union  retiree  benefi 
until  2011.  So  GM  can  only  ask  acti 
workers  for  more  cuts.  Says  Wagoner:  "V 
aren't  done  on  health  care." 

With  all  of  the  company's  cash  pro 
lems,  why  would  anyone  be  bullis 
Wagoner's  restructuring  should  trim : 
billion  in  costs  and  improve  cash  flow  I 
$4  billion,  says  KeyBanc  Capital  Marfoi 
analyst  Brett  D.  Hoselton.  The  auto  ma 
er  also  has  a  wave  of  new  models  due  tl 
year  and  next,  and 
will  get  $14  billion 
the  end  of  2008  frc 
the   sale   of  half 
General   Motors  4|h 
ceptance  Corp.  St 
GM's    market    sfe 
continues  to  fall,  a 
it's    not    clear    tl 
it  can  sustain  re\ 
nue  growth.  Wagon 
ever    cautious,    co   ' 
cedes  that  "we  hav<  ';5 
long  road  ahead."  I 
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Finance  Pension  Funds 


CalPERS' 
New  Crusade 

Commodities  are  where  the  hefty  returns 
are,  says  investment  chief  Russell  Read 


BY  CHRISTOPHER  PALMERI 

THE  VOLATILE  MARKETS 
of  the  past  few  weeks  have 
shaken  many  investors' 
faith  in  commodities.  Not 
Russell  Read.  The  former 
Deutsche  Bank  Asset  Man- 
agement investment  picker, 
who  begins  his  new  job  as  chief  invest- 
ment officer  at  the  $207  billion  California 
Public  Employees'  Retirement  System 
(CalPERS)  on  June  1,  finds  comfort  on  the 
tree  farm  he  started  five  years  ago  near  his 
summer  home  in  Brooks,  Me. 

The  farm  is  part  of  a  project  Read  is 
conducting  with  the  University  of  Maine 
to  restore  the  land  to  the  way  it  looked  in 
the  1700s.  It'll  be  45  to  100  years  before 
his  10,000  trees  reach  maturity,  a  fact  that 
doesn't  bother  Read.  "The  investment 
world  can  be  dominated  by  short-term 
thinking,"  says  the  43-year-old.  But  this 
"is  a  reminder  that  some  of  the  best  in- 
vestments can  take  lots  of  time." 

Read  will  need  patience  in  his  new  job 
managing  the  largest  and  most  closely 

96  I  BusinessWeek  I  June  5.  2006 


followed  pension  fund  in  the  U.S. 
CalPERS  is  often  at  the  forefront  of  hot  in- 
vestment topics,  from  securities  regula- 
tion to  corporate  governance.  With  Read, 
if  11  wade  into  another  controversial  are- 
na: commodities.  Read  says  that,  while 
crude  oil,  pork  bellies,  and  the  like  aren't 
part  of  CalPERS'  investment  mix  now, 
they  will  be— soon.  "Commodities  [have 
been]  fairly  scary  investments  for  most 
institutions,"  he  says.  But  "there  are  won- 
derful opportunities  today." 

In  March,  investment  research  firm 
Ibbotson  Associates  released  a  study 
showing  that,  of  the  asset  classes  it  ex- 
amined, commodities  were  the  top  per- 
former in  the  years  since  1970  (table). 
Commodities  are  also  considered  a  di- 


GREENER  PASTURES  versification  too 

"Wind  and  solar  because       thei 

power  have  been  performance 

reborr^ays  Read  does    not   ^ 

that  of  stocks  o 
bonds.  Ibbotson  found  that  in  each  of  th 
eight  years  in  which  stocks  declinec 
commodities  were  the  top  performer! 
"The  models  are  telling  us  a  very  larg; 
percentage— 10%  or  higher— should  b 
allocated  to  commodities,"  says  Thoma 
M.  Idzorek,  Ibbotson's  director  of  rj 
search.  Read  agrees  with  that  view. 

TWITCHY  INVESTORS 

SKEPTICS  WORRY  that  CalPERS  is  entej 
ing  too  late.  The  prices  of  many  co» 
modities  have  doubled  in  recent  yean 
and  investors  are  getting  twitchy.  "Rigjj 
now  a  lot  of  people  are  struggling  wit 
the  fear  that  they  may  allocating  atl 
cyclical  peak,"  says  Bryan  Decker,  chl 
investment  strategist  at  the  consultii 
firm  Evaluation  Associates.  Read  a] 
knowledges  that  this  isn't  a  good  timewl 
plunge  in  headlong.  He  says  he'll  I 
looking  less  at  the  commodities  then 
selves  and  more  at  companies  and  tecj 
nologies  that  benefit  from  their  hi| 
prices,  such  as  oil  and  alternative  enei] 
producers.  "It's  a  great  time  for  inno1 
tion,"  he  says.  "Ifs  as  if  long-dormai 
technologies  like  wind  and  solar  po 
have  been  reborn." 

Read's  interest  in  commodities  nil' 
deep.  His  grandmother  was  a  trader  j 
Chicago;  his  father  managed  a  chemic 
company.  Attending  high  school  ! 
Houston  during  the  1970s  oil  boom,  1 
entered  a  national  science  competitic 
with  solar  panels  he  made  from  spray-c 
silicon.  He  went  on  to  get  a  PhD  in  poli 
ical  economy  from  Stanford  Universe 
writing  his  thesis  on  the  impact  of  nati 
ral  resources  on  economic  growth. 
1997,  he  helped  create  the  first  commoc 
ties  mutual  fund,  the  $2  billion  Oppe1 
heimer  Real  Asset  fund. 

Read's  investment  ideas  blend  wi 
CalPERS',,  social  activism.  In  the  pa 
though,  CalPERS  got  superior  returns 
shaking  up  companies  other  investc 
had  abandoned.  By  targeting  commot 
ties,  Read  will  have  to  figure  out  a  way 
beat  the  market  in  an  asset  class  that  h 
already  been  discovered.  ■ 


Then  and  Now 

How  much  $1  invested  in  1970  would  have  been  worth  by  200 
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$42.16 
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$2L55 


U.S.  BONDS 
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$8.5< 


Data:  Ibbotson  Assoc 


MO|I|M|HHMl|| 


. 


aters  to  both 

ECOSYSTEM  AND  EGO-SYSTEM. 


LEXUS  HYBRID  DRIVE 

An  electric  motor  and  a  gas  engine 
work  together  swiftly,  seamlessly. 


The  Lexus  RX400h.  Luxury  automobiles  aren't  conditioned  to  embrace  these  diametrically 
opposed  values.  In  fact,  many  would  be  content  with  a  Super  Ultra-Low  Emission  Vehicle  rating 
and  significantly  better  mileage  ratings  than  most  luxury  SUVs*  But  when  you  consider  that  the 
RX400h  also  exhibits  the  power  of  a  V8  and  showcases  stunning  midrange  acceleration*  then 
you  can  begin  to  realize  the  full  potential  of  Lexus  Hybrid  Drive.  There's  more  to  learn  at  lexus.com. 
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BY  SPENCER  E.  ANTE 

THE  SATELLITE-RADIO  WAR  CAN'T 
be  won  by  Howard  Stern  alone.  So 
shortly  after  signing  the  shock  jock 
to  a  $500  million  contract  in  2004, 
Sirius  Satellite  Radio  called  on  a 
small  Portland  (Ore.)  consulting 
firm  to  envision  a  device  that  would  help  it  catch 
up  with  bigger  rival  XM  Satellite  Radio  Holdings. 
Ziba  Design  dispatched  a  team  of  social  scien- 
tists, designers,  and  ethnographers  on  a  road  trip 
to  Nashville  and  Boston.  For  four  weeks  they 
shadowed  45  people,  studying  how  they  listen  to 

music,  watch  TV,  and  even  peruse  gossip  magazines.  Their  con- 
clusion: A  portable  satellite-radio  player  that  was  easy  to  use 
and  load  with  music  for  later  playback  could  be  a  killer  app  in 
the  competition  against  XM. 

Last  November,  Sirius  began  selling  the  Sirius  S50,  a  device 
the  size  of  a  slim  cigarette  pack  that  stores  up  to  50  hours  of 
digital  music  and  commentary.  It  features  a  color  screen  and 
handy  buttons  that  let  you  easily  pick  your  favorite  song  to  lis- 
ten to.  Slip  it  into  a  docking  station  and  it  automatically  gath- 
ers and  refreshes  programming  from  your  favorite  Sirius  chan- 
nels. Techies  praised  the  device,  declaring  it  better  than  XM's 
competing  player,  the  MyFi,  launched  in  October,  2004.  The 
S50  became  one  of  the  holiday  season's  hottest  sellers.  Sirius 
says  it  has  helped  the  company  sign  up  more  subscribers  than 
XM  has  since  last  fall. "  [Ziba's]  research  capabilities  and  inno- 
vative approach  to  design  concepts  were  most  impressive," 
says  Sirius  President  James  E.  Meyer. 

A  portable  satellite  radio 
from  Sirius.  Hipper,  more 
user-friendly  lobbies  at  ho- 
tels owned  by  Marriott  Inter- 
national Inc.  A  cheap  PC 
from  Intel  Corp.  designed  to 
run  in  rural  Indian  villages 
on  a  truck  battery  in  113-de- 
gree  temperatures.  All  these 
brainstorms  happened  with 
the  guidance  of  ethnogra- 
phers, a  species  of  anthropol- 
ogist who  can,  among  other 
things,  identify  what's  miss- 
ing in  people's  lives— the 
perfect  cell  phone,  home  ap- 
pliance, or  piece  of  furni- 
ture—and work  with  design- 
ers and  engineers  to  help 
dream  up  products  and  serv- 
ices to  fill  those  needs. 

Companies  have  been 
harnessing  the  social  sci- 
ences, including  ethnogra- 
phy, since  the  1930s.  Back 
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MANAGING 


PLAYBOOK:  BEST-PRACTICE  IDEAS 


Ethnography:  Do  It  Right.. 

Anthropological  research  can  be  a  potent  tool-or  a  waste  of  time  and  money. 
Here's  how  to  get  the  most  bang  for  your  buck: 


Think  Big 
Thoughts 

Ethnography  is  most 
effective  when  it's  used 
to  spot  breakthrough 
innovations.  Don't  use  it 
for  incremental 
improvements  or  to  solve 
small  problems. 
Ethnography  works  best 
when  the  questions  are 
big  and  broad.  "The  good 
time  to  use  it  is  with 
futuristic  research,"  says 
Natalie  Hanson,  SAP's 
director  for  business 
operations. 


Due 
Diligence 


Many  companies  do  not 
have  the  resources  to  hire 
their  own  anthropologists 
or  social  scientists.  So 
picking  the  right 
consultants  can  make  or 
break  a  project.  With 
many  poseurs  jumping  on 
the  bandwagon,  it's 
important  to  hire  a  firm 
with  a  track  record,  client 
references,  and  a  staff 
with  a  mix  of  skills  in 
social  science,  design, 
and  business. 


Start 
Early 

Using  ethnography  at  the 
beginning  of  the  product 
development  process  is 
key  because  it  helps 
identify  consumers' 
unmet  needs.  It's  those 
findings  that  can  inspire  a 
hit  product  or  service.  One 
danger  of  waiting  too  long 
to  bring  in  social  scientists 
is  that  you  might  end  up 
with  "feature  creep," 
simply  adding 
unnecessary  bells  and 
whistles. 


Sell, 
Sell,  Sell 


Let's  face  it:  Many 
executives  think 
ethnography  is  bunk.  So 
managers  must 
constantly  educate 
others  about  its  value. 
Be  clear  that  ethnography 
is  not  a  cure-all  but  can 
spark  innovation.  "To  get 
people  to  think  about  a 
softer  approach  is  a 
challenge,"  says  GE's 
marketing  operations 
manager,  Dominic 
McMahon. 


Build 
a  Culture 

Organizations  that  have 
used  ethnography  to  the 
greatest  effect  have 
usually  made  such 
research  an  integral  part 
of  their  culture.  "I  don't 
believe  it  is  one  person's 
job  to  figure  out  user 
problems,"  says  Alex  Le^i 
president  of  0X0,  a  long 
time  user  of  ethnography 
"What's  important  is  the 
mindset  of  the  people. 
Ideas  come  from  every 
which  way." 


...and  Reap  the  Rewards 


Motorola  A732 

After  observing 
how  popular  Chinese- 
character  text  messaging 
was  in  Shanghai, 
Motorola  researchers 
developed  a  cell  phone 
that  lets  you  send 
messages  by  writing 

directly 
on  the 
keypad 
using 
your 
finger. 


TownePlace  Suites 

A  team  of  ethnographers 
and  designers  from  IDEO 
found  that  TownePlace 
guests  often  turn  their 
bedrooms  into  work 
spaces.  So  it  came  up  with 
a  flexible  modular  wall 
unit  where  there  had  been 
only  a  dining  table.  Guests 
can  use  the  unit  either  as 
an  office  or  a  place  to  eat. 


0X0  Hammer 

To  develop  a  line  of 
professional-grade  tools 
for  consumers,  0X0  and 
Smart  Design  visited 
contractors  and  home 
renovators. 
One  result: 
A  hammer 
with  a  fiberglas 
core  to  cut 
vibration  and 
a  rubber 
bumper  on  top 
to  avoid  leaving 
marks  when 
removing  nails. 


Citigroup  PayPass 

Citigroup  teamed  up 
with  Doblin  Group  to 
brainstorm  new  payment 
services  for  consumers. 
This  summer,  Citi 
will  launch  a  pilot 
project  called  PayPass 
that  lets  New  York  City 
subway  riders  pay 
with  a  special  key  chain 
tag  that  debits  their 
checking  accounts. 


Sirius  S50 

Sirius  and  Ziba  Design 

studied  how  people  listed 

to  music,  read  magazines 

and  watch  TV.  That  led 

them  to  develop  a 

portable  satellite-radio 

player  that  is 

easily  loaded 

with  up  to 

50  hours 

of  digital 

music  for 

later 

playback. 


then  executives  were  mostly  interested  in  figuring  out  how  to 
make  their  employees  more  productive.  But  since  the  1960s, 
when  management  gurus  crowned  the  consumer  king,  compa- 
nies have  been  tapping  ethnographers  to  get  a  better  handle  on 
their  customers.  Now,  as  more  and  more  businesses  re-orient 
themselves  to  serve  the  consumer,  ethnography  has  entered 
prime  time. 

The  beauty  of  ethnography,  say  its  proponents,  is  that  it  pro- 
vides a  richer  understanding  of  consumers  than  does  tradi- 
tional research.  Yes,  companies  are  still  using  focus  groups,  sur- 
veys, and  demographic  data  to  glean  insights  into  the 
consumer's  mind.  But  closely  observing  people  where  they  live 
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and  work,  say  executives,  allows  companies  to  zero  in  on  tl 
customers'  unarticulated  desires.  "It  used  be  that  design! 
tures  were  tacked  on  to  the  end  of  a  marketing  strategy,"  S 
Timothy  deWaal  Malefyt,  an  anthropologist  who  runs  "cult 
al  discovery"  at  ad  firm  BBDO  Worldwide.  "Now  what  dil 
entiates  products  has  to  be  baked  in  from  the  beginning.  1 
makes  anthropology  far  more  valuable." 

Ethnography's  rising  prominence  is  creating  unlikely  si 
within  companies  in  retailing,  manufacturing,  and  finart 
services,  as  well  as  at  consulting  firms  such  as  IDEO,  Jump) 
sociates,  and  Doblin  Group.  Three  years  ago,  IBM's  resea 
group  had  a  handful  of  anthropologists  on  staff.  Today  it  hi 
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Innovation  isn't  about  the  next  big  thing, 
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What  could  you  do  with  a  new  Qosmio    G35 
featuring  integrated  HD  DVD  technology?1 

At  Toshiba,  our  notebooks  are  designed  to  help  you 
do  more,  see  more,  hear  more  and  have  more  fun. 
We  know  you'll  enjoy  the  new  Qosmio1"  G35.  It's 
our  most  feature-rich  multimedia  notebook  -  and 
the  first  notebook  in  the  world  with  an  integrated  HD 
DVD-ROM  drive,1  It's  powered  by  the  latest  Intel'" 
Centrino"  Duo  Mobile  Technology  and  genuine 


Microsoft"  Windows'"  XP  Media  Center  Edition 
2005.  And  it  also  includes  a  built-in  TV  tuner,2  DVR, 
1-bit  digital  amplifier  and  the  highest-resolution 
Toshiba  screen  ever.  It's  a  portable  powerhouse, 
designed  to  open  up  a  whole  new  world  of 
entertainment  possibilities.  And  those  are  up  to  you. 

Possibilities  by  design. 
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MANAGING 


TRUE,  ethnography  can  sound  a  bit  flaky  and  take 
a  while  to  bear  fruit.  But  one  B-school  dean  says 
"it  could  become  a  core  competence"  for  executives 


dozen.  Furniture  maker  Steelcase  Inc.  relies  heavily  on  in- 
house  ethnographers  to  devise  new  products.  Intel,  in  the 
midst  of  a  wrenching  transition  from  chipmaker  to  consumer- 
products  company,  has  moved  several  of  its  senior  social  sci- 
entists out  of  the  research  lab  and  into  leadership  positions. 
"Technology  is  increasingly  being  designed  from  the  outside 
in,  putting  the  needs  of  people  first  and  foremost,"  says  Intel 
CEO  Paul  S.  Otellini.  "Intel's  researchers  are  giving  our  de- 
signers a  deeper  understanding  of  what  real  people  want  to  do 
with  computers." 

With  more  compa- 
nies putting  ethnogra- 
phers front  and  center, 
schools  around  the 
country  are  ramping  up 
social  science  programs 
or  steering  anthropolo- 
gy students  toward  jobs 
in  the  corporate  world. 
In   recent  years,   New 

York's  Parsons  School  for  Design  and  Illinois  Institute  of  Tech- 
nology's Institute  of  Design  have  put  anthropologists  on  the 
faculty.  Ditto  for  many  business  schools.  And  going  to  work  for 
The  Man  is  no  longer  considered  selling  out.  Says  Marietta  L. 
Baba,  Michigan  State  University's  dean  of  social  sciences: 
"Ethnography  [has]  escaped  from  academia,  where  it  had  been 
held  hostage." 

UP  CLOSE  AND  PERSONAL 

WE  KNOW  WHAT  YOU'RE  THINKING:  Corporate  ethnography 
can  sound  a  little  flaky.  And  a  certain  amount  of  skepticism  is  in 
order  whenever  consultants  hype  trendy  new  ways  to  reach  the 
masses.  Ethnographers'  findings  often  don't  lead  to  a  product 
or  service,  only  a  generalized  sense  of  what  people  want.  Their 
research  can  also  take  a  long  time  to  bear  fruit.  Intel's  India 


Community  PC  emerged  only  after  ethnographer  Tony  Salvad  j 
spent  two  years  traipsing  around  the  developing  world,  i 
eluding  a  memorable  evening  in  the  Ecuadorean  Andes  wh 
the  town  healer  conducted  a  ceremony  that  included  spitni 
the  local  hooch  on  him. 

Practitioners  caution  that  all  the  attention  ethnography 
getting  could  lead  to  a  backlash.  Many  ethnographers  alrea 
complain  about  poseurs  flooding  the  field.  Others  gripe  th 
corporations  are  hiring  anthropologists  to  rubber-stamp  bon 
headed  business  plans.  Norman  Stolzoff,  founder  of  Ethn 


graphic  Insight  Inc.,  a  Bellingham  (Wash.)  consulting  firm,  sa 
he  has  worked  with  several  companies  that  insist  on  changii 
the  line  of  questioning  when  they're  not  getting  the  answe 
they  need  to  justify  a  decision.  "There's  a  lot  of  pressure  to  ni 
ify  decisions  that  are  already  being  made,"  says  Stolzoff,  wl< 
holds  a  PhD  from  the  University  of  California  at  Davis  in  c* 
rural  anthropology. 

Still,  in  an  accelerated  global  society  where  consumers  | 
inundated  with  choices,  markets  are  sliced  into  ever-thir 
pieces,  product  cycles  are  measured  not  in  years  but  in  montl 
or  weeks,  and  new  ideas  zip  around  the  planet  at  the  spfi 
of  light,  getting  up  close  and  personal  with  Joe  and  Ja 
Consumer  is  increasingly  important.  Ethnography  may  be  i 
silver  bullet,  says  Roger  Martin,  dean  of  the  University[ 
Toronto's  Rotman  School  of  Business,  but  "it  could  become i 
core  competence"  in  the  executive  tool  kit.  Here  are  three  ca: 


EricDishman 


TITLE  General  Manager  &  Global 
Director,  Intel  Health 
Research  &  Innovation  Group 

EDUCATION  Masters  in 
communications  from  Southern 
Illinois  University;  PhD  candidate  in 
anthropology,  University  of  Utah 

RESEARCH  Dishman  (left,  in  a 
home-environment  lab)  and  his 
team  are  working  with  medical  and 
engineering  schools  to  help  discover 
new  technologies  to  improve  health 
care  for  seniors.  One  innovation: 
A  special  PC  that  flashes  the  photo 
of  a  person  calling,  along  with 
personal  details,  to  help 
Alzheimer's  sufferers  remember 
whom  they're  talking  to. 
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What  if  everyone  just  settled  for  average?  What  if  nobody   . 
raised  the  bar?  What  if  everyone  decided  to  let  someone  else 
figure  it  out?  At  ConocoPhillips,  we're  not  only  finding  new  resources 
for  natural  gas,  we're  developing  new  technologies  to  solve  the 
demanding  increase  in  global  energy  needs.  By  investing  in 
Russia's  oil  and  natural  gas  reserves,  the  world's  second  largest, 
we're  helping  ensure  global  energy  production  for  decades  to  come. 
Turning  "what  ifs"  into  "what's  next"  —  it's  what  we  do  every  day. 
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Jane 
Fulton  Suri 


TITLE  I DEO's  Director  for 
Human  Factors 
Design  &  Research 

EDUCATION  Masters  in 
architecture  from  the 
University  of  Strathclyde, 
Glasgow 

RESEARCH  Her  40 
researchers  help  the  likes  of 
Procter  &  Gamble  and 
Marriott  detect  unmet 
consumer  needs  and  divine 
products  to  serve  them. 
Suri's  team  came  up  with 
the  idea  for  P&G's 
Magic  Reach  tool  after 
watching  people  struggle  to 
clean  their  bathrooms. 
The  device's  long  handle 
and  swivel  head  gets  into 
those  hard-to-reach  places. 


papers  spread  out  on  a  desk.  "Th 
are  very  few  hotel  services  that 
dress  [such]  problems,"  says  Cho 
Having  studied  IDEO's  findin 
Marriott  in  January  announ< 
plans  to  reinvent  the  lobbies  of 
Marriott  and  Renaissance  Hot< 
creating  for  each  a  social  zone,  w 
small  tables,  brighter  lights,  a 
wireless  Web  access,  that  is  bet 
suited  to  meetings.  Another  area  \ 
allow  solo  travelers  to  work  or  i 
wind  in  larger,  quiet,  semipriv 
spaces  where  they  won't  have 
worry  about  spilling  coffee  on  th 
laptops  or  papers.  Guests  woi 
also  like  the  option  of  checki 
themselves  in,  so  Marriott  is  cons 
ering  a  new  kiosk  where  they  c 
swipe  a  credit  card  to  do  just  th 
Says  Jannini:  "We  wanted  son 
thing  new  but  not  gimmicky." 


CRACKING  MARKETS 

BREAKING  INTO  A  NEW  market  i 
classic  path  to  growth.  But  how 
you  infiltrate  an  industry  ab» 
which  you  know  next  to  nothing?  I 
General  Electric  Co.,  ethnograpj 
was  the  answer.  GE  was  already  ss 
ing  plastic  materials  to  makers  of  cell  phones  and  car  parts.  1 
executives  wanted  to  get  into  the  plastic-fiber  business,  whi 
provides  material  for  higher-value,  higher-margin  produj 
such  as  fire-retardant  jackets  and  bulletproof  vests.  So  two  ye<j 
ago,  GE  Plastics  Marketing  Operations  Manager  Domii 
McMahon  hired  Jump  Associates.  Says  McMahon:  "We  couJ 
n't  go  to  someone  in  the  fiber  world  and  say:  'Please  tell  us  hl| 
to  take  your  business.' " 

In  fact,  it  took  many  months  to  persuade  a  few  manufacq 
ers  to  participate  in  the  study.  They  cooperated  only  becai 
they  figured  GE  would  someday  provide  them  with  materi 
that  would  help  their  businesses.  "The  idea  that  GE  could 
come  a  supplier  to  the  industry  was  hugely  exciting,"  says  Jui 


GE  discovered  it  was  approaching  its  bid  to  break  intoi 
the  fibers  biz  all  wrong:  instead  of  cheap  commodities;! 
customers  want  help  developing  advanced  materials 


researcher  Lauren  Osofsky.  Customers  refused  to  be  videotap 
but  they  agreed  to  be  tape-recorded.  For  a  few  months,  GE  ex 
and  researchers  from  Jump  interviewed  presidents,  manage 
and  engineers  at  textile  makers,  touring  their  offices  and  p] 
tographing  their  plants.  An  engineer  told  Jump  he  pulled  off 
highway  one  day  to  collect  a  bunch  of  milkweed  so  he  could  t 
it  home  and  run  it  through  a  fiber-processing  machine  he  ke 
in  his  garage  just  to  see  what  would  happen.  "It  told  us  th 
people  like  to  get  their  hands  dirty,"  says  Osofsky. 

The  yearlong  study  produced  one  profound  insight  that 


studies  that  demonstrate  how  businesses  are  using  it  to  spark 
innovation: 

REFRESHING  A  PRODUCT 

WHILE  MANY  COMPANIES  EMBRACE  ethnography  to  create 
something  new,  others  are  using  it  to  revitalize  an  existing 
product  or  service.  In  2004,  Marriott  hired  IDEO  Inc.  to  rethink 
the  hotel  experience  for  an  increasingly  important  customer: 
the  young,  tech-sawy  road  warrior.  "This  is  all  about  looking 
freshly  at  business  travel  and  how  people  behave  and  what  they 
need,"  explains  Michael  E.  Jannini,  Marriott's  executive  vice- 
president  for  brand  management. 

To  better  understand 
Marriott's  customers, 
IDEO  dispatched  a  team 
of  seven  consultants,  in- 
cluding a  designer,  an- 
thropologist, writer,  and 
architect,  on  a  six-week 
trip.  Covering  12  cities, 
the  group  hung  out  in 
hotel  lobbies,  cafes,  and 
bars,  and  asked  guests  to  graph  what  they  were  doing  hour 
by  hour. 

What  they  learned:  Hotels  are  generally  good  at  serving  large 
parties  but  not  small  groups  of  business  travelers.  Researchers 
noted  that  hotel  lobbies  tend  to  be  dark  and  better  suited  to 
killing  time  than  conducting  casual  business.  Marriott  lacked 
places  where  guests  could  comfortably  combine  work  with 
pleasure  outside  their  rooms.  IDEO  consultant  and  Marriott 
project  manager  Dana  Cho  recalls  watching  a  female  business 
traveler  drinking  wine  in  the  lobby  while  trying  not  to  spill  it  on 
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es  are  changing. . .  With  a  new  shape,  formed  by  the  energy  of  thousands 

j»f  "a  job  well-done".  From  design  through  to  service  comes  an  approach 

:assuringly  fresh  from  beginning  to  end.  A  change  set  to  leave  its  hallmark 

world.   From  Europe's  fastest  growing  airline. ..Turkish  Airlines 

y.com  I  +90  212  444  0  849 


TURKISH   AIRLINES 

Your  Magical  Gateway  To  The  World 


Intel  has  used  them  since  the  early  1990s.  But  it  wasn't 
til  the  late  '90s  that  their  work  began  to  influence  the  com! 
n/s  direction.  One  of  the  first  breakthroughs  came  in  l'f 
when  two  Intel  anthropologists,  Tony  Salvador  and  John  SI  j 
ry,  launched  a  project  called  "Anywhere  at  Work."  The  sti 
took  them  to  Alaska's  Bristol  Bay,  where  they  realized  that  f  j 
ermen  could  use  wireless  technology  to  transmit  the  tall} 
their  daily  catch  directly  to  the  Alaska  Fish  &  Game  Dept.  T I 
observation,  and  others  like  it,  helped  persuade  Intel  to  put 
brainpower  behind  mobile  computing  and,  eventually,  intc  | 
popular  wireless  Centrino  mobile  technology. 

Now,  Salvador  &  Co.  are  studying  the  elderly  to  see  how  h  I 
can  provide  medical  technology  for  the  coming  wave  of  retir  j 
boomers,  including  a  device  to  track  and  help  ensure  that  i 
tients  take  their  meds.  And,  of  course,  Intel  ethnographers  heltj 
devise  the  $500  Community  India  PC,  which  could  turn  intt 
big  seller  as  hundreds  of  millions  of  rural  Indians  access  the  VI 


INTEL  has  an  ethnographer  heading  research  for 
its  new  emerging-markets  unit,  with  development 
centers  in  Bangalore,  Cairo,  Sao  Paulo,  and  Shanghai 


J.  Wilton  L.  Agatstein  Jr.,  who  runs  Intel's  new  emerging-n  j 
kets  unit,  knows  if  s  crucial  to  figure  out  the  unique  needs  i 
aspirations  of  different  cultures.  That's  why  he  hired  Salvado 
head  research  for  the  whole  group.  The  pair  have  created  ai 
work  of  "platform-definition  centers"  in  Bangalore,  Cairo,  J| 
Paulo,  and  Shanghai.  Agatstein 
scribes  the  facilities— staffed  by  k 
engineers,  designers,  and  mark 
—as  highly  tuned  antennae  to  h 
define  and  develop  products  for  k 
markets.  Agatstein  is  such  a  ferv 
believer  in  ethnography  that  he  oi 
tags  along  with  Salvador  on  f 
trips:  "He  has  taught  me  to  lool 
ways  I've  never  looked  before." 

Not  everyone  at  Intel  shares  tl 
enthusiasm.  This,  after  all,  is  a  cc 
parry  that  was  founded  and  long . 
by  data-driven  engineers.  Recei 
Genevieve  Bell,  an  ethnographe) 
Intel's  Digital  Home  unit,  asked  ei 
neers  to  identify  experiences  to  c: 
gorize  various  technologies.  Mov 
music,  and  games  were  placed  un 
the  Escape  rubric.  Health  and  w 
ness  were  put  in  the  Life  &  Spirit! 
ity  basket. 

The  exercise  elicited  gruml 
from  a  few  Intel  traditionalists.  S 
division  chief  Don  McDonald:  "W 
had  people  say:  'Life  and  spiritual 
What  the  !@#&  are  you  tali 
about?' "  But  with  anthropologist 
ascendance,  engineers— and  ev< 
one  else— had  better  get  used  to  it 
-With  Cliff  Edward 
San  Mateo,  G 


GE  to  pull  a  strategic  U-turn.  GE  thought  the  fibers  industry  was 
a  commodity  business  focused  on  quickly  obtaining  the  cheap- 
est materials.  What  it  found  instead  was  an  artisanal  industry 
with  customers  who  want  to  collaborate  from  the  earliest  stages 
to  develop  high-performance  materials.  As  a  result,  GE  now 
shares  prototypes  with  customers.  And  instead  of  currying  fa- 
vor with  executives,  it  works  closely  with  engineers  to  solve 
technical  problems.  "That  was  a  breakthrough  and  a  huge  op- 
portunity," says  McMahon.  Before,  GE  was  having  a  hard  time 
even  getting  meetings.  Now,  says  McMahon,  "we  were  sud- 
denly welcomed  wherever  we  went." 

TRANSFORMING  A  CULTURE 

FOR  BIG  CORPORATIONS  that  don't  market  directly  to  con- 
sumers, ethnography  has  a  singular  appeal.  This  is  especially 
true  of  Intel,  which  is  facing  tough  competition  from  rival  Ad- 
vanced  Micro    Devices 
Inc.  and  believes  it  badly 
needs  to  branch  out  be- 
yond its  core  chipmak- 
ing  business.  Since  tak- 
ing over  a  year  ago,  CEO 
Otellini  has  started  to 
turn  Intel  into  a  compa- 
ny that  is  much  more  fo- 
cused    on     consumer 

products:  entertainment  systems  for  the  home;  handheld  com- 
puters for  doctors;  cheap,  rugged  PCs  for  emerging  markets. 
Getting  those  gadgets  right,  Intel  has  concluded,  requires  clos- 
er relationships  with  customers.  That  means  bringing  in  ethno- 
graphers at  the  highest  levels  of  management. 


Timothy 

deWaal 

Malefyt 

TITO  BBDO's  Director  for 
Cultural  Discovery 

EDUCATION  PhD  in 

anthropology  from 
Brown  University 

RESEARCH  Drawing  on  a 
network  of  anthropologists, 
Malefyt  discovered  that 
teens  use  e-mail  for  serious 
communication,  instant 
messaging  for  informal 
chats,  and  text  messaging 
to  reach  people  they  don't 
want  to  talk  to.  BBDO  is 
talking  with  Frito-Lay  and 
Campbell  Soup  about  using 
this  research  to  help  them 
craft  new  marketing 
campaigns. 
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Because  your  growth  plans  know  no  bounds,  neither 
should  your  financing  solutions  partner.  Fortunately,  C!T  has 
a  pr<  throughout  the  Americas,  Europe  and  Asia 

1    deep,  hands-on  experience  in  your  industry. 
ave  the  skills  and  the  solutions  to  serve  today's 
ated  global  clients  —  and  tomorrow's.  From 
lit  to  vendor  finance,  we  can 
/our  goals,  even  if  they're 
.  away.  Visit  us  at  cit.com. 
at  you  s. 
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BY  STEVE  HAMM 

IBM'S  ANNUAL  INVESTOR  BRIEF- 
ing  is  typically  held  in  a  bland  hotel 
conference  room  in  New  York.  But 
this  year  look  for  something  radi- 
cally different.  It's  kicking  off  the 
event  10,000  miles  away  at  Banga- 
lore Palace,  a  sprawling  Colonial- 
era  edifice  modeled  on  Britain's  Windsor 
Casde,  in  the  heart  of  India's  Silicon  Val- 
ley. Speakers  at  the  June  6-7  extravaganza 
will  include  Indian  President  A.P.J.  Abdul 
Kalam  and  Diya  Mirza,  Bollywood's  an- 
swer to  Lindsay  Lohan,  who  will  emcee 
an  event  attended  by  10,000  IBMers. 

What's  all  the  hoopla  about?  IBM  is 
sending  the  message  that  India  and  the 
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rest  of  Asia  are  crucial  to  its  future— as 
fast-growing  markets  and  as  pools  of  low- 
cost  talent  that  IBM  must  tap  to  fend  off 
pesky  Indian  competitors  who  are  biting 
into  its  market  share.  IBM's  India  staff 
jumped  from  9,000  to  43,000  in  the  past 
2/2  years,  making  it  No.  2  behind  the  U.S. 

But  cheap  labor  is  just  part  of  the  sto- 
ry. For  IBM,  globalization  is  about  reor- 
ganizing its  200,000-strong  services 
workforce  along  skill  lines,  not  just  ge- 
ography, and  about  coordinating  opera- 
tions worldwide  to  deliver  services  that 
are  better  as  well  as  cheaper.  In  essence, 
it's  all  about  revamping  the  people  sup- 
ply chain. 

Yes,  this  big  shift  is  about  Bangalore, 


HI 


but  it's  also  about  Tulsa,  Okla.,  wh  V 
modestly  paid  accounting   speciali 
process  paperwork  for  clients  who  w;v  ■■ 
the  tasks  done  in  the  U.S.;  Bouk 
Colo.,  where  hard-to-find  specialists 
problems   in   computers  all  over  11 
world;   and  Yorktown   Heights,  N^ 
where  scientists  in  IBM's  unrivaled    ^ 
search  labs  dream  up  ways  to  take  so 
of  the  labor  out  of  tech  services.  "So 
people  think  the  world  is  centered  in  ;  'P' 
dia,  and  that's  it,"  says  Senior  Vice-Pr 
ident  Robert  W  Moffat  Jr.,  who  is  f 
charge  of  the  makeover.  "Globalizat 
is  more  than  that.  Our  customers  n<  f" 
us  to  put  the  right  skills  in  the  ri| 
place  at  the  right  time." 


ds ; 
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IBM  has  even  devised 
math  formulas  to  tell  it 
just  who  should  be 
plucked  from  those  vari- 
ous centers  to  work  on 
any  given  contract.  Re- 
searchers came  up  with  a 
standard  way  of  describ- 
ing skills  within  the  com- 
pany and  algorithms  for 
optimizing  the  use  of  indi- 
vidual employees.  That 
work  has  been  put  to  use 
in  a  project,  Professional 
Marketplace,  which  helps 
consultants  put  together 
teams  from  among 
70,000  IBM  resumes. 

Last  July,  Moffat  was 
tapped  to  be  the  crucial 
player  in  remaking  a 
large  piece  of  the  work- 
force. He  had  spent  the 
previous  four  years 
wringing  out  $5  billion 
per  year  in  efficiencies 
from  IBM's  manufactur- 
ing supply  chain.  Now 
he's  on  the  spot  to  do  the 
same  with  its  people.  The 
27-year  IBM  veteran  has 
made  two  presentations 
to  IBM's  directors  and  is 
to  speak  in  Bangalore. 

The      transformation 
that's     sweeping     IBM 
could  soon  be  showing 
up  at  companies  every- 
where. In  the  20th  centu- 
ry, IBM  was  a  pioneer  of 
the  multinational  busi- 
ness  model.   It  created 
mini-IBMs  in  each  coun- 
try—complete with  their 
own         administration, 
manufacturing,  and  serv- 
ice operations.  But  that 
is  too  top-heavy  at  a  time  when 
Indian  tech  companies  and  Chinese 
lufacturers    produce    high-quality 
ds  and  services  for  a  fraction  of  what 
multinationals  charge.  Now  IBM  is 
neering  what  it  calls  globally  inte- 
nd operations.  IBM  aims  to  lower  its 
s  and  at  the  same  time  provide  supe- 
service  so  it  can  be  more  competi- 
,  win  more  deals,  and  drive  revenue 
profit  growth. 

lere's  how  the  thinking  goes:  In  tech 
ices,  which  account  for  half  of  IBM's 
billion  in  annual  revenues,  low-cost 
?r  is  necessary  but  not  sufficient.  The 
ipany  needs  to  bunch  employees  in 
ipetency  centers  (collections  of  people 


with  specific  skills)  that  are  distributed 
around  the  world.  That  way  it  can  take 
advantage  of  the  low  costs  in  some 
places,  and  in  others  have  highly  skilled 
employees  in  close  proximity  to  cus- 
tomers. Rather  than  each  country's  busi- 
ness unit  having  its  own  workforce  en- 
tirely, many  people  are  drawn  from  the 
competency  centers. 

Here's  just  one  example  of  how  that 
can  pay  off:  In  the  past,  many  software  in- 
stallations for  clients'  PCs  were  done  for 
each  machine  individually  by  an  IT  em- 
ployee who  walked  around  from  one  ma- 
chine to  the  next.  The  cost:  about  $70  per 
PC.  Now,  IBM  has  200  people  in  Toronto 
running  a  software  installation  factory  for 
clients  worldwide.  They  assemble  pack- 
ages that  are  delivered  to  machines  over 
the  Net.  The  cost:  20<t  per  PC. 

"A  COMPELLING  THREAT" 

THE  COMPUTING  GIANT  doesn't  have 
the  luxury  of  making  these  changes 
gradually.  Indian  tech  companies,  with 
their  low  costs  and  high  quality,  have 
rewritten  the  rules  of  competition  in  the 
$650  billion  tech-services  industry.  Un- 
der this  assault,  IBM's  services  revenues 
declined  1.2%  in  the  first  quarter,  to  $11.6 


How  IBM  Is  Staffing  Up 
In  Low-Cost  Countries 

FLACE 

2003 

CURRENT 

WHAT'S  DONE  THERE 

India 

9,000 

43,000 

Data  centers,  software  development, 
call  centers,  research 

China 

4,200 

7,200 

Software  development,  data  centers, 
demonstration  center,  research 

Brazil 

4,500 

9,000 

Data  centers,  Linux  development 
lab,  call  centers 

Eastern 
Europe 

2,900 

5,125 

Data  centers,  service  skills 
centers,  Linux  development  labs 

Data:  IBM  Corp 

billion.  IBM  and  other  Western  tech- 
services  giants  are  being  forced  to 
realign  their  workforces.  "After  years  of 
putting  their  head  in  the  sand,  they're 
seeing  it  as  a  compelling  threat,"  says 
Nandan  M.  Nilekani,  chief  executive  of 
Infosys  Technologies  Ltd.,  one  of  the  top 
Indian  players.  "They're  acknowledging 
the  megatrends  but  not  moving  fast 
enough." 

It's  too  early  to  call  the  endgame.  IBM 
and  other  Western  outfits  have  deep  ties 
with  customers  and  vast  resources  of  tal- 
ent, so  analysts  expect  the  competition  to 
be  fierce.  Most  anticipate  that  IBM  and 
Accenture  will  be  among  the  winners, 
along  with  a  handful  of  Indian  compa- 


nies. But  they  warn  that  IBM  should  take 
nothing  for  granted.  "They  still  have  a 
huge  way  to  go  to  be  cost-  and  price- 
competitive,"  says  analyst  Paul  Roehrig 
of  market  researcher  Forrester  Research. 

SKEPTICS 

IBM'S  MOFFAT  SUFFERS  no  illusions 
about  the  difficulty  of  the  path  ahead. 
Even  after  years  of  reinvention  at  IBM, 
many  of  its  people  are  set  in  their  ways. 
Earlier  this  year  he  found  out  just  how 
challenging  it  will  be  to  win  over  hearts 
and  minds.  More  than  10%  of  the  450 
managers  he  invited  to  a  three-day  or- 
ganizing meeting  for  his  globalization 
initiative  in  January  were  no-shows. 

Moffat  is  no  screamer,  but  he  made 
clear  his  disappointment  when  he  took 
the  stage  in  the  ballroom  of  Disney's 
Yacht  and  Beach  Club  Resorts  in  Orlando 
on  Jan.  30.  About  three  minutes  into  his 
remarks,  the  athletic  49-year-old  point- 
edly told  the  crowd  that  50  executives  had 
stood  him  up.  "You  could  have  heard  a 
pin  drop,"  recalls  George  Welleck,  a  vice- 
president  who  now  leads  1,100  engineers 
specializing  in  data- center  software,  one 
of  the  new  global  competencies. 

Welleck  had  been  skeptical,  too.  A  25- 
year  IBM  veteran,  he  suf- 
fered through  his  share  of 
corporate  reorganizations 
that  really  didn't  change 
things.  But  he  approved  of 
Moffat's  strategy  after 
hearing  it  laid  out,  and  he 
hoped  this  re-org  would  be 
different.  After  the  briefing, 
Welleck  met  with  a  dozen 
managers  assigned  to  work 
for  him.  Right  off,  several 
Europeans  told  him  they 
wanted  out.  They  figured 
U.S.  executives  would  run 
things  and  they  would  be 
left  on  the  fringe.  "I  prom- 
ised I  will  globalize,"  Welleck  says.  The 
Europeans  agreed  to  stick  with  him. 

To  understand  IBM-style  globaliza- 
tion, consider  the  company's  operations 
in  Boulder.  They're  centered  at  the  foot 
of  the  Rockies  in  earth-brown  buildings 
used  from  the  1960s  to  the  1990s  for 
manufacturing  data  storage  devices. 
The  assembly  lines  are  long  gone,  but 
the  workforce  of  6,200  is  still  near  its 
peak.  Many  of  them  work  in  data  cen- 
ters, which  serve  100  customers,  and  a 
recovery  facility  for  clients  whose  com- 
puters are  knocked  out  of  service. 

The  most  important  venues  are  two 
nearly  identical  global  command  centers. 
These  are  large  rooms  similar  to  NASA's 
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Mission  Control.  Engineers  sit  along  tiers 
of  tables  monitoring  computer  screens 
for  signs  that  machines  at  426  data  cen- 
ters scattered  worldwide  are  experienc- 
ing glitches.  On  the  front  wall  are  huge 
electronic  displays  that  show  CNN,  na- 
tional and  world  weather 
maps,  even  a  globe  pin- 
pointing earthquakes.  If 
something  happens  any- 
where in  the  world  that 
could  interfere  with  the  flow 
of  bits  and  bytes,  these  folks 
are  likely  to  know.  They  call 
on  experts  within  the  Boul- 
der office  or  in  competency 
centers  worldwide  to  help 
set  things  right. 

IBM's  global  shift  makes  it 
possible  for  many  of  the  peo- 
ple who  manage  machines  and  software 
in  data  centers  to  be  separated  from  the 
centers  themselves.  That  means  it  can  tap 
low-cost  talent  in  India,  where  it  operates 
a  twin  to  the  Boulder  facility,  for  much  of 
this  kind  of  work.  Some  of  the  data  cen- 
ters are  interchangeable,  so  if  India  has 
issues,  IBM  can  route  computing  jobs  and 
calls  for  expertise  elsewhere.  That's  what 
happened  on  Apr.  12,  when  the  death  of 
beloved  Indian  actor  Rajkumar  sparked 
riots  and  office  closings  in  Bangalore.  To 
avoid  interruptions,  IBM  quickly  shifted 
data  center  management  duties  to  Boul- 
der and  help-desk  work  to  South  Africa. 
"I  bet  the  Indian  companies  had  some 
frustrated  customers  that  day,"  says 
Arvinder  Surdhar,  the  IBM  vice-president 
in  charge  of  end-user  support. 

Eventually,  the  Indians  will  build  big 
networks  of  global  delivery  hubs,  but 
they  still  won't  match  IBM's  scientific  re- 
search capabilities.  That's  why  IBM  has 
brought  together  its  global  services  and 
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IBM's  Radical 
Makeover 

What  you  can  learn  from  IBM's 
revamp  of  its  200,000-strong 
services  workforce: 


Automation 
could  cut 
more  than 
10%  from 
outsourcing 
costs 


research  organizations  to  bring  automa- 
tion to  bear  on  services.  Fifteen  projects 
are  under  way  and  two  of  them  are  al- 
ready being  piloted  in  Bangalore.  One  is 
a  system  for  turning  each  kind  of  service 
into  a  series  of  standardized  processes. 
The  tasks  are  broken  into 
pieces  and  moved  elec- 
tronically between  people 
who  perform  them.  "If  s  a 
virtual  factory,"  says  Mah- 
moud  Naghshineh,  direc- 
tor of  service  delivery  for 
IBM  Research.  If  it  works, 
the  company  believes  au- 
tomation will  allow  it  to 
slash  more  than  10%  from 
overall  outsourcing  costs, 
giving  it  an  advantage  that 
others  can't  easily  match. 
For  some  highly  skilled  employees, 
the  globalization  initiative  offers  a 
chance  to  raise  their  profile  in  the  com- 
pany. One  group  of  10  software  pro- 
grammers got  a  jump  on  Moffat  by 
forming  a  volunteer  global  collaboration 
network  so  they  could  help  each  other 
out  with  projects.  Employees  such  as 
these,  with  rare  skills  and  the  flexibility 
to  use  them  in 


BANGALORE  High- 
energy  IBM  call 
centers  support 
clients  worldwide 


new  ways,  can 
practically  write 
their  own  career 
tickets. 

But  many  oth- 
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ers  face  the  prospect  of  losing  their  jo 
to  low- cost  rivals  in  developing  natioi 
Last  year  more  than  15,000  IBMers  left 
a  cost-reduction  program.  Tom  Kenne 
a  software  specialist  whom  IBM  c 
loose  last  year,  says  he  was  forced  to  tra 
his  Indian  replacement.  "They  came  ai 
said  your  job  is  being  outsourced  ai 
you'll  train  your  replacement.  If  y 
don't,  you  won't  get  the  severance  pao 
age,"  says  Kennett. 

There's  no  turning  back  for  IBM.  M( 
fat  says  the  globalization  effort  is  still 
the  early  stages,  but  ultimately  he  hop 
to  provide  about  one-third  of  IBM's  ong 
ing  earnings-per-share  growth  throuj 
productivity  improvements.  Already,  o 
erating  margins  in  the  services  businei 
rose  by  2.5  points,  to  10.3%  in  the  fir 
quarter.  "I  like  our  hand,"  Moffat  says. 

Investors  aren't  showing  much  inten 
yet.  IBM's  stock  price  hasn't  budged  1 
year.  Longer  term,  though,  IBM  cotj» 
start  to  look  more  attractive.  Anal; 
Cindy  Shaw  of  equity  researcher  Moors 
Cabot  expects  IBM's  declining  pensi 
expenses  and  savings  from  globalizatif 
to  boost  earnings  growth  over  the  nr 
two  years.  "Investors  will  be  watc 
earnings  growth.  If  they  see  that,  th 
get  excited,"  she  says.  ■ 
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For  a  story  about  hov 
IBM's  Indian  operations  aren't  just  about  lot 
cost  labor,  go  to  businessweek.com/extras  , 
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NO  MORE 
MULTINATIONAL 

IBM  no  longer  runs  a  complete 
mini-IBM  in  each  country  and 
region.  It's  culling  administrative 
employees  and  reassigning 
techies. 


BEYOND 
OUTSOURCING 

The  idea  is  to  perform  work  for 
clients  where  it  can  be  done  most 
competitively.  That  means  not 
only  India  and  China  but  Tulsa, 
Okia.,  and  Boulder,  Colo. 


ASSEMBLE  A-TEAMS 

When  IBM  lands  a  new  client,  it 
picks  a  team  to  suit  that 
customer's  needs,  selecting 
people  from  around  the  globe  with 
the  right  skills  and  costs. 


AVOID  COMMODITY 
BUSINESSES 

IBM  can't  operate  as  inexpensive 
as  Indian  upstarts.  So  it  focuses 
on  taking  human  labor  out  of  ted 
services. 
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Come  in  to  PostNet  and  Play  the 
Grand  Slam  Sweepstakes  for  you 
Chance  at  $1,000. 
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covered.  Come  in  now  for  your  chance  at 
$1,000  from  PostNet  and  UPS. 


IND  A  STORE  NEAR  YOU! 

www.postnet.com 


CREATE   •   DUPLICATE   •   DELIVER 


Franchises  available.  Please  call  1-800-338-7401  for  information. 
Each  PostNet  Center  is  independently  owned  &  operated.  Services  may  vary. 


Government  Election  2006 


The  GOP  Homes  In 
On  the  Suburbs 

Fearing  a  collapse  in  the  cul-de-sacs,  the 
party  is  focusing  on  family-friendly  issues 


BY  RICHARD  S.  DUNHAM 

THE  SUBURBS  HAVE  BE- 
come  the  battleground  of 
American  politics.  With 
city  dwellers  more  Democ- 
ratic than  ever,  and  rural 
folk  trending  Republican, 
suburbanites  now  hold 
the  balance  of  power  in  deeply  divided 
partisan  America.  In  2004  they  favored 
George  W.  Bush  over  Democrat  John  Ker- 
ry by  52%  to  47%,  almost  identical  to  the 
overall  count  of  51%  to  48%.  But  the  same 
suburbs  that  ushered  Bush  and  a  Repub- 
lican Congress  into  power  now  are  lead- 
ing a  national  revolt  against  the  GOP 
leadership.  "It's  a  rudderless  ship,"  says 
independent  voter  Peter  Zorn,  58,  a  re- 
tired educator  and  father  of  three  from 
Northbrook,  111.,  outside  Chicago.  "They 
don't  seem  capable  of  moving  forward." 
Amid  such  doubts,  President  Bush's 
job  approval  rating  among  suburban  vot- 
ers has  collapsed  to  29%,  according  to  a 
May  5-7  Gallup  Poll.  And  those  same 
highly  educated,  upper-middle-class  vot- 
ers say  they  want  to  see  Democrats  in 
charge  on  Capitol  Hill.  By  51%  to  39%, 
suburbanites  tell  Gallup  they  plan  to  vote 
Democratic  for  Congress  this  November. 
With  half  the  nation's  voters  living  in 
suburbia,  the  GOP  is  in  serious  jeopardy 
of  losing  its  congressional  majority  unless 
Republicans  rebound  among  suburban- 
ites concerned  about  huge  deficits,  soar- 
ing gas  prices,  and  the  war  in  Iraq.  In  the 
House,  the  party  could  lose  a  dozen  sub- 
urban seats  from  New  York  to  San  Diego. 
And  a  suburban  collapse  could  cost  Re- 
publicans Senate  seats  in  Pennsylvania, 
Ohio,  Missouri,  and  even  conservative 
Arizona.  "The  districts  we  represent  are 
important  to  maintaining  a  majority," 
says  Representative  Mike  Fitzpatrick  (R- 
Pa.),  an  at-risk  incumbent  in  Philadel- 
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Romancing  the 
Swing  Vote 

Suburban  voters  are  straying 
from  the  Republican  Party 

Suburban  vote  in  2004  Presidential  election 

52%      47% 

How  suburbanites  would  vote  for  Congress 
if  the  election  were  today  (Apr.  28-30) 

39%      51% 


Data:  CNN  com.  Gallup  Poll 


phia's  prosperous  Bucks  County  suburbs. 
So  while  White  House  political  guru 
Karl  Rove  is  crafting  a  national  strategy 
based  on  issues  such  as  fighting  terrorists, 
Democratic  obstructionism,  and  "family 
values,"  many  congressional  Republi- 
cans are  focusing  on  a  different  set  of  is- 
sues to  appeal  to  voters  in  swing  districts 
such  as  Fitzpatrick's.  The  result:  a  new 
suburban  agenda  tailored  to  appeal  to 


families  that  live  in  neighborhoods  i 
de-sacs,  soccer  fields,  and  megamal 

"FAMILIES  FEEL  UNDER  ATTACK 

OUT  ARE  HOT-BUTTON  issues  su 
gay  marriage  and  immigration  c 
that  divide  suburbanites.  Instead  of  1 
land  security,  the  suburban  agenda 
es  on  security  close  to  home:  prot 
kids  from  online  sexual  predators  an 
ents  from  identity  thieves,  combatin 
urban  gang  violence,  and  creating 
family  tax  breaks.  A  proposal  by 
patrick  would  force  schools  and  ] 
libraries  to  block  access  to  populai 
sites  frequented  by  pedophiles,  su 
MySpace.com.  A  bill  by  Represen 
Jon  C.  Porter  (R-Nev.)  would  give  sc 

access   to 
DOLE  The  GOP  bases  listin 

strategist  concedes  ual  offendf 
that  "the  wind  is  in  they  screei 
ourfaces"  tential  ^ 

Represent, 
Mark  Kirk  (R-Ill.)  wants  to  give  sc 
broader  authority  to  search  stude: 
keep  classrooms  free  of  guns  and  d 

"Suburban  families  feel  under  a 
and  they  want  a  voice  in  Congress, 
Kirk,  whose  Chicago-area  distric 
carried  narrowly  by  Kerry  in  '04.  "Tl 
fleets  a  need  to  update  the  lens  th 
which  we  look  at  our  country." 

The  core  of  the  GOP's  suburban  a 
remains  pro -growth  economic  po 
from  lower  tax  rates  on  capital  gains 
end  to  inheritance  taxes.  One  nev 
posal  pushed  by  Kirk  would  create 
ly-friendly  "401-kid"  accounts,  mc 
on  the  popular  tax- advantaged  s£; 
accounts  offered  by  many  empl1 
which  a  family  could  use  to  pay  fc 
lege  or  a  first  home.  Republican: 
hope  to  win  back  wavering  suburb. 
by  warning  them  that  a  Democratic 
gress  might  raise  their  taxes.  "W 
have  to  come  back  to  what  matt 
these  suburbanites  and  what  woulc 
pen  if  they  took  over"  Congress,  saj 
tional  Republican  Senatorial  Comi 
Chairman  Elizabeth  Dole  (R-N.C.) 
they  want  tax  increases?  No." 

Democrats  dismiss  the  GOP  ager 
recycled  tax  breaks  and  empty  proi 
But  the  Dems  have  their  own  to-do  1 
suburbanites,  from  automatic  enrol 
in  corporate  401(k)  plans  to  an  in! 
of  federal  cash  for  school  construct 

Dole  concedes  that  "the  wind  is : 
faces"  now.  To  reverse  those  gust 
publicans  will  need  to  convince  ar 
suburbanites  that  they  have  a  plan, 
a  Democratic  Congress  would  res 
higher  taxes  and  even  higher  anxie 
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Everyone  deserves  a  second  chance. 
Not  to  mention  a  first. 


will  continue  to  give  povet ty-stricken  childten  something 
they  would  never  otherwise  have:  Opportunity.  To 
give,  call  1-800-SALARMY  or  visit  salvationarmyusa.org. 


ild  comes  into  this  world  with  nothing.  And  for  some, 
lever  changes.  But  your  donations  to  The  Salvation  Army 
:  a  difference.  With  your  support,  our  youth  programs 
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For  52  years,  The  Nature  Conservancy  has  raced  against  time  to  preserve  the  diversity 
of  life  on  Earth.  That's  why  we  make  every  second  count.  We  use  science-based 
plans  and  innovative  tools  to  protect  our  natural  world  for  future  generations.  So  far, 
we've  preserved  117  million  acres— and  counting.  But  there  is  still  much  more  to  do. 
Help  us  achieve  lasting  results.  Visit  nature.org  or  call  1-368^2  JOIN  TNC. 


:Banff  National  Park.  Alberta.  Canada  c  David  Muench 
This  message  is  made  possible  by  the  generous  support  of  this  publication. 
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Upscale  Mallorcaf 


Luxe  hotels  and  restaurants  are  changing  the  island's  image,  bygailedmondson 


'-I 

SB 


A  NARROW  DRIVEWAY,  BARELY  wide  enough  for  one 
small  car,  curves  sharply  away  from  the  main  road 
along  the  northern  coast  of  the  Spanish  island  of 
Mallorca.  It  twists  upward  through  groves  of 
gnarled  olive  trees  and  almond  trees  in  full  blos- 
som. The  landscape  falling  away  below  is  wild  and 
unspoiled.  5  Half  a  mile  up  sits  a  small  hotel,  Ca's 
Xorc,  like  a  gem  stuck  in  a  rock,  with  a  sweeping  view  of  Mallorca's 
jagged  mountains,  the  colorful  port  town  of  Soller,  and  the  Mediter- 
ranean beyond.  A  stone  dining  patio  gives  way  to  a  lush  tropical 
garden.  Only  singing  birds  and  bells  from  a  distant  herd  of  sheep 
punctuate  the  midday  calm.  On  the  opposite  side  of  the  hotel  and 
down  several  verdant  terraces,  the  far  edge  of  a  swimming  pool 


that's  built  over  a  sharp  slope  seems  to 
pour  out  its  contents  into  the  deep  val- 
ley below. 

Mallorca,  long-known  as  a  bargain 
destination  for  those  who  couldn't  af- 
ford anything  better,  has  a  lovely  new 
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face.  Over  the  past  six  to  eight  years,  in- 
vestors—betting that  the  island's  abun- 
dant beauty  could  draw  well-heeled  va- 
cationers—seeded a  crop  of  five-star 
resorts,  small  luxury  hotels,  and  top- 
notch  restaurants.  A  flush  of  Northern 


__ 


European  vacation-home  buyers 
also  helped  create  a  more  upscale  ser  ii» 
ice  industry.  With  a     population 
640,000,    Mallorca    now    boasts    J  fa 
Michelin-starred  restaurants  serving  i 
novative  Mediterranean  cuisine. 

Yes,  the  overbuilt  beach  resorts  suj  \ 
as  those  dotting  Alcudia  and  Pollen<  ?fj 
with  their  ugly  concrete  hotels,  si-  a 
draw  hordes  of  discount  tourists.  B 
since  only  5%  of  the  1,400-square  m  I 
island  is  developed,  it's  easy  to  avc  k 
those  spots.  In  1838,  French  auth  I 
George  Sand,  who  sojourned  there  fo) 
year  with  her  composer  compani 
Frederic  Chopin,  wrote  of  Mallorca,  t  S> 
largest  of  the  four  Balearic  Islands:  "II 
as  green  as  Switzerland  under  a  Calab 
an  sky,  with  the  solemn  silence  of  t 
Orient."  In  many  parts  of  the  island,  r  ! 
description  still  fits. 

The  local  government  worked  hard 


to 


Oi 


WILD  SIDE 


Mountainous 
terrain  makes  for 
dramatic  vir'" 


smart  facelift  for  the  port  and  the  his- 
oric  center  of  Palma,  Mallorca's  main  city 
f  300,000  residents,  just  under  half  the 
.land's  population.  The  streets  of  Palma 
re  lined  with  gracious  palms,  chic  bou- 
iques,  and  cafes  that  lend  urban  energy 
nd  style  to  a  once-provincial  city.  Just  15 
.linutes  away,  you're  in  the  countryside. 

CULINARY  HOT  SPOTS 

ERHAPS  THE  BIGGEST  surprise  is  the 
iverish  culinary  competition  under 
iray.  A  growing  number  of  talented  Eu- 
opean  chefs  and  sommeliers  are  gravi- 
ftting  to  Mallorca  to  ply  their  trade, 
fhey're  opening  restaurants  offering  in- 
entive  dishes.  And  despite  the  premi- 
m  food,  the  tab  for  a  tasting  menu,  or 
\egustation  menu,  at  a  one-star  Michelin 
atery  runs  from  21  to  60  euros  ($26- 
75),  just  a  fraction  of  the  cost  of  equal - 
/  fine  establishments  in  major  Euro- 
ean  capitals. 

One  top  address  is  the  Michelin- 
tarred  restaurant  at  Read's  Hotel,  out- 
ide  the  little  town  of  Santa  Maria.  Chef 
larc  Fosh  delights  with  dishes  that  es- 
hew  rich  sauces  and  butter,  cooking  sa- 
ory  meals  only  with  natural  juices  and 
esh  herbs.  His  roasted  duck  with  euca- 
fptus  sauce  and  caramelized  pineapple  is 
running  hit. 

Another  hot  spot  is  the  restaurant  Re- 
jctori  in  the  17th  century  Convent  de  la 
lissio  in  the  old  town  of  Palma.  Refec- 
ari's  interior  looks  like  a  modern  art  mu- 
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seum,  with  black-and-white  decor,  pale 
wood  floors,  and  a  cascading  wall  of  water. 
The  six-course  tasting  menu  varies  week- 
ly and  includes  two  starters,  fish,  meat, 
and  dessert  for  57  euros  (about  $72). 

To  make  sure  you  land  in  the  part  of 
Mallorca  that  suits  you  best,  do  a  bit  of  re- 
search. The  choices  range  from  plush  golf 
resorts  to  hip  urban  lodgings  and  hotels 
perched  on  remote  cliffs.  My  priorities 
were  relaxing,  swimming,  and  cycling,  in 
close  proximity  to  Palma. 

That  helped  me  zero  in  on  Read's,  a 
small  country  hotel  with  indoor  and 
outdoor  pools,  a  long  menu  of  mas- 
sages, and  mountain  bikes  for  touring 
the  countryside.  Vivian  Read,  a  British 
lawyer  who  was  charmed  by 
Mallorca's  natural  beauty 
and  sold  his  law  practice 
to  live  there,  invested  in 
1988  in  the  ruins  of  a 
once-elegant  villa.  It's 
now  a  five-star  hotel 
situated  amid  almond 
groves,  with  22  rooms 
and  inspiring  views  of 
the  Tramuntana  moun 
tains.  The  large,  eclectic 
rooms  and  suites  combine 


IN  PALMA  Chic       contemporary,     Ara- 
cafes  and  bic,   and   Asian    ac- 

boutiques  lend  cents.  A  small  touch  I 
anwten  vibe  appreciated:  Read 
situated  the  parking 
lot  a  good  200  meters  from  the  hotel, 
ensuring  that  the  gracious  villa  and  its 
guests  remain  undisturbed  by  car  en- 
gines and  slamming  doors.  Depending 
on  the  room  and  season,  rates  range 
from  $240  to  $800  a  night. 

Weekend  visitors  might  prefer  a  de- 
signer hotel  on  the  waterfront  on  the  out- 
skirts of  Palma,  such  as  the  Hospes  Mari- 
cel,  which  opened  in  2002.  It  has  29 
rooms,  some  of  which  have  splendid  ter- 
races where  it  would  be  easy  to  pass  two 
relaxing  days  reading  a  good  book.  The 
Maricel  overlooks  the  sea,  although  its 
backside  faces  the  concrete  sprawl  that 
many  dislike  about  Palma.  (If  s  no  worse 
than  many  beach  towns  in  Southern 
France,  Italy,  or  Florida.)  The  Maricel's 
dramatic  pool,  which  looks  as  if  it  drops 
off  into  the  sea,  is  a  highlight,  as  is  the 
beautiful  outdoor  spa.  Individual  therapy 
stalls  are  built  into  the  sea  wall;  treat- 
ments take  place  in  the  open  air  as  waves 
wash  over  the  rocky  cove. 

Who  hasn't  been  let  down  by  a  vaca- 
tion in  a  spot  that  was  supposed  to  be 
idyllic  but  wasn't?  In  18  years  of  vaca- 
tioning in  Europe,  from  St.  Tropez  to 
Portofino  and  beyond,  the  real- 
ity of  commercial  tourism 
too  often  sent  the  fantasy 
crashing.  Being  "dis- 
covered" is  a  fatal  blow 
for  many  resorts.  So 
Mallorca's  reputation 
as  the  last  place  on 
earth  to  go  for  an  ex- 
clusive retreat  may  help 
preserve  the  unspoiled 
parts  of  the  island,  at  least 
for  a  while.  ■ 
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Grilling 


TheToys  of  Summer 

Are  you  ready  to  barbecue?  BY  LARRY  ARMSTRONG 


THE  COOKOUT  SEASON  IS  GETTING 
under  way,  so  we've  corralled  some  of 
the  best  barbecue  gear  around,  acces- 
sories that  will  help  you  perform  at 
your  peak.  Some  of  them  are  new  (get 
a  load  of  this  grill)  while  others  are  tried-and- 
true.  But  they're  all  designed  to  make  backyard 
entertaining  more  enjoyable— or  less  of  a  chore. 


+  REVEO  MARIVAC 
FOOD  TUMBLER 

Vacuum  technology 
in  this  $200 
appliance  cuts  your 
marinating  time  to 
less  than  20  minutes 
instead  of  overnight. 
The  rotating  barrel 
can  handle  up  to 
4  lb.  of  meat. 
freethemeat.org 


<  LANDMANN 
QUADQUE 

Just  20  inches 
square,  this  $300, 
6-foot  tower  packs  in 
1,370  sq.  in.  of  grate 
space.  Or  close  off 
the  top  doors  and  it's 
an  outdoor  fireplace 
for  chilly  evenings. 
Iandmann-usa.com 


►  DANGER  MEN 
COOKING  GEAR 

This  apron,  about 
$20,  is  one  of  a  line 
of  mitts,  potholders, 
shirts,  and  caps 
sporting  a  familiar 
yellow  and  black 
warning  sign.  If 
you're  serious  about 
staking  out  your 
territory,  check  out 
the  police-style 
caution  tape,  $4  for 
a  35-foot  roll. 
dangermencooking.com 


DANGER 

MEN 

cooking! 


▲  SEASONED 
SKEWERS 

Spike  your  kabobs 
with  the  natural  oils 
and  herbs  infused  1 
these  wooden 
skewers.  Six  differei? 
flavors  include  Horn 
Bourbon  and  Thai 
Coconut  Lime. 
A10-packis$8. 
seasonedskewers.ee 


A  ETCH-IT 
PARTY  CUPS 

The  ubiquitous  red  | 
party  cup  with  a 
twist:  These  have  a  | 
waxy  panel  on  the 
side  so  that  you  can 
scratch  in  your  narrr 
(or  a  more  creative  * 
message)  with  your 
fingernail.  Your 
guests  will  never 
misplace  their  drinl 
again.  They're  abou 
$6  for  a  pack  of  32. 
etch-it.com 
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ONLY      FRO  M      CINGULAR:      THE      BLACKBERRY     8700 


take  care  of  business  and 
look  good  doing  it. 


A  superior  voice  and  data  experience  in  a 
sleeker,  more  stylish  form. 

•  Works  on  Cingular's  EDGE,  America's 
largest  high-speed  wireless  data  network 

•  Global  coverage  with  GSM  quad-band 
connectivity 

•  Hands-free  speakerphone 

•  Corporate  and  personal  email  access 

•  Bluetooth®  enabled 


LIMITED  TIME  OFFER! 


5249 


99 


after  2-year  service  agreement  and 
$50  mail-in  rebate  with  BlackBerry® 
data  and  voice  rate  plans  $39.99 
or  higher. 

"-r BlackBerry, 


Call  1-866-4CWS-B2B 


Click  www.cingular.com/blackberry8700c 


Visit  your  nearest  Cingular  store 


X  cingular 

raising  the  barr.iill 


je  not  available  in  all  areas.  Limited-time  offer.  Other  conditions  and  restrictions  apply.  See  contract  and  rate  plan  brochure  for  details.  Up  to  $36  activation  fee  applies.  Equipment  price  and  availability  may  vary  by  market. 
ermination  Fee:  None  if  cancelled  in  first  30  days;  thereafter  $175.  Some  agents  impose  additional  fees.  Sales  tax  calculated  based  on  price  of  unactivated  equipment.  Rebate:  Price  before  $50  mail-in  rebate  is  $299.99.  Allow 
weeks  for  rebate  card.  Rebate  card  not  available  at  all  locations.  Must  be  customer  for  30  consecutive  days.  Must  be  postmarked  by  7/3/06.  Additional  hardware  or  software  may  be  required.  The  BlackBerry  and  RIM  families 
ed  marks,  images,  and  symbols  are  the  exclusive  properties  of  and  trademarks  or  registered  trademarks  of  Research  In  Motion  Limited-used  by  permission.  Offer  ends  June  3, 2006.  RIM  and  Research  In  Motion  are  registered 
I.S.  Patent  and  Trademark  Office  and  may  be  pending  or  registered  in  other  countries.  ©2006  Cingular  Wireless.  All  rights  reserved. 
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4  OZITECH 
SHARPENER 

Forget  showing  off 
with  the  sharpening 
steel.  Unless  you're  a 
pro,  it  will  only  dull 
your  knives.  Get  this 
$30  sharpener 
instead.  It's  compact, 
portable,  and  its 
eight  diamond- 
coated  spring  blades 
will  hone  a  precise 
20-degree  angle 
on  both  sides  of 
the  knife. 
furitechnics.com 


►  PANTHER  VISION 
LIGHTED  CAP 

For  grilling  at  night, 
two  ultra-bright  LEDs 
built  into  the  brim 
can  illuminate  items 
up  to  8  feet  away.  The 
batteries  and  on-off 
switch  are  on  the  rear 
strap.  It's  $17  to  $20. 
Sears  sells  a 
Craftsman  version  for 
$15anda4-LED 
model  for  $20. 
panthervision.com 


BusinessWeek  online 


There  are  mor 
barbecue  accessories  in  the  slide 
show  at  businessweek.com/extras 

BusinessWeek  Weekend  To  see 
how  many  of  these  grill 
gadgets  work,  tune  in  to 
BusinessWeek  Weekend. 
Check  your  local  listings  or  go  to 
businessweekweekend.com 


Autos 


A  Sophisticated 
Speed  Demon 

Mercedes'  new  S550  can  sprint  like  a  muscle  car. 
It  can  also  give  you  a  massage.  BY  thane  PETERSON 


MERCEDES-BENZ  HAS 
a  winner  in  its  new 
S550.  The  S-class 
luxury  sedan,  which 
came  out  earlier  this 
year  as  an  '07 
model,  preserves  the 
traditional  Mercedes  virtues,  such  as  a 
cushy,  ultracomfortable  ride  and  a  spa- 
cious, leather-  and  wood-lined  cabin  in 
which  sound  is  so  muffled  you  may  find 
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yourself  trying  to  start  the  engine  when 
if  s  already  running.  But  the  car  also  has  a 
new  sportiness:  The  standard  32-valve 
382  horsepower  V-8  engine  will  propel 
the  S550  from  0  to  60  in  5.4  seconds. 
Thaf  s  muscle-car  fast. 

The  technology  packed  into  the  new 
S550  is  impressive,  if  a  little  daunting  to 
use.  Shifting  is  done  via  a  stubby  lever  on 
the  steeiing  column.  Tap  it  down  to  set 
the  buttery,  seven-speed  automatic  trans- 


■H 


mission  in  motion.  Tap  it  up  for  reverse 
and  push  a  button  on  the  end  for  park.  ^ 
with  high-end  BMWs  and  Audis,  the  nfl 
igation  system,  the  14-speaker  Harma 
Kardon  surround-sound  system,  and  otlt 
er  functions  are  controlled  by  a  compute 
mouse-like  knob  on  the  center  consol 
which  you  use  to  course  through  menu 
on  a  screen.  If  s  confusing  at  first  but  eati 
to  master  with  a  little  effort,  and  there  a 
buttons  to  override  many  of  the  scree 
commands  if  you  really  get  lost. 

The  S550's  ride  is  exceptionali 
smooth,  largely  because  of  an  electroni 
damping  system  that  easily  absorbs  eve1 
major  potholes.  For  an  extra  $3,900,  yc 
can  add  Active  Body  Control,  whio 
steadies  the  ride  even  more  during  co< 
nering  and  braking.  The  front  seats  ha^ 
bolsters  that  expand  to  snug  you  in  duij 
ing  sharp  turns  and  a  massage  function 
to  work  the  kinks  out  of  your  back  duriri  I 
long  drives. 

There's  even  optional  infrared  night  \ 
sion,  which  displays  an  image  of  the  ros] 
up  to  500  feet  ahead  on  a  screen  that  ai 
pears  where  the  speedometer  normally  \ 
The  resolution  is  good  enough  that  y<v 
can  read  street  signs,  and  Mercedes  sa< 
it  will  cut  through  rain,  snow,  and  for 
About  half  of  all  customers  so  far  are  ta 
ing  the  $1,775  option. 

The  new  model  is  pricey,  even  again 
rivals.  The  S550  starts  at  $86,175  0 
$72,495  for  an  '06  BMW  750i  an 
$68,850  for  an  Audi  A8).  Mercedes  al 
needs  to  demonstrate  that  it  has  solv 
the  quality  problems  that  plagued  t! 
previous  generation  of  the  car.  But  t 
early  line  on  the  new  S550  is  that  it's  w 
better  than  the  model  it  replaced  and 
match  for  any  comparable  luxury  car. 
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I  forever  do. 


KURT  AND  LINDA  RAMBIS  CELEBRATED  THEIR  21ST  ANNIVERSARY  Wl" 


A   DIAMOND   IS   FOREVER 


K   vo  I  N  c     C  o  \i  r  \  N 
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Wines 


Top  Wines  From 
Down  Under 

High-priced  vino  from  Barossa  Valley  stacks  up  with 
the  best  of  the  New  World.  BY  CUFF  EDWARDS 


AUSTRALIA'S  BAROSSA 
Valley  is  a  no-nonsense 
winemaking  area,  inter- 
ested more  in  crafting 
wines  than  in  catering  to 
tourists.  Established  in 
1842  by  English,  Ger- 
man Lutheran,  and  Polish  settlers, 
Barossa  conjures  few  of  the  picture-post- 
card images  of  wine  regions  in  Northern 
California  or  Europe.  Horseflies  are  a  con- 
stant annoyance,  factory-like  storage 
tanks  dominate  the  landscape,  and  visitor 
centers  are  only  recent  additions. 

Out  of  this  remote  countryside  comes 
some  of  the  finest,  highest-priced  vino  in 
the  world,  bottled  by  many  of  the  same 
vintners  that  have  made  $10  Aussie 
wines  so  popular.  The  names  include 
Yalumba,  Penfolds,  Jacob's  Creek,  and 
Wolf  Blass,  now  owned  by  U.S.-based 
Beringer  Blass  Wine  Estates.  Penfolds' 
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For  a  slide  show  on 
great  premium  wines  from  Australia. 
go  to  businessweek.com/extras 


magnificent  $200  Grange  Shiraz,  for  ex- 
ample, with  its  mocha  and  black  currant 
accents  balanced  against  a  spicy  oak  fin- 
ish, holds  up  against  the  best  offerings  of 
New  World  makers. 

Part  of  Australia's  success  can  be  at- 
tributed to  the  vintners'  unorthodox  ap- 
proach to  making  wine.  Their  wines 
achieve  a  consistency  others  don't  be- 
cause they'll  blend  different  types  of 
grapes  from  different  vineyards  and  re- 
gions far  more  than  other  vintners.  The 
Australians  are  also  quick  to  adopt  the 
latest  techniques  mammmmm^mmmmmm__mimmm 
and  technology.  At 
Wolf  Blass,  for  in- 
stance, engineers 
have  developed  a 
computerized 
crane  system  that 
lifts  giant  fer- 
menters  high  overhead  to 
drain  grape  residue,  shaving 
hours  off  the  process  of  manu- 
ally draining  the  wine.  The 
runoff  from  crushed  grapes  is- 
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n't  thrown  out,  but  recycled  and  sole 
wineries  for  making  dessert  wines. 

Australia  takes  great  pride,  of  cou 
in  its  shiraz,  known  as  syrah  most  ev 
where  else.  In  warmer  growing  regit 
such  as  Barossa  Valley,  shiraz  grapes  t 
to  have  a  meaty  structure,  and  the  v 
has  a  relatively  high  alcohol  conten 
16%  to  19%,  vs.  an  average  13%  for  o 
varieties.  In  nearby  McLaren  Vale,  I 
laide  Hills,  and  other  cooler  areas, 
higher  altitudes  produce  a  lighter  sh 
with  hints  of  red  fruit  and  spice. 

SPECIAL  BARRELS 

THE  OCTAVIUS  Old  Vine  Shiraz  f 
Barossa's  family-owned  Yalumba  wi; 
is  among  my  favorites.  It's  one  of  the 
commercially  available  wines  to  be  i 
in  octaves,  90-liter  barrels  that  are  i 
eighth  the  normal  size.  These  octave: 
made  from  Missouri  American  oak  th! 
seasoned  at  Yalumba  for  eight  yean 
fore  use.  By  contrast,  most  barrels  are 
soned  only  for  18  months  to  two  y 
With  the  small  octaves,  The  Octa 
smooth  blackberry,  chocolate, 
licorice  accents  are  not  overpowere 
oak  flavoring. 

Two  bottles  of  the  hard-to-find 
vintage  recently  set  me  back  $180  at 
Jug  Shop,  a  San  Francisco  store  spec 
ing  in  Australian  wines,  but  guests- 
dinner  party  were  bo 
over  by  the  powerful  fL; 
and  intoxicating  comr. , 
ty.  The  1999  and  200C 
tages  are  easier  to  ge 
line  at  places  like  Thi 
Shop  (winecommune. 
or  at  wine-searcher. 
Those  vintages  could ! 
two  or  three  years  of  c 
ing  before  uncorking. 
Another  Austi 
award  winner  is 
Blass's  Platinum  Labe 
raz.  The  $90  botde  i 
surprise  wine  buffs 
cause  it  has  a  screw 
(It's  done  to  prevent 
taint,"  a  musty  odoi 
affects  about  10%  of  c 
wines).  The  wine  deli 
palate  of  chocolate,  p( 
and  plum,  with  a  ci 
acidic  finish— great 
hearty  meat  dish  or  ^ 
chocolate  truffle  dess 
All  told,  if  s  hard 
wrong  choosing  thes 
mium  wines  to  accon  |ii(r 
a  great  meal  or  fi 
evening  by  the  fire.  I 
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For  just  pennies  a  page,  the  versatile 
Xerox  WorkCentre®  Pro  2128  delivers  rich  1200x1200  dpi 
color  prints,  plus  advanced  multi-function  performance. 

Xerox  Color.  It  makes  business  sense. 


remarkable  Xerox  WorkCentre  Pro  2128 
i  you  an  affordable  way  to  add  brilliant  color 
in  impressive  set  of  valuable  features  to  any 
e.  This  advanced  digital  system  can  print, 
,  scan,  e-mail  or  fax  simultaneously,  even 
i  other  jobs  are  running.  It  also  scans  hard 
directly  to  e-mail,  improving  productivity. 
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Print  Copy  Scan   Fax   E-mail 
Xerox  WorkCentre  Pro  2128 


Walk-up  simplicity  means  easy  access  to  razor 
sharp  28  ppm  black-and-white  and  21  ppm  quality 
color  documents.  And  it  consolidates  all  these 
functions  without  compromising  reliability.  To 
learn  more,  see  our  full  line  of  multi-function 
systems,  digital  copiers  and  award-winning  color 
printers.  It  makes  perfect  sense  for  any  business. 


XEROX. 


Technology  |  Document  Management  j  Consulting  Services  | 


x. com/off  ice/24 
J-ASK-XEROX  ext.  24 


=ROX  CORPORATION  All  rights  reserved.  XEROX,' WorkCenire"  and  Xerox  Color.  It  makes  business  sense  are  trademarks  of  XEROX  CORPORATION  in  the  United  States  and/or  other  countries. 


xecuti  ve  Life 


EDITED  BY  MONICA  GAGNIER 
STORAGE 

A  HIGH  RISE 
FOR  BOATS 
AND  BIKES 

BEST  KNOWN  FOR  its  vehicle  rooftop  racks 
and  cargo  boxes,  Yakima  is  taking  its  act 
indoors.  Into  your  garage,  that  is,  where 
its  $250  Ground  Control  promises  to  get 
your  gear  organized  and  off  the  floor. 
The  seven-foot  rack  attaches  to  the  wall 
with  four  screws  and  can  hold  800 
pounds  of  bikes,  boats,  and  boxes.  Add- 
ons range  from  a  simple  $10  four-pack 
of  utility  hooks  to  a  $45  rack  that  holds 
two  bikes  and  an  $80  shelf  that's  built 
for  a  kayak.  Still  not  enough?  Use  an 
extender  kit  to  link  two  racks  together. 

-Larry  Armstrong 


FOOD 


Tasteful  Gifts 


A  GOOD  GUEST  never  shows  up  empty-handed.  With  the  summer  entertaining  seasi 
soon  to  be  in  full  swing,  surprise  your  hosts  with  one  of  these  winners  of  the  Gallo 
Family  Vineyards  Gold  Medal  Awards  that  recognize  outstanding  achievement  in 
artisanal  foods. 

Since  dinner  usually  starts  with  cocktails  and  hors  d'oeuvres,  present  a  box  of 
Yaya's  RAW  Rah  Spicy  Flax  Krackers  with  cumin  and  cayenne  to  spice  up  the  cheefi 
plate.  These  crisp  organic  snacks  are  made  with  flax  and  pumpkin  seeds  and  are  r 
in  fiber  and  vitamins.  Three  4-oz.  boxes  go  for  $18  at  yayasrawrah.com. 

Maine  Lobster  is  one  of  summer's  joys.  You'll  be  amazed  that  the  Hancock 
Pemaquid  Point  Lobster  Pot  Pies  (above),  which  come  frozen  in  reusable  white 
ramekins,  taste  so  good.  Each  puff  pastry  pie  is  chock-full  of  Maine  lobster  chunkl 
a  sherry  broth.  A  box  of  two  7-oz.  pies  costs  $44  at  hancockgourmetlobster.com. 

For  the  taste  of  crisp  green  beans  fresh  from  a  Vermont  garden,  bring  along 
Claire's  Country  Garden  Dilly  Beans  ($9,  clairescountrygarden.com).  They  come 
pickled  in  a  homey  24-oz.  mason  jar  and  pack  a  strong  dill  punch.  Find  the  full  liA 
Gallo  award  winners  at  gallosonoma.com/goldmedal.  -Lauren  Yo 


TIME  OFF 

PHOTOGRAPHY  BUFFS  visiting  San  Francisco  this 

year  will  encounter  many  reminders  that  a 

defining  moment  for  the  city,  the  Great 

Earthquake  of  1906,  took 

place  as  technology  was 

making  the  medium  more 

accessible.  The  disaster 

was  recorded  by  amateurs 

and  Dros  alike.  Check  out 

the  Califon  lia  Historical 

Society's  snow  of  novelist 

Jack  London's  collection  of 

photos,  both  his  own  and 

others' (through  Sept.  30, 


californiahistoricalsociety.org).  The  images, 
including  this  shot  of  a  ruined  City  Hall,  are 
accompanied  by  London's  published  writings 
and  his  wife  Charmian's  terse  diary  entries 

("Mate  and  I  spent  the 
night  in  burning  streets.., 
Terrific  experience.  Napp 
on  a  doorstep  till  dawn.' '' 
The  San  Francisco  Main 
Library's  exhibit  shows  h 
the  quake  was  chronicle- 
in  personal  albums  mad 
by  residents  and  tourists 
(sfpl.org,  through  Aug.  2< 
-Lourdes  Lee  Valeric 
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BW  Video 

Experience  video  on  demand. 
DVR  not  required. 

Watch  newsmakers  and  industry  leaders  discuss  the  topics  that 
interest  you  most.  From  technology  to  executive  lifestyle, 
careers  to  investing,  our  editors  interview  the  experts  who  give 
you  better  perspective  and  richer  understanding  of  recent  events. 


Get  the  latest  videos  now  at 
businessweek.com/mediacenter/ 


Fraud 


'license  to  Steal' 

How  to  protect  the  elderly  from  the  people  they've  chosen  to  trust.  BY  TODDI GUTM  < 


IGHTY-SEVEN-Yl  is 
old  Elizabeth  susj>j? 
ed  something  P 
awry  when  her  r jet 
told  her  she  couijs 
afford  to  move  infiie 
upscale  assisted  lilfo 
facility.  A  few  3 fl* 
before,  she  had  {  »e 
her  son  durable  power  of  attorno  if 
document  granting  him  fiduciary  res-  » 
sibility  to  make  financial  decisions  ox*  v 
behalf  as  long  as  she  is  alive.  Elizi  h 
knew  she  had  the  money,  and  wheu ■•Ti 
questioned  him  about  the  shortapdi 
funds,  he  just  told  her  she  was  wronip 

Elizabeth,  wary  of  her  son's  respn 
told  a  friend  who  contacted  Pennsi''" 
nia's  Adult  Protective  Services  (APffip  1 
investigation  by  the  agency  revealecp; 
her  son  had  transferred  $225,000  san 
her  account  into  his  own.  Fearful  of  A  p 
ating  her  son,  Elizabeth  chose  not  to(|.wl 
ecute.  Luckily,  he  hadn't  spent  the  nrpt  0 
and  could  give  it  back.  Had  Elizabeth  ki 
sen  another  person  to  oversee  the  act.-  iy  p 
it  may  have  prevented  her  son  from  it  ered 
ing  his  trust,  says  Alan  Smith,  direo  loss 
the  local  agency  on  aging  that  invee*  irnei 
ed  the  case.  1  i  as 

Still,  Elizabeth  was  smart  to  act  c  '  of 
suspicions.  (Elizabeth  and  all  othevpn 
tims  in  this  story  are  not  identified  b+  m,re 
real  names.)  Many  elderly  victimsv  terno 
nancial  fraud  do  not.  Ashamed  I1  tore 
trusted  family  member,  friend,  or 
giver    might    be    deceiving    than  of 
worse,  that  they  may  be  deemed  ill  ipo« 
petent  to  manage  their  affairs— thej  Re 
choose  to  keep  these  problems  hidd«  alone 
a  result,  hard  data  documenting  th  fcn 
of  fraud  is  lacking. 

What  is  known  is  that  80,000  su< 
es  were  reported  last  year,  and  mor 
two-thirds  of  the  victims  were  deft 
by  someone  close  to  them.  "Financ  h 
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tion  is  growing  out  of  control  be- 
we  have  an  aging  population,"  says 
d  Costen,  director  of  Temple  Univer- 
hstitute  on  Protective  Services  in  the 
1  of  Social  Administration, 
it's  why  the  issue  has  moved  to  a 
Durner  in  law  enforcement,  govern- 

and  the  banking  industry.  Both 
s  of  Congress  are  considering  ver- 
of  a  comprehensive  bill  called  the 
Justice  Act,  which  funds  public  ed- 
>n,  better  data  collection,  and  train- 
I  law  enforcement  and  elder  care 
isionals  to  combat  the  problem.  A 
ul  of  states  from  Massachusetts  to 
rnia  have  programs  that  work 
y  with  social  service  agencies  and 
to  recognize  fraud  and  report  it. 
>erts  say  individuals  can  act  as  well, 
ating  checks  and  balances  to  better 
t  loved  ones,  and  eventually,  them- 
.  Also,  knowing  the  red  flags  that 
e  hallmarks  of  financial  abuse  can 
D  minimize  the  damage  (table), 
best  to  start  planning  before  a  senior 
tes  unable  to  manage  the  finances, 
nent  in  writing  such  issues  as  who 
ive  durable  power  of  attorney,  who 
'ersee  the  accounting  of  the  finances, 
hat  needs  to  be  done  if  a  problem 

Too  often  these  questions  are  con- 
d  in  times  of  crisis,  and  by  then  it 
e  too  late. 

/ERSIGHT 

S  WHAT  happened  to  Molly,  68, 
ras  admitted  to  a  New  York  hospital 
tar  with  renal  failure.  She  gave  the 
e  power  of  attorney  to  one  of  her 
,  who  proceeded  to  empty  Molly's 
it  of  nearly  $50,000  and  gamble 
he  money  in  Atlantic  City, 
ly  pulled  through  her  illness  and 
ered  the  missing  funds.  She  report- 
loss  to  the  police,  who  investigated 
irned  over  evidence  to  Elizabeth 
\  assistant  district  attorney  in 
\  of  the  Elder  Abuse  Program  in 
htan.  Loewy  prosecuted  the  case 
)n,  requiring  the  errant  sister  to  re- 
e  money.  Cases  like  this  would  have 
b.ore  difficult  to  prosecute  in  the 
The  courts,  which  have  always 
it  of  financial  abuse  involving  a 
p  power  of  attorney  as  a  civil  prob- 
ive  begun  to  look  at  the  issue  as  a 
il  one,"  says  Loewy. 
e  many  financial  frauds  center  on 
wable  power  of  attorney,  it's  critical 
[cument  be  properly  drawn.  By  it- 
is  instrument  requires  no  regulato- 
igal  oversight  or  accounting  of  the 
ig.  That' s  why  elder  fraud  experts 


Is  Grandma  Getting 
Scammed? 


WATCH  FOR  THESE  SIGNS 


»  Banking  activity  that  is  inconsistent 
with  the  senior's  habits,  such  as 
unusually  large  withdrawals  or  ATM  use 

»  Financial  statements  sent  to  an 
unauthorized  address 

»  Checks  written  out  of  their 
numerical  order 

» Signature  that  seems  unusual 
or  suspicious 

»  Abrupt  or  unexplained  change  in 
durable  power  of  attorney 

»  Allegations  of  missing  funds  from  a 
senior's  account 

»  Sudden  increase  in  credit-card  activity 
or  a  flurry  of  bounced  checks 


WHOM  TO  CALL 


National  Adult  Protective  Services 
Assn. 

(NAPSA)  naapsa.org 
(720)565-0906 

National  Center  on  Elder  Abuse 

elderabusecenter.org, 
(202)898-2586 

Health  &  Human  Services  Dept. 
Administration  on  Aging 

aoa.gov 
(202)  619-0724 


call  it  "a  license  to  steal,"  says  Lori  Stiegel, 
associate  staff  director  for  the  Commission 
on  Law  &  Aging  at  the  American  Bar  Assn. 

To  prevent  such  abuse,  hire  a  lawyer  to 
customize  the  document,  recommends 
Loewy.  Make  sure  it  explicitly  states  what 
bills  and  other  financial  transactions  you 
want  the  agent  to  handle.  Some  states  al- 
low agents  to  make  financial  gifts  to 
themselves  without  limit  or  restriction. 
Carefully  review  or  delete  these  clauses. 

Insist  that  the  agent  not  commingle  his 
or  her  own  funds  with  those  of  the  person 
granting  power  of  attorney.  It  makes  it 
easier  to  monitor  the  finances.  Another 
safeguard  is  to  notify  the  bank  of  any 
monthly  bills  to  be  paid  by  the  agent  with 
power  of  attorney.  Have  the  bank  agree  to 
to  alert  another  family  member  if  there  is 
an  attempt  to  withdraw  additional  funds. 


Tellers  at 
the  local 
bank  can 
be  seniors' 
first  line 
of  defense 


Even  a  well-drafted  power  of  attorney 
is  not  foolproof.  To  add  additional  protec- 
tion, assign  a  third-party,  preferably  a 
lawyer  or  other  nonfamily  member,  to  re- 
view all  spending  and  monthly  financial 
statements.  That  oversight  would  have 
gone  a  long  way  to  prevent  the  fraud  in 
the  cases  of  Elizabeth  with  her  son  and 
Molly  with  her  sister. 

It  can  also  help  if  the  problem  is  a  rogue 
broker,  adviser,  or  caregiver.  Ann,  a  home- 
bound  Manhattan  98-year-old,  had  her 
health  aide  move  in  to  help  with  personal 
care  and  eventually  pay  bills,  says  Loewy. 
By  the  time  her  children  noticed  the  aide 
had  been  double-paying  herself,  more 
than  $50,000  had 
been  drained  from 
Ann's  account. 
This  case  is  a  good 
reminder  to  do  a 
background  check 
on  caregivers.  Em- 
ployment agencies 
aren't  required  to 
do  them  on  home 
health  aides.  But 
even  if  your  agency 
does  one,  complete  ^^^^ 
your  own  as  well. 

Finally,  enlist  help  from  the  local  bank. 
Many  seniors  have  ongoing  friendly  rela- 
tionships with  tellers  in  bank  branches. 
"Financial  professionals  are  often  on  the 
front  lines  of  defense  and  are  in  a  unique 
position  to  become  aware  of  suspicious 
activity,"  says  Catherine  Allen,  chief  exec- 
utive of  BITS,  a  nonprofit  financial  service 
industry  consortium  comprising  100  of 
the  largest  financial  institutions  in  the 
U.S.  BITS  recently  developed  a  Fraud  Pro- 
tection Toolkit,  which  trains  tellers  and 
others  to  recognize  potential  frauds. 

For  example,  a  teller  at  a  Pennsylvania 
branch  of  Wachovia  Bank,  which  worked 
with  BITS  to  create  the  toolkit,  noticed 
that  a  known  older  customer  had  come 
into  the  bank  with  a  stranger.  The  senior 
requested  that  the  person  be  granted  a 
durable  power  of  attorney  and  then  asked 
for  a  big  withdrawal.  The  teller  delayed 
the  transaction  and  alerted  the  state's 
APS.  It  turns  out  the  stranger  had  been 
suspected  of  defrauding  several  seniors  in 
the  neighborhood.  Linda  Mill,  senior 
vice-president  of  the  loss  management 
group  at  Wachovia,  says  7  out  of  10  inci- 
dents where  tellers  reported  suspicious 
activity  turned  out  to  be  fraud  cases. 

No  one  likes  to  think  a  family  member, 
friend,  or  caregiver  would  steal  money 
from  them.  But  it  does  happen,  and  it  is 
best  to  plan  ahead  to  guard  against  it.  ■ 
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Debt 


Mom?  Dad? 
I'm  Home! 

Why  are  so  manygrads  returning  to  live  with  their 
parents?  $40  billion  in  loans.  BY  LAUREN  YOUNG 
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KEEP  AN  EYE  OUT  FOR 
more  boomerang  kids, 
the  ones  who  move  back 
in  with  mom  and  dad. 
In  fact,  the  most  recent 
crop  of  college  gradu- 
ates will  be  home  a  lot 
longer  than  their  parents  expect  because 
of  burdensome  student  loans. 

A  soon-to-be  released  study  commis- 
sioned by  AllianceBernstein  Investments 
attempts  to  document  just  how  much  and 
how  long  the  burden  of  college  debt 
weighs  down  grads.  The  survey  of  some 
1,500  21-  to  35-year-old  college  grads, 
sometimes  referred  to  as  Generation 
Broke,  found  this  cohort  owes  an  average 

42%  with  student  loans 
say  working  during  college 
affected  their  grades 

of  $30,000  in  student  loans.  What's 
more,  they  are  delaying  marriage,  kids, 
even  medical  procedures,  to  pay  off  their 
educational  loans.  "Clearly,  the  scope  of 
this  issue  is  much  broader  and  more  far- 
reaching  than  just  college  planning,"  says 
Michael  Conrath,  senior  product  manag- 
er for  529  college  savings  plans  at  Al- 
lianceBernstein Investments. 

The  bottom  line?  Parents  with  debt- 
laden  grads  may  want  to  dig  into  their 
pockets  to  help  their  kids  gain  some  fi- 
nancial footing,  says  Jennifer  DeLong,  Al- 
lianceBernstei  i's  director  of  college  sav- 
ings plans.  And,  more  than  ever,  parents 
with  young  kids  need  to  start  socking 
money  away  for  college  as  soon  as  possi- 
ble. "Unless  parents  today  do  something 
about  it  and  begin  to  save,  we  are  not  go- 
ing to  break  the  cycle,"  DeLong  says. 

Grads  say  parents  should  take  some 
of  the  blame  for  this  mess.  Forty-four 
percent  with  debt  would  give  their  par- 
ents or  guardian  a  "D"  or  "F"  in  their 
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financial  preparations  for  college. 

The  Class  of  2006  faces  an  especially 
frightening  financial  picture.  The  3  million 
students  graduating  from  U.S.  colleges 
and  universities  this  year  carry  more  than 
$40  billion  in  student  loans,  and  interest 
rates  on  federal  loans  are  jumping  two  per- 
centage points  in  July.  That  means  new 
grads  are  going  to  feel  an  even  bigger 
pinch  than  their  predecessors,  such  as  the 
people  profiled  in  "Thirty  &  Broke"  (BW- 
Nov.  14).  They  do  have  a  window  to  secure 
the  lower  rates  if  they  consolidate  their 
loans  with  one  lender  by  June  30  ("Lock- 
ing in  low  rates,"  BW— May  22). 

The  first  step  for  new  grads  is  to  tackle 
credit-card  debt,  since  interest  rates  tend 
to  be  in  the  double  digits.  Those  who 
want  to  play  the  balance-transfer  game— 
the  survey  found  a  $3,000  average  bal- 
ance—can find  a  list  of  credit  cards  with 
low  introductory  interest  rates  at 
bankrate.com. 

Living  with  mom  and  dad,  while  not 
ideal,  will  cut  costs.  Nearly  a  third  of  the 
respondents  to  the  AllianceBernstein 
study  say  they  had  been  "forced  to  move 
back  in  with  parents  or  guardians  or  lived 
with  them  longer  than  they  expected"  be- 
cause of  education-related  debt.  Over  a 
third  of  respondents  with  debt  had  sold 
personal  possessions  to  make  ends  meet, 
vs.  17%  of  respondents  with  no  debt. 
More  than  a  quarter  said  they  had  de- 
layed a  medical  or  dental  procedure. 

That's  a  predicament  Kelly  Reid,  27, 
knows  all  too  well.  After  she  finished 
graduate  school  at  the  London  School  of 
Economics  &  Political  Science,  Reid  sold 
her  car  to  pay  off  loans,  and  she  moved 
back  in  with  her  mother  in  Harrisburg, 
Pa.,  for  eight  months.  She  avoided  going 

43%  of  graduates  with 
college  debt  used  a  credit 
card  to  pay  tuition 


37%  of  those  polled  sa 
education-related  debt 
contributed  to  depressie 


to  the  dentist  for  three  years  becaus* 
couldn't  afford  it. 

Her  advice:  Suck  it  up  and  live 
your  parents  for  as  long  as  it  takes  1 1 
your  financial  house  in  order.  "Yoi> 
not  pathetic,"  says  Reid,  now  a  proj 
manager  at  a  human  rights  group  ii 
Diego.  "I  take  comfort  in  the  fact  th 
my  friends  moved  back  home,  too."" 

Advisers  say  planning  ahead  foi 
lege  is  key  for  parents,  yet  three-i 
ters  of  those  polled  who  have  kid: 
they  haven't  started  saving  for  thein 
children's  college  education.  "B;i 
time  my  kids  go  to  college,  I'll  stsi 
paying  off  my  debt,  plus  takinr 
theirs,"  says  Maddy  Stephens,  25,  a 
licist  in  Los  Angeles  who  grad 
from  Trinity  College  and  Univers' 
Southern  California,  with  more 
$70,000  in  student  loans. 

Even  if  they  make  sacrifices  tc 
costs,  few  respondents  expect  to  p 
their  college  debt  anytime  soon.  Ir 
31%  of  those  paying  off  college  de 
Madonna  will  become  a  grandmotf, 
fore  they  are  debt-free.  Like  the  Mi 
Girl,  they  are  living  in  a  material  wo 
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Welcome  to  the  market's  middle, 

where  established  companies  and  growth 

potential  are  woven  together  as  one. 


It  just  may  be  the  sweet  spot  you've  been  looking  for.  Invest  in  it  with  MidCap  Spiders. 

You've  built  a  portfolio  with  a  solid  blue  chipfoundation. Now  you're  considering  more  diversification 
and  a  different  balance  of  upside  potential  and  risk. 


>  MidCap  Spiders  add  the  entire  S&P  MidCap  400® 
to  any  portfolio.  This  exchange  traded  fund  (ETF) 
represents  all  400  middle  market  stocks  of  the  S&P 
MidCap  400®  in  every  share. These  companies  have 
matured  to  achieve  a  sizeable  $1-4  billion  in  market 
cap.and  meet  rigorous  selection  criteria. While  mid-cap 
securities  are  subject  to  greater  risk  than  large-caps, 
mid-cap  companies  are  less  volatile  than  companies 
in  the  often  uncertain  start-up  phase. 

MidCap  Spiders  can  help  you  build  a  "beyond  the 
blue  chips"  investment  strategy  without  having  to 
pick  individual  stocks  since  every  share  gives  you  all 
the  middle  market  companies  of  the  S&P  MidCap 
400.  Low  fees  make  the  MidCap  SPDRs  cost  efficient, 
too.  Of  course,  when  you  buy  or  sell  MidCap  Spiders, 
the  usual  brokerage  commission  applies. 

Wantto  learn  more?Visit  www.MidCapSPDR.com  and 
see  if  MidCap  Spiders  could  be  a  sweet  addition  to  any 
portfolio. Ticker  symbol  Amex:MDY 


Over  the  last  five  years  MidCap  Spiders  delivered  a  cumulative 
return  of  nearly  80%.  Not  bad  for  a  middleweight. 

And  since  inception,  average  annual  total  returns  have 
been  approximately  15%. 


One 
Year 

Five 
Years 

Ten 
Years 

Since 

Inception 

21.25% 
21.68% 

1243% 
12.46% 

14.08% 
14.10% 

15.16% 
15.11% 

Average  annual 

total  return  of  MDY 
as  of  3/31/06 

Based  on 
NAV 


Total  returns  are  calculated  quarterly  using  the  daily  4-00  p.m.  net  asset 
value  (NAV).  Distributions ,  if  any,  are  assumed  to  be  reinvested  back 
into  the  fund  on  the  pay  date  at  the  NAV  on  that  date.  Performance 
data  quoted  represents  past  performance  and  is  no  guarantee  of  juture 
results.  Current  performance  may  be  lower  or  higher  than  quoted.  The 
investment  return  and  principal  value  of  an  investment  will  fluctuate  so 
that  an  investor's  shares,  when  sold  or  redeemed,  are  subject  to  market 
volatility.  They  may  be  worth  more  or  less  than  their  original  cost.  MDY 
shares  are  bought  and  sold  at  market  price  (not  NAV)  and  are  not 
individually  redeemed  from  the  fund.  Brokerage  commissions  will  reduce 
returns.  To  obtain  most  recent  month-end  performance,  please  call 
l-800'843'2639  or  visit  www.MidCapSPDR.com. 


State  Street 
Global  Advisors 
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MidCap 
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An  investor  should  consider  investment  objectives,  risks,  charges  and  expenses  of  the  investment 
company  carefully  before  investing.  To  obtain  a  prospectus,  which  contains  this  and  other 
American  information,  go  to  wwwMidCapSPDR.com  or  call  1-800-843-2639.  Please  read  the  prospectus 
carefully  before  investing.  Past  performance  is  no  guarantee  of  future  results.  S&.P  MidCap 
400®  and  MidCap  SPDR®  are  trademarks  of  The  McGraw-Hill  Companies,  Inc.,  licensed  for  use  by  State 
Street  Global  Markets,  LLC.  MidCap  SPDRs  are  not  sponsored,  endorsed,  sold  or  promoted  by  Standard  &. 
Poor's  and  S&.P  makes  no  representation  regarding  the  advisability  of  investing  in  MidCap  SPDRs. 
©2006  State  Street  Corporation 

ALPS  Distributors,  Inc.,  a  registered  broker-dealer,  is  distributor  for  the  MidCap  SPDR  Trust,  a  unit  investment  trust 
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Personal  Finance 


Inside  Wall  Street 


BY  MARA  DER  HOVANESIAN 

MORE  BUSINESS  CLIENTS  ARE  MIGRATING  TO  SIGNATURE  BANK. 
CASH-RICH  SIERRA  HEALTH  SERVICES  COULD  LURE  A  SUITOR. 
ANADYS  PHARMACEUTICALS  HAS  A  PROMISING  HEPATITIS  DRUG.. 


STEADY 
PROGRESS 


Signature:  All  Signals  Go 

IT'S  NOT  EASY  to  start  a  commercial  bank  from  scratch. 
But  that's  what  100  staffers,  including  high-level 
managers,  did  when  they  jumped  ship  from  First 
Republic  Bank  five  years  ago.  Signature  Bank  (SBNY), 
launched  in  a  deal  crafted  by  Wall 
Street  luminary  Lewis  Ranieri,  is  on  a 
growth  tear.  It  targets  private 
businesses  that  have  revenues  of  less 
than  $50  million  and  payrolls  of  less 
than  1,000— a  niche  that  rival  banks 
have  neglected.  Since  May,  2001, 
Signature  has  lured  42  teams  of 
bankers  from  rival  banks  and  intends 
to  do  more  hiring  this  year.  This 
poaching  strategy  has  paid  off.  Profits 
rose  39%,  to  $8  million,  in  the  first 
quarter,  while  assets  have  hit  $4.4 

billion  and  deposits  $3.5  billion.  Analyst  Gary  Townsend  of 
Friedman  Billings  Ramsey  recently  upgraded  his  12-month 
target  for  Signature,  which  trades  at  35.85,  from  38  to  44, 
and  thinks  there  may  be  more  upside  as  it  expands  beyond 
New  York.  "They  are  taking  market  share  at  a  pretty  good 
clip  from  everyone  else,  terrorist  attacks  and  recessions  not- 
withstanding," says  Townsend.  "We  don't  know  if  [this  stock 
will]  double  or  quadruple,  but  there's  a  good  future  for 
Signature  that  makes  it  a  good  bet  for  investors."  David  Long 
of  William  Blair  figures  earnings  will  reach  $1.20  a  share  this 
year,  and  $1.56  next,  up  from  86<t  in  2005.  Over  the  next  five 
years  he  expects  earnings  per  share  to  rise  an  average  of  23% 
annually,  compared  with  14%  for  competitors. 


.  STOCK  PRICE  (DOLLARS) 


NOV.  25,  05        MAY  24,  '06 
Data:  Bloomberg  Financial  Markets 


Sierra  Looks  Ripe 
For  the  Picking 


HEALTH  MAINTENANCE  ORGANIZATION  Stocks, 
down  37%  this  year,  are  set  to  become  prime  takeover 
targets.  The  pick  of  the  pack  may  be  Las  Vegas-based 
HMO  administrator  Sierra  Health  Services  (SIE),  says  Ivan 
Feinseth  of  Matrix  USA,  an  independent  research  shop  in  New 
York.  Sierra  has  tons  of  cash  already— $392  million,  or  $7  a 
share— in  addition  to  an  ample  $239  million  a  year  in  free 
cash  flow,  he  says.  "You  have  your  downpayment  in  cash 
flow,"  says  Feinseth,  who  figures  the  40.56  stock  is  worth  at 
least  59.  By  his  back-of-the-envelope  reckoning,  a  buyer  could 
afford  to  pay  a  25%  premium  and  bid  50  a  share,  giving  Sierra 


a  $2.6  billion  price  tag.  The  company 
generates  a  24%  return  on  capital,  the 
highest  of  any  HMO,  and  has  a  lock  on 
the  fast-growing  Southern  Nevada 
market.  Sierra  "will  not  be  a  stand- 
alone public  company  much  longer," 
predicts  Feinseth.  On  May  10,  Peter 
Costa  of  FTN  Midwest  Securities's 
Boston  office  upgraded  the  stock  to 
"buy"  with  a  12-month  target  of  44. 


STOCK  PRICE  (DOLLARS) 


SIERRA  HEALTH 
SERVICES 


NOV.  25. '05        MAY  24, '0 1 
Data:  Bloomberg  Financial  Mark*  I 


Anadys  May  Be  a 
'Two-  or  Three-Bagger' 

ANADYS  PHARMACEUTICALS  (ANDS)  is  not  a  stock  for 
people  who  like  to  sleep  easy.  It  soared  43%  in  the  past  t 
year,  to  a  peak  of  16.60  in  March.  Since  then,  it  has 
slumped  to  9-46— and  is  down  8.4%  so  far  this  year.  Still,  that's 
pretty  respectable  in  a  terrible  year  for  biotechs.  What5 s  more, 
some  analysts  think  Anadys'  drubbing  has  been  overdone,  anc 
they're  betting  on  a  rebound.  By  summer's  end,  they  expect  thi 
San  Diego  company  to  report  favorable  results  from  early  trialsl 
an  oral  drug  for  chronic  hepatitis  C  virus  and  perhaps  other 
diseases  such  as  hepatitis  B.  Anadys  has  a  global  partnership  v 
Novartis  for  the  Swiss  giant  to  develop, 
manufacture,  and  sell  the  drug,  which 
could  make  waves  in  the  $3  billion 
hepatitis  C  market.  "This  is  a  very  good 
company  with  very  good  science,"  says 
Eric  Schmidt  of  Cowen.  "If  those  data  are 
as  good  as  we  hope,  the  stock  might  be  a 
two-  or  three-bagger."  Getting  there  is 
likely  to  be  a  nail-biter.  Schmidt  expects 
more  losses  like  those  in  the  first  quarter, 
when  the  company  bled  $5.8  rnillion  (vs. 
$8.4  million  for  first  quarter  of  2005). 
Soham  Pandya  of  Susquehanna  Finan- 
cial Group  rates  the  stock  a  "buy."  He  argues  that  "earnings  at 
not  material"  because  Anadys  will  "incur  operating  losses  as  i' 
funds  R&D."  It  has  a  strong  pipeline  of  new  drugs,  with  about 
issued  patents  and  92  pending  worldwide 
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-Gene  Marcial  is  on  vaca> 


BusinessWeek 


Gene  Marcial's  Inside  Wall  Street  is  posted 
businessweek.com/investor  at  5  p.m.  EST  on  the  magazine's 
publication  day,  usually  Thursdays. 

Note:  Unless  otherwise  noted,  neither  the  sources  cited  in  Inside  Wall  Street  nor  th  I 
firms  hold  positions  in  the  stocks  under  discussion.  Similarly,  they  have  no  mvestrr 
banking  or  other  financial  relationships  with  them. 
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The  world* s  demand  for  energy  will  neyer  stop  growing. 
Thich  is  why  a  farmer  is  growing  corn. 


And  a  farmer  is  growing  soy. 


And  why  ADM  is  turning  these  crops  into  biofuels. 


The  world's  demand  for  energy  will  never  stop. 


Thich  is  why  ADM  will  not  stop. 


7e're  only  getting  started. 
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Figures  of  the  Week 


STOCKS 


S&P  500 

MAY     NOV.     MAY  MAY  18-24 


COMMENTARY 

Stocks  continued  their  slide,  with 
the  NASDAQ  hitting  a  2006  low 
on  May  23,  before  turning  higher 
the  next  day.  But  even  that  rally 
was  a  fainthearted  one:  Equities 
rose  on  a  decline  in  durable 
goods  orders,  then  dipped  on  a 
jump  in  home  sales.  By  the  end  of 
the  session,  traders  were  split  on 
whether  the  economy  is  heating 
up  or  slowing  down,  the  outlook 
for  stocks  remains  shaky. 

Data:  Bloomberg  Financial  Markets,  Reuters 


MUTUAL  FUNDS 


4-WEEK  TOTAL  RETURN 

WEEK  ENDED  MAY  23 

■  S&P  500  ■  U.S.  DIVERSIFIED  H  ALL  EQUITY 


%        -8         -6  -4-2  0  2 

52-WEEK  TOTAL  RETURN 

WEEK  ENDED  MAY  23 

■  S&P  500  ■  U.S.  DIVERSIFIED  HALL  EQUITY 


3  6  9  12         15         18 

Data:  Standard  &  Poor's 


THE  WEEK  AHEAD 


CONSUMER  CONFIDENCE 

Tuesday,  May.  30, 10  a.m., 
EDT  »  The  Conference  Board's 
May  consumer-confidence  index  is 
expected  to  have  retreated  to 
103.8,  after  hitting  a  nearly  four- 
year  high  of  109.6  in  April.  That's 
the  median  forecast  of  economists 
polled  by  Action  Economics. 
PURCHASING  MANAGERS'  INDEX 
Thursday,  June  1, 10  a.m. 
EDT  »  The  Institute  for  Supply 
Management's  May  factory  activity 


U.S.  MARKETS 

MAY  24 

WEEK 

%  CHANGE 

YEAR  TO     LAST  12 

DATE      MONTHS 

S&P  500 

1258.6 

-0.9 

0.8 

5.4 

Dow  Jones  Industrials 

11,117.3 

-0.8 

3.7 

5.8 

NASDAQ  Composite 

2169.2 

-1.2 

-1.6 

5.2 

S&P  MidCap  400 

752.4 

-2.1 

1.9 

12.9 

S&P  SmallCap  600 

373.1 

-1.7 

6.4 

15.1 

DJ  Wilshire  5000 
SECTORS 

12,661.9 

-1.2 

1.3 

7.5 

BusinessWeek  50* 

719.1 

-1.5 

-3.1 

2.7 

BW  Info  Tech  100** 

373.0 

-1.8 

-2.0 

4.6 

S&P/Citigroup  Growth 

584.6 

-0.7 

-2.0 

1.1 

S&P/Citigroup  Value 

671.9 

-1.1 

3.8 

9.9 

S&P  Energy 

397.1 

-2.0 

6.5 

25.5 

S&P  Financials 

433.9 

-1.0 

1.8 

10.8 

S&P  REIT 

158.7 

-1.7 

3.7 

10.2 

S&P  Transportation 

270.2 

-1.0 

8.2 

22.5 

S&P  Utilities 

156.7 

0.8 

-13 

4.1 

GSTI  Internet 

174.8 

0.1 

-14.8 

6.1 

PSE  Technology 

810.6 

-1.4 

-3.1 

7.5 

GLOBAL  MARKETS  MAY24  week 

S&P  Euro  Plus  (U.S.  Dollar)  1643.1  -1.5 

London  (FT-SE 100)  5587.1  -1.6 

Paris  (CAC  40)  4870.0  -1.0 

Frankfurt  (DAX)  5587.2  -1.2 

Tokyo  (NIKKEI  225)  15,907.2  -2.5 

Hong  Kong  (Hang  Seng)  15,822.6  -4.8 

Toronto  (S&P/TSX  Composite)  11,423.9  -1.9 

Mexico  City  (IPC)  18,805.6  -7.2 


%  CHAC 
YEAR  TO 
DATE 

8.7 
-0.6 

3.3 

3.3 
-1.3 

6.4 

1.3 

5.6 


FUNDAMENTALS  may23  weekago 

S&P  500  Dividend  Yield  1.86%  1.81% 

S&P  500  P/E  Ratio  (Trailing  12  mos.)     17.0  17.5 

S&P  500  P/E  Ratio  (Next  12  mos.)*       14.3  14.7 

First  Call  Earnings  Revision*  -0.43%  -0.18% 


•Mar.  19, 1999=1000     "Feb.  7.  2000=1000 


TECHNICAL  INDICATORS 

S&P  500  200-day  average 
Stocks  above  200-day  average 
Options:  Put/call  ratio 


Insiders:  Vickers  NYSE  Sell/buy  ratio    4.48 


•First' 
MAY  23        WEEKAGO 

1258.0       1257.4  P 

62.0%  II 

0.92  Pi 

5.00  N, 


54.0% 
1.06 


BEST-PERFORMING 
GROUPS 

LAST 

MONTH1)' 

LAST  12 
MONTHS  % 

Automobiles 

11.2 

Agricultural  Products 

100.6 

Broadcasting 

7.5 

Steel 

98.2 

Health-Care  Supplies 

6.2 

Divsfd.  Metals  &  Mining 

86.5 

Brewers 

5.9 

Oil  &  Gas  Equip. 

76.2 

Advertising 

5.6 

Employment  Services 

73.9 

EQUITY  FUND  CATEGORIES 

4-WEEK  TOT AL  RETURN                            %      52-WEEK  TOTAL  RETURN 
LEADERS                                                   LEADERS 

% 

Utilities 

-2.2 

Precious  Metals 

85.4 

Domestic  Hybrid 

-2.3 

Latin  America 

59.3 

International  Hybrid 

-2.3 

Natural  Resources 

44.5 

Financial 

LAGGARDS 

-2.4 

Diversified  Emerg.  Mkts. 

LAGGARDS 

41.9 

Latin  America 

-11.6 

Health 

3.4 

Technology 

-8.8 

Large-cap  Growth 

6.5 

Diversified  Emerg.  Mkts. 

-8.6 

Domestic  Hybrid 

6.7 

Natural  Resources 

-8.1 

Large-cap  Blend 

8.0 

WORST-PERFORMING  W,T 

GROUPS                                M0NTH%                                               1 

Consumer  Electronics       -21.1 

Education  Services 

Home  Entrtnmt.  Software  -19.8 

Automobiles 

Oil  &  Gas  Refining            -17.4 

Internet  Software 

Specialized  Finance           -17.0 

Tires  &  Rubber 

Constr.  Materials              -16.1 

Food  Wholesalers 

INTEREST  RATES 


KEY  RATES                                 may  24 

WEEKAGO    1 

Money  Market  Funds                         4.49% 

4.46% 

90-Day  Treasury  Bills                         4.83 

4.82 

2-Year  Treasury  Notes                        434 

4.95 

10-Year  Treasury  Notes                       5.04 

5.15 

30-Year  Treasury  Bonds                      5.13 

5.27 

30-Year  Fixed  Mortgage  f                     6.55 

6.54 

EQUITY  FUNDS 

4-WEEK  TOTAL  RETURN  % 

LEADERS 

DireXion  Emerg.  Mkts.  Sht.  22.1 
ProFds.USh.  Emerg.  Mkts.  Svc  19.6 
DireXion  Sm.  Cap  Bear  2JXInv.  19.4 
ProFunds  UltSh.  OTC  Inv.    18.2 

LAGGARDS 

DireXion  Emrg.  Mkts.  Bull  2X  -20.7 
American  Heritage  Grth.  -20.0 
ProFds.UKEmrg.  Mkts.  Inv.  -19.6 
DireXion  Sm.  Cap  But  Z5X  Inv.  -17.3 


52-WEEK  TOTAL  RETURN  % 

LEADERS 

U.S.  Global  Invrs.  Gold  131.9 

Midas  128.6 

U.S.  Glbl.  Invs.  Pre.  Mnls.  121.5 

Van  Eck  Invrs.  Gold  A.  101.6 

LAGGARDS 

Ameritor  Investment  -69.2 

American  Heritage  Grth.  -33.3 

ProFds.  USh.  Sm.  Cap  Inv.  -25.5 

DteXJonSm.CapBear25XkK  -24.7 


■fESanxQuc 

BLOOMBERG  MUNI  YIELD  EQUIVALENTS 

Taxable  equivalent  yields  on  AAA-rated, 
tax-exempt  municipal  bonds,  assuming 
a  30%  federal  tax  rate. 


10-YR.  BONO 

30- YR 

General  Obligations 

4.09% 

Taxable  Equivalent 

5.84 

Insured  Revenue  Bonds 

4.21 

Taxable  Equivalent 

6.01 

index  most  likely  followed  the  path 
of  early  regional  factory  activity 
indexes  and  moderated  to  56%. 
The  April  reading  was  57.3%. 
CONSTRUCTION  SPENDING 
Thursday,  June  1, 10  a.m. 
EDT  »  Building  outlays  probably 
inched  up  by  0.1%  during  April, 
after  a  surprisingly  stout  0.9% 
increase  in  March.  The  recent 
easing  in  some  home-building  data 
will  put  the  focus  of  this  report  on 
residential  outlays. 


EMPLOYMENT  Friday,  June  2, 
8:30  a.m.  EDT  »Nonfarm 
payrolls  are  forecast  to  have  risen 
by  180,000  workers  in  May,  after  a 
smaller-than-expected  gain  of 
138,000  jobs  in  April.  The  jobless 
rate  probably  held  at  4.7%.  Hourly 
earnings  most  likely  grew  0.2%. 
FACTORY  INVENTORIES  Friday, 
June  2, 10  a.m.  EDT  » 
Manufacturing  inventories  most 
likely  rose  0.5%  during  April.  In 
March  inventories  jumped  0.7%. 


The  BusinessWeek  productior 
climbed  to  275.5  for  the  week 
May  13,  up  14.3%  from  the  pr 
year.  Before  calculation  of  the 
week  moving  average,  the 
improved  to  277.2. 
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For  the  BW50,  more  investn 
data,  and  the  components 
of  the  production  index  visit 

www.businessweek.com/extras 
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Would  you 

i  ke  to  see 
today's  low 
carbon  menu? 


Biofuels  Turns  out  vegetables  are  good  for 
the  environment,  too.  Biofuels  like  ethanol  are 
derived  from  corn  and  other  crops.  In  2005,  BP 
fuels  contained  more  than  575  million  gallons 
of  biofuels  in  the  U.S.,  eliminating  about  one 
million  tons  of  carbon  dioxide.  Today,  they're 
available  in  more  than  20  states  in  the  U.S. 


Natural  Gas  Natural  gas  is  the  cleanest 
burning  fossil  fuel,  emitting  nearly  30% 
less  carbon  dioxide  than  oil  and  45%  less 
than  coal.  In  2005,  we  invested  $1.5  billion 
to  increase  natural  gas  supplies  in  the 
U.S.  Today,  natural  gas  makes  up  about 
40%  of  BP's  energy  portfolio. 


Alternative  Energy  Over  40%  of  all  carbon 
emissions  come  from  the  power  sector.  So  we 
launched  BP  Alternative  Energy,  an  initiative 
that  expands  our  solar,  wind,  hydrogen,  and 
natural  gas  activities  to  provide  low  carbon 
electricity.  We  estimate  by  2015  it  will  eliminate 
24  million  metric  tons  a  year  of  carbon  dioxide. 

©  2006  BP  p  I  c 


beyond  petroleum8 


bp.com 


Ifs  about  money. 

Earning  it 

Investing  it. 

Spending  it. 


Check  out  this  weekend's 
show  May  27  and  28: 

Hot  Growth  Companies: 

A  look  at  BusinessWeek's  annual 
ranking  of  the  100  fastest- 
growing  small  companies. 

Decorating  for  Less:  How  to 

make  the  most  of  what  you 
have  and  spruce  up  your  home. 

Grill  Gadgets:  Add  sizzle 
to  your  summer  with  the  latest 
accessories,  from  seasoned 
skewers  to  marinade  tumblers. 

Destination  CEO:  Ed  Liddy 
of  Allstate  on  how  the  company 
earned  $1.5  billion  last 
year  despite  $3  billion  in 
storm  claims. 


BusinessWeek  weekend 


Airs  Saturday/Sunday  nationwide. 

Check  your  local  listings 

or  view  segments  at 

www.businessweekweekend.com 


Company  Index 

This  index  gives  the  starting  page  for  a  story  or  feature  with  a 
significant  reference  to  a  company.  Most  subsidiaries  are  indexed  under 
their  own  names.  Companies  listed  only  in  tables  are  not  included. 
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Abercrombie&  Fitch  (ANF) 
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Accenture(ACN)108 
Adams  Media  56 
ADM  (ADM)  136 
AllianceBernstein  126 
Amazon  (AMZN)  42 
AMD  (AMD)  24, 98 
Anadys(ANDS)128 
ANSYS(ANSS)54 
Apple(AAPL)14,56 
aQuantive(AQNT)48 
Arcelor  24 
AS&E  (ASEI)  58 
AT&T(T)U 
Audi  118 
Avondale  Partners  36 
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Banc  of  America  (BAC)  64 
BBDO  Worldwide  98 
Bear  Stearns  (BSC)  54, 76 
Bed  Bath  &  Beyond  (BBBY) 

76 
Berkshire  Hathaway  (BRK) 

26 

Blackstone  Group  24 
Blockbuster  (BBI)  56 
BMW  118 
Boeing  (BA)  30 
bon  prix42 

Build-a-Bear(BBW)48 
Burger  King  82 
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Canal+(V)20 
Carlyle  Group  24 
Cathay  Organization  46 
Central  European 

Distribution  54 
Cessna  Aircraft  (TXT)  26 
Champion  (CHB)  36 
Chevron  (CVX)  12 
Chico'sFAS(CHS)48 
China  Mobile  (CHL)  24 
Christie's  40 
Cisco(CSC0)18,48 
Citigroup  (C)  98 
Citrix  Systems  (CTXS)  26 
Clayton  Homes  (BRK)  36 
Clear0ne(CLR0)18 
Coldwater  Creek  (CWTR)  48 
Comcast  (CMCSA)  56, 82 
Corporate  Executive  Board 

(EXBD)54 
Cowen  128 
Crate  &  Barrel  42 
Credit  Suisse  (CSR)  11, 76 
Crum&Forster92 
CVS  (CVS)  76 
DayJet26 
Deckers  (DECK)  14 
Dell  (DELL)  24 
Delphi  (DPHIQ)  94 


Deutsche  Bank  (DB)  96 
Dick's  Sporting  Goods 
(DKS)64 
DirecTV  (DTV)  20 
Doblin  Group  98 


eBay  (EBAY)  42 
Eclipse  Aviation  26 
EchoStar  (DISH)  82 
Eddie  Bauer  42 
Electronic  Arts  (ERTS)  46 
Endo(ENDP)48 
Eng  Wan  Organization  46 
ESPN(DIS)87 
Ethnographic  Insight  98 
Evaluation  Associates  96 
Evian  14 
ExxonMobil  (XON)  63 


Fairfax  Financial  (FFH)  92 
Fannie  Mae  (FNM)U,  24 
FBR(FBR)128 
First  Republic  (FRC)  128 
Fitch  Ratings  87, 94 
5WPublic  Relations  14 
Fleetwood  (FLE)  36 
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Forrester  (FORR)  108 
Fox  (NWS)  20 
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Gallol22 
Gallup  Poll  112 
GCI26 

GE(GE)12,98 
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GM(GM)11,94 
Google  (GOOG)  56 
GreenFuel  Technologies  81 
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Harman  Kardon  118 
Harris  Interactive  138 
Hearst  87 
HemCon  79 
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H.J.  Heinz  (HNZ)  24 
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Hot  Topic  (HOTT)  54 
Hovnanian(HOV)36 
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lnfosys(INFY)40,108 
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iVillage87 
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KeyBanc  Capital  (KEY)  94 
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Ladenburg  Thalmann  (LTS) 

58 

Lens  Express  57 
Liberum  Research  11 
Lifetime  Brands  (LCUT)  48 
Lifetime  Networks  87 
Lockheed  (LMT)  30 
Marriott  (MAR)  98 
Matrix  USA  (MUSA)  36, 128 
McGraw-Hill  (MHP)  87 
Mercedes  (DCX)  26,  U8, 
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Merck  (MRK)  57 
MilbergWeiss24,32 
Millicom(MICC)24 
Miramax  56 
Mittal  Steel  24 
Moody's  (MCO)  24, 48 
Moors  &  Cabot  108 
Morgan  Keegan  92 
Morgan  Stanley  (MS)  134 
Motorola  (MOT)  14, 98 
Movie  Gallery  56 
MphasiSBFL40 
MySpace.com  (NWS)  112 
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Navarre  (NAVR)  54 

NBC  Universal  82, 87 

NDS(NWS)20 

Netflix(NFLX)56 

NetJets26 

News  Corp.  (NWS)  20 

Nike(NKE)48,64 

Northbridge  Financial  92 

Novartis(NVS)57,128 

NutriSystem(NTRI)48 

NYSE(NYX)24 
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0ppenheimer96 
0sian40 
Otto  Group  42 
Overstock.com  (OSTK)  92 
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Palomar(PMTI)48 
P&G(PG)82,98 
Penguin  Group  U 
Peter  Cundill  92 
PetMed(PETS)57 
Pfizer  (PFE)  57 
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ADVERTISEMENT 


Mobile 

Get  more  from  life" 


Take  care  of  work  and  life  with  the  new  T-Mobile  SDA. 

With  Microsoft  Office  Outlook®  Mobile,  this  compact  phone  gives  you 
easy  access  to  your  e-mail,  calendar  and  contacts.  Get  unlimited  e-mail, 
Internet  and  T-Mobile  HotSpot®  service  starting  at  $29.99/month  on 
our  powerful,  nationwide  data  network. 

Find  out  more  at  www.t-mobile.com  or  call  1.800.TMOBILE. 


ail  about  you. 

quality  of  a  network  solution 

0  longer  tied  to  the  size  of  a 
pany.  Cisco  solutions  for  small  to 
ium  businesses  can  help  you  tap 
full  potential  of  the  network. 

1  out  more  at  www.cisco.com/youinc 


business,  powered  by 


Cisco  Systems 
Urn, 


We  see  what  you  see. 

A  Fortune  500  company  and  a 
member  of  Standard  &  Poor's 
500  Index,  CIT  is  a  leading 
commercial  and  consumer  finance 
company,  providing  clients  with 
financing  and  leasing  products 
and  advisory  services. 

To  learn  more  visit  www.cit.com 
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Revved! 

Imagine  a  new  kind  of  business 
model:  one  where  caring  for  people 
is  your  capital  investment  and  the 
returns  redefine  your  bottom  line. 
Rev  up  your  workplace  and  achieve 
amazing  results! 

Find  out  more  at  www.rewedbook.com 
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Professional 


Business    Software   Alliance: 


Promoting  a  safe  and  legal  digital  world. 

As  the  voice  of  the  world's  commercial  software  industry 
and  its  hardware  partners,  BSA  education  programs 
promote  copyright  protection,  cyber  security,  trade  and 
e-commerce.  To  read  the  results  of  a  new  study  about 
illegal  file-sharing  in  the  workplace,  conducted  by 
BusinessWeek  Research  Services,  visit  www.bsa.org  and 
www.definetheline.com 
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KNOW  WHEN  ITSM  STEALING 


}ur  guide  to  our  advertisers'  upcoming  events,  products,  and  services. 


IdeasBooks 

Placing  Your  Bets 
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THE  POKER  FACE  OF  WALL  STREET 

By  Aaron  Brown;  Wiley;  350pp;  $27.95 


In  their  marketing,  financial  firms  go  to 
great  lengths  to  distinguish  investing 
from  gambling.  But  Aaron  Brown,  an 
executive  director  in  risk  management  at 
Morgan  Stanley,  argues  persuasively  in 
his  gleefully  subversive  The  Poker  Face  of 
Wall  Street  that  the  distinction  is  false. 
This  poker-playing  iconoclast  says 

finance  would  be  a  poor,  tepid,  and  ineffectual 
thing  without  the  vitality  imparted  by  the  gam- 
bling instinct.  Traders  play  a  minor  role  in  eco- 
nomics textbooks,  but  Brown  sees  their  risk- 
taking— essentially,  gambling— as  the  engine 
of  capitalism.  "With  good  traders,"  he  writes, 
"you  can  form  and  allocate  capital  without  a 
building  or  regulations  or  centralized  informa- 
tion." Without  good  traders,  financial  institu- 
tions "are  no  more  efficient  than  government- 
run  programs." 

Brown  knows  whereof  he  speaks.  He  is  a 
respected  Wall  Street  risk  manager  and 
former  trader  with  degrees  in  applied  math 
from  Harvard  University  and  finance  from  the 
University  of  Chicago.  He  writes  a  column  for 
Wilmott,  a  leading  quantitative  finance 
journal.  He  began  playing  poker  at  age  7  ("for 
edible  stakes")  and  has  bluffed  everyone  from 
Bill  Gates  and  author  Scott  Turow  to  Nobel  prize-winning 
economists  and  tournament  pros. 

The  Poker  Face  of  Wall  Street  is  a  sprawling,  idiosyncratic, 
and  sometimes  poker-obsessed  book  filled  with  nuggets  about 
American  history  and  finance,  from  poker  in  gold-mining 
camps  to  the  deeds  of  picaresque  Scottish  adventurer  John 
Law,  who  used  card  games  to  grease  the  wheels  of  commerce 
in  France's  Louisiana  Territory.  The  book's  thesis  is  that  the 
gambling  impulse  is  not  only  inextinguishable  but  positively 
good  for  the  economy.  In  poker's  19th  century  heyday,  says 
Brown,  the  game  served  as  a  means  of  what  economists  call 
"capital  formation"  for  frontiersmen  who  were  cut  off  from 
the  banks  back  East.  Winners  in  long-running  games  would 
emerge  with  a  stake  big  enough  to  do  something  useful,  like 
build  a  bridge,  while  those  who  lost  were  forced  to  get  off 
their  butts  and  make  more  money. 

The  gambling  urge  also  powered  the  agricultural  futures 
exchanges.  A  rich  futures  trader  might  build  a  grain  elevator 
or  rail  line  to  influence  commodity  prices  and  boost  the 
profitability  of  a  market  bet.  This,  he  says,  is  how  the  West 
was  really  won.  "This  system  is  brutal  and  unfair,  ruthless 
and  irrational,  but  it  works  with  matchless  efficiency,"  writes 


Brown.  "To  a  financially  trained  poker  player,  if  s  the  mos 
beautiful  organization  in  history.  This— rather  than  anyth 
that  happened  in  New  York  or  Washington— is  the  source 
the  American  economic  miracle." 

Long  hours  at  the  poker  table  have  given  Brown  a  uniq 
not  to  say  jaded,  perspective  on  the  hallowed  institutions 
modern  finance.  Accepted  economic  theory,  for  example, .« 
that  life  insurance  exists  to  minimize  the  financial  risk  of 
premature  death.  But  Brown  argues  that  a  life  insurance 
policy  is  more  like  a  lottery  ticket  that  beneficiaries  buy  in 
hopes  of  a  windfall.  Otherwise,  he  says,  how  do  you  expla 
why  life  insurance  policies  are  bought  by  the  middle-agec 
instead  of  by  the  young,  whose  families  mos 
need  the  protection?  Likewise,  he  argues  ths 
stock  market  is  organized  for  gamblers.  If  nc 
asks  Brown,  why  would  the  markets  be  set  m 
for  massive  minute-by-minute  trading  when 
same  economic  function  could  be  accomplis 
by  a  once-a-day  matching  of  buy  and  sell  on 
Or  take  the  Federal  Reserve,  which  he 
irreverentiy  compares  to  a  card  dealer  who  i 
being  watched  like  a  hawk  by  players  in  a  cai 
"The  fanatic  secrecy  and  delicacy  associated 
with  Fed  decisions  remind  me  more  of  garni 
ensuring  a  fair  shuffle  than  scientists  reachi 
open  consensus  about  how  to  tune  a  precisii  i 
machine,"  he  writes. 

Brown's  arguments  aren't  always  easy  to 
1  I  1  1     follow,  partly  because  the  author  strives  for : 
breezy  style  even  when  dealiir 
with  complex  material.  For 
instance,  it  took  me  a  while  t< 
grasp  the  mathematical  link 
between  bookmaking  on  a 
Yankees-Braves  World  Series 
and  the  pricing  of  stock  optic 
Also,  there's  a  ton  of  poker  ac  I 
He  devotes  six  pages  to  a  sinj: 
hand  of  five-card  draw.  But  it 
all  forgivable.  After  all, 
if  s  Brown's  quirkiness  that 
makes  this  book  special. 

Economists,  who  generally 
admonish  people  to  avoid 
incalculable  risks,  may  not  like  The  Poker  Face  of  Wall  Str 
Brown  says  "their  fundamental  theory  is  wrong."  The  re; 
world,  he  says,  is  brimming  with  incalculable  risks.  He  pi 
mathematician  Fischer  Black's  vision  of  the  world  as  bur 
of  options— i.e.,  opportunities.  "If  you  win,  great.  If  you  1< 
pick  up  the  next  option.  Thaf  s  gambling,"  Brown  conclu 
"and  if  s  not  a  problem."  In  poker  terms:  Fold  often,  rais< 
often,  bluff  on  weak  hands.  Play  loose.  II 

-By  Pete 
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The  markets 
-and  Fed 
secrecy- 
encourage 
gambling. 
And  that  s  a 
good  thing 
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HARDCOVER  BUSINESS  BOOKS 


THE  WORLD  IS  FLAT  Thomas  L.  Friedman  (Farrar,  Straus  & 
Giroux  •  $27.50)  Globalization  is  great-sort  of,  says  a 
columnist  from  The  New  York  Times. 


1       12 


RULE  #  1  Phil  Town  (Crown  •  $25)  Think  like  a  business  owner       4        2 
and  target  your  investments  accordingly. 

FREAKONOMICS  Steven  D.  Levitt,  Stephen  J.  Dubner  (Morrow  •       2       13 
$25.95)  Crack  gangs,  the  Ku  Klux  Klan,  and  more,  examined 
by  a  University  of  Chicago  economist. 

BLINK  Malcolm  Gladwell  (Little,  Brown  •  $25.95)  Why  snap  3       16 

judgments  deserve  careful  consideration,  by  a  writer  for  The 
New  Yorker. 

JIM  CRAMER'S  REAL  MONEY  James  J.  Cramer  (Simon  &  5       13 

Schuster  •  $26)  Trading  tips  from  CNBC's  wild  man. 

THE  LITTLE  RED  BOOK  OF  SALES  ANSWERS  Jeffrey  Gitomer  11         2 

(Prentice  Hall-  $19.99)  "Fatal  flaws"  of  selling  and  more. 

!THELITTLEREDBOOKOFSELLINGJeffreyGitomer(Bard  Press        8       20 
•  $19.95)  Why  people  buy. 

THE  LITTLE  BOOK  THAT  BEATS  THE  MARKET  Joel  Greenblatt  7         5 

(Wiley  •  $19.95)  The  basics  of  "value  investing"by  a  Wall 
Street  veteran. 

THE  AUTOMATIC  MILLIONAIRE  HOMEOWNER  David  Bach  6         2 

(Broadway  •  $19.95)  Building  a  real  estate  fortune. 

SECRETS  OF  THE  MILLIONAIRE  MIND  THarvEkei  12         13 

(HarperBusiness  •  $19.95)  How  to  shape  your  financial 
destiny,  by  a  Vancouver-based  entrepreneur. 

THE  NUMBER  Lee  Eisenberg  (Free  Press  •  $26)  A  meditation         9        4 
on  retirement  and  second  acts. 

BLUE  OCEAN  STRATEGY  W.  Chan  Kim,  Renee  Mauborgne  -        3 

(Harvard  Business  School*  $29.95)  Avoiding  business'  shark- 
infested  waters. 


THE  ONE  MINUTE  MANAGER  Kenneth  Blanchard,  PhD,  Spencer      - 
Johnson,  M.D.  (Morrow  •  $19.95)  Three  management 
techniques,  conveyed  in  brief  story  form. 

THE  360  DEGREE  LEADER  John  C.  Maxwell  (Nelson  Business  •       13 
$24.99)  How  you  can  exercise  influence  from  the  middle  of  an 
organization. 

WORKING  WITH  YOU  IS  KILLING  ME  Katherine  Crowley,  Kathi 
Elster  (Warner  Business-  $22.95)  Overcoming  those  annoying 
colleagues. 


12 


PAPERBACK  BUSINESS  BOOKS 


1  GOOD  TO  GREAT  AND  THE  SOCIAL  SECTORS  Jim  Collins 
(Collins  •  $11.95)  How  noncorporate  organizations 
can  excel. 

2  COLLAPSE  Jared  Diamond  (Penguin  •  $17)  From  Easter 
Island  to  Central  America,  why  civilizations  fall  apart. 

3  THE  AUTOMATIC  MILLIONAIRE  David  Bach  (Broadway  • 
$12.95)  How  you  can  put  your  investment  program 
on  autopilot. 


4  WHAT  COLOR  is  YOUR  PARACHUTE?  Richard  Nelson  Bolles 
(Ten  Speed  Press  ■  $17.95)  The  2006  edition  of  the  enduring 
job-search  bible. 

5  FIND  IT,  FIX  IT,  FLIP  IT!  Michael  Corbett  (Penguin  •  $15)  Profiting 
from  real  estate,  by  a  television-show  host. 

6  CRUCIAL  CONVERSATIONS  Kerry  Patterson,  Joseph  Grenny,  Ron 
McMillan,  Al  Switzler  (McGraw-Hill  •  $16.95)Ta//c  that  counts. 

7J.K.  LASSER'S  YOUR  INCOME  TAX  2006  The  J.K.  Lasser  Institute 
(Wiley  -$16.95)  Time's  up! 
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A  GUIDE  TO  THE  PROJECT  MANAGEMENT  BODY  OF  KNOWLEDGE 

Project  Management  Institute  (PMI  Publications  •  $49.95) 
Delivering  results. 

9  THE  8TH  HABIT  Stephen  R.  Covey  (Free  Press  •  $15) 
Leadership  in  the  new  workplace. 

<*  ax  THINK  AND  GROW  RICH  Napoleon  Hill  (Ballantine  •  $7.99) 

JL LI  Willpower  and  a  positive  attitude  are  the  keys  to  achieving 
wealth. 

UTHE  ERNST  &  YOUNG  TAX  GUIDE  2006  Ernst  &  Young,  LLP  (CDS 
Books  •  $16.95)  Don't  lose  those  receipts! 

■*  r%  FOOLED  BY  RANDOMNESS  Nassim  Nicholas  Taleb  (Random 
X.JL  House  •  $14.95)  Luck,  risk,  and  probability  in  the  financial 
markets. 

MILLIONAIRE  REAL  ESTATE  AGENT  Gary  Keller  with  Dave  Jenks 
and  Jay  Papasan  (McGraw-Hill-  $19.95)  Models  that  can 
make  a  real  estate  career  soar. 
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irf  Sharon  L.  Lechter,  CPA  (Warner  •  $16.95)  Starting  your  own 
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business. 

PAY  IT  DOWN!  Jean  Chatzky  (Penguin  •  $12.95)  The 
Today  show's  financial  editor  tells  how  you  can  reduce 
your  debts. 
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TO  GREAT  Jim  Collins  (HarperBusiness  •  $27.50) 

VE  DYSFUNCTIONS  OF  A  TEAM  Patrick  Lencioni 
/-Bass  •  $22.95) 

KWED  MY  CHEESE?  Spencer  Johnson  (Putnam  •  $19.95) 

Stephen  C.  Lundin,  Harry  Paul,  John  Christensen 
ion  •  $19.95) 

MSCOVER  YOUR  STRENGTHS  Marcus  Buckingham, 
I  O.Clifton  (Free  Press -$27) 


PAPERBACK  BUSINESS  BOOKS 

RICH  DAD,  POOR  DAD  Robert  T  Kiyosaki  with  Sharon  L. 

Lechter  (Warner -$16.95) 

THE  TIPPING  POINT  Malcolm  Gladwell  (Back  Bay  •  $14.95) 

GETTING  THINGS  DONE  David  Allen  (Penguin  •  $15) 

THE  7  HABITS  OF  HIGHLY  EFFECTIVE  PEOPLE  Stephen  R. 
Covey  (Free  Press -$15) 

THE  E-MYTH  REVISITED  Michael  E.  Gerber  (HarperBusiness  •  $16) 

GETTING  TO  YES  Roger  Fisher,  William  Ury,  Bruce  Patton 
(Penguin  •  $15) 


RICH  DAD'S  CASHFLOW  QUADRANT  Robert  T.  Kiyosaki  with 
Sharon  L.  Lechter  (Warner  •  $17.95) 

SMART  WOMEN  FINISH  RICH  David  Bach  (Broadway  •  $14.95) 

RICH  DAD'S  GUIDE  TO  INVESTING  Robert  T  Kiyosaki  with  Sharon 
L  Lechter,  C.RA.  (Warner- $1935) 

THE  MILLIONAIRE  NEXT  DOOR  Thomas  J.  Stanley,  William  D. 
Danko  (Pocket  Books- $15) 

SMART  COUPLES  FINISH  RICH  David  Bach  (Broadway  •  $1435) 

THE  48  LAWS  OF  POWER  Robert  Greene  (Penguin  •  $18) 

HOME  BUYING  FOR  DUMMES  Eric  Tyson,  Ray  Brown  (Wiley  •  $2139) 


essWeek's  Best-Seller  List  is  based  on  a  survey  of  chain  and  independent  booksellers  that  carry  a  broad  selection  of  books  on  economics,  management, 
and  marketing,  small  business,  investing,  personal  finance,  and  careers.  Well  over  1,000  retail  outlets  nationwide  are  represented.  Current  rankings  are  based 
/eighted  analysis  of  unit  sales  in  April. 
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IdeasOutside  Shot 


BY  BEN  LIEBERMAN 


Let  the  Ethanol  Imports  Flow 

The  federal  government  has  done  much  to  boost  the  U.S.  ethanol  industi 
and  is  largely  responsible  for  the  growing  use  of  this  costly  fuel  additive. 
Now,  Congress  should  do  something  for  America's  drivers  by  ending  tari 
that  limit  imports  of  cheaper  ethanol  that  could  help  lower  pump  prices. 
Even  by  the  standards  of  special-interest- driven  Washington,  the  ethanoi 


industry  gets  an  unusually  sweet  deal.  Each  gallon  of  U.S. 
ethanol  that  is  blended  with  gasoline  receives  a  51<t  tax  credit, 
along  with  other  tax  code  inducements.  Even  with  these  tax 
breaks,  domestic  ethanol,  mostiy  made  from  Midwestern 
corn,  remains  more  expensive  than  gasoline. 

The  ethanol  industry  also  enjoys  protectionist  tariffs  that 
keep  it  from  having  to  compete  with  foreign  providers. 
Foreign  ethanol  is  subject  to  a  54<t-per-gallon  tariff  and  a 
2.5%  duty.  This  discourages  imports,  such  as  potentially 
cheaper  sugar-cane-based  ethanol  from  Brazil  and  other 
countries  that  could  undercut  domestic  producers. 

Tilting  the  playing  field  even  further,  the  energy  bill  passed 
last  year  actually  requires  4  billion  gallons  of 
this  fuel  additive  to  be  blended  into  the  U.S. 
gasoline  supply  this  year,  and  that  will  increase 
to  7.5  billion  gallons  by  2012.  The  mandate  has 
contributed  to  rising  gasoline  prices  this  year. 
Both  the  costs  of  ethanol  itself  (even  with  the  tax 
credits)  and  the  logistical  difficulties  of 
incorporating  it  into  the  fuel  supply  have  proved 
greater  than  expected.  And  the  mandate  is  sure 
to  continue  to  pose  challenges  during  the  high- 
demand  summer  months  ahead. 

Therefore,  Congress  should  help  drivers  by 
either  temporarily  or  permanently  repealing  the 
tariff  and  allowing  free  trade  in  ethanol. 
Temporary  repeal,  as  proposed  in  separate 
Senate  and  House  bills,  would  help  alleviate  the 
current  impact  of  the  ethanol  mandate  on  prices.  Permanent 
repeal  would  diversify  sources  of  supply  and  reduce  the 
mandate's  cost  for  years. 

In  true  Washington  style,  there  is  a  small  and  convoluted 
exception  to  the  tariffs.  Ethanol  produced  or  processed  in 
certain  Caribbean  and  Central  American  nations  enters  the 
U.S.  duty-  and  tariff-free.  But  the  exempted  amount  cannot 
exceed  7%  of  total  domestic  use.  In  theory,  Brazilian  ethanol 
could  qualify  up  to  that  limit,  but  only  if  it  is  first  sent  to  a 
preferred  nation  for  processing  before  coming  to  America.  So 
far,  the  7%  import  cap  hasn't  been  reached.  One  reason:  The 

Views  expressed  in  Outside  Shot  are  solely  those  of  contributors. 
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Congress 
should  do 
drivers  a 
favor  and 
end  tariffs 
and  other 
roadblocks 


extra  cost  of  diverting  Brazilian  or  other  supplies  to  these 
favored  nations  discourages  full  use  of  the  tariff  exemptic 
Instead  of  creating  legal  hoops  for  other  countries  to  ji 
through,  U.S.  lawmakers  should  allow  foreign  ethanol  im 
the  country  without  penalties  or  special  requirements.  O 
time,  this  would  spur  increased  global  production.  Both 
exporting  and  importing  nations  would  benefit  through 
increased  trade  and  lower  prices.  While  permanent  repea 
better,  even  a  temporary  suspension  would  bring  some  re 
Needless  to  say,  agribusiness  giant  Archer  Daniels  Midi! 
and  the  rest  of  the  ethanol  lobby,  which  is  strongly  suppor 
by  Midwestern  legislators,  oppose  these  measures.  So 

proposals  to  repeal  the  tariffs  face  an  uphill  r. 
Still,  the  best  solution  for  consumers  would  I 
end  ethanol's  special  treatment  entirely. 

Proponents  of  domestic  ethanol  have  clai 
that  increased  use  could  reduce  pump  price: 
displace  oil  imports,  and  help  clean  the  air.  1 
there  are  plenty  or  reasons  to  doubt  the  mer 
this  alternative  fuel.  Beyond  its  cost  (now  m 
than  $1  per  gallon  above  gasoline),  the 
substantial  amounts  of  fossil  energy  used  b( 
grow  the  corn  and  to  distill  the  ethanol  wea 
the  energy  security  and  environmental  ratio 
for  the  mandate.  And  when  all  the  energy  tr 
goes  into  producing  ethanol  is  taken  into 
account,  the  amount  of  oil  imports  displace 
turns  out  to  be  less  than  proponents  claim© 
That's  why  lawmakers  should  abolish  both  the  favorab 
treatment  and  the  mandate.  Fuel  ethanol  ought  to  succeet 
fail  on  its  merits.  Until  this  happens,  Congress  should  at  li 
end  the  tariffs  and  let  global  competition  drive  down  prio 
Indeed,  if  ethanol  is  truly  to  succeed  as  a  motor  fuel,  i 
have  to  be  the  cheapest  ethanol  globally  available.  And 
consumers  would  benefit  most  if  the  market,  not  special 
interest  politics,  decided  how  much  ethanol  to  use  and  v 
it  should  come  from.  If  lawmakers  really  want  drivers  to 
ethanol,  they  must  allow  free  trade  in  this  alternative  fu< 

Ben  Lieberman  is  a  senior  policy  analyst  at  the  Roe  Institi 
Economic  Policy  Studies  at  the  Heritage  Foundation. 
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IdeasTheWelchWay 


BY  JACK  AND  SUZY  WELCH 


Vive  If  Europe— Just  Not  Yet 


People  are  always  talking  about  the  future  of  China  and  India, 
but  where  do  you  see  Europe  in  five  years'  time? 

-Dave  Shapiro,  Farmington  Hills,  Mich. 

Given  everything  happening  in  Europe— the  economic, 
political,  social,  and  demographic  trends,  not  to  mention 
1  million  French  people  taking  to  the  streets  to  protest  one 
little  labor  reform— it  would  be  easy  to  write  off  the  whole 
Continent  as  dead.  But  if  s  too  early  for  that. 

Without  doubt,  Europe  has  been  treading  water  for  the 
past  10  years.  As  the  rest  of  the  world  has  rushed  to  globalize 
and  become  more  competitive,  Europe  has  just  kept  its  head 
above  the  waves  of  change. 

We  don't  mean  all  of  Europe,  of  course.  Two  decades  ago, 
Britain  faced  the  reality  of  the  emerging  global 
marketplace  and  liberalized  its  economy  to  stay 
competitive.  And  Eastern  European  countries 
such  as  Hungary  and  Slovakia  have  thrown  off 
the  shackles  of  communism  with  effective  pro- 
business  reforms. 

But  those  promising  economies  are 
overshadowed  by  the  disturbing  news  coming 
out  of  France,  Germany,  and  Italy.  With  their 
aversion  to  capital  investment  and  risk-taking, 
the  three  pillars  of  Old  Europe  are  practically 
paralyzed  by  their  welfare-state  economies. 

Consider  a  few  statistics.  Over  the  past  35 
years,  according  to  Joel  Kotkin  of  the  New  ^^^^^_ 

America  Foundation,  the  U.S.  economy  has 
created  57  million  new  jobs.  In  the  same 
period,  Europe,  with  a  combined  GDP  about  the  size  of  the 
U.S.,  has  created  just  4  million.  Meanwhile,  the  European 
unemployment  rate  hovers  around  10%,  double  that  of  the 
U.S.  Demographic  statistics  are  similarly  bleak.  France, 
Germany,  and  Italy  all  have  shrinking  populations  that 
(naturally)  are  also  aging.  And  Europe  is  poorly  positioned  to 
reap  gains  from  the  growing  science  and  technology  sector: 
R&D  spending  per  capita  in  France,  Germany,  and  Italy,  for 
instance,  is  about  half  that  of  the  U.S. 

Perhaps  most  worrisome,  the  Continent  seems  to  be 
suffering  from  a  collective  bad  mood.  Asked  "How  satisfied 
are  you  with  your  life?"  by  a  Harris  Interactive  poll,  around 
18%  of  Europeans  (from  France,  Germany,  and  Italy) 
answered  "very,"  compared  with  57%  of  Americans.  Worse, 
these  Europeans  said  they  felt  stuck  in  a  "bad  place."  Asked 
"How  do  you  expect  your  personal  situation  to  change  in  five 
years?"  only  a  third  predicted  improvement.  By  contrast,  two- 
thirds  of  Americans  expect  a  better  future.  So  if  Europeans 
seem  ready  to  write  their  own  obituary,  why  aren't  we? 


A  new  cadre 
ofbusiness 
leaders  and 
entrepreneurs 
will  help  end 
the  Continent's 
malaise 


Three  main  reasons.  First,  Europe  is  simply  too  large  a|f 
established  an  economy  to  collapse.  Remember  1980? 
Japanese  competition  was  going  to  put  America  out  of 
business.  The  U.S.  unemployment  rate  approached  10%, 
inflation  was  at  14%,  and  the  prime  rate  was  more  than  20 
Like  Europeans  today,  Americans  back  then  were  so  mor 
that  President  Jimmy  Carter  saw  a  "malaise"  across  Ame 

BUT  TOO  MUCH  was  at  stake  for  surrender.  Americans  ele 
a  new  President  whose  defining  characteristic  was  op 
Ronald  Reagan  galvanized  national  pride  by  taking  on 
communism,  reducing  taxes,  and  releasing  the 
entrepreneurial  spirit  that  revived  the  U.S.  economy. 
Europe  also  has  too  much  history,  infrastructure,  and  1 
promise  to  slide  into  a  permanent  economl 
abyss.  Its  workforce,  for  instance,  is  among 
most  highly  educated  in  the  world.  And  the 
are  signs,  albeit  tepid,  of  emerging  disconte 
with  the  status  quo.  The  quasi-reformer 
Angela  Merkel  was  elected  Chancellor  in  ' 
Germany.  And  the  French  government,  ho 
to  spark  job  growth,  at  least  attempted  to 
change  an  employment  rule  before  it  was 
batted  down  by  angry  protests. 

The  second  reason  is  Europe's  exciting  n 

cadre  of  transformative  business  leaders— J 

Carlos  Ghosn  of  Renault,  Dieter  Zetsche  on 

_  Mercedes,  and  Klaus  Kleinfeld  of  Siemens! 

name  just  three.  These  executives,  and  the* 

not  alone,  understand  that  their  companieji 

operate  in  a  global  economy  and  are  making  the  tough    | 

changes  required  to  stay  competitive. 

The  final  reason  that  Old  Europe  will  survive  is  New 
Europe.  The  Eastern  European  nations,  with  their  pro- 
business  governments,  are  churning  out  a  whole  new 
generation  of  entrepreneurs*  who  see  opportunity  everywl 
and  boundaries  nowhere. 

So,  where  will  Europe  be  in  five  years?  It  won't  be  "fix 
But  it  will  be  better.  In  fact,  drawing  on  the  energy  of  its 
business  leaders  and  entrepreneurs,  and  increasingly  deal 
of  the  calcifying  effects  of  the  socialist  system,  Europe  wi 
well  on  the  road  to  a  positive  economic  future  that  appare 
and  sadly,  many  of  its  own  people  don't  foresee  today.  ■  I 


Jack  and  Suzy  Welch  bok forward  to  answering  your  questions 
about  business,  company,  or  career  challenges.  Please  e-mail 
them  afthewelchway@businessweek.com.  For  their  weekly 
podcast,  go  to  www.budnessweekwrn/search/podcasting.htm 
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As  I  See  It,  #4  in  a  photographic 
series  by  Erwin  Olaf. 

Temptation'  is  sweet.  Soft, 
delicious  VapouriM  colors  on 
the  DemiLaviM  Wading  Poolw 
lavatory.  Why  stop  at  one? 

1-800-4-KOHLER,  ext.  NK6 
kohler.com/demilav 
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INNOVATION 


Less  than  a  year  ago,  Ford  Motor  Company  rededicated 
itself  to  American  innovation.  And  by  delivering  truly 
innovative  products  — more  fuel-efficient,  safer  for 
families  and  stylish  in  design— we're  doing  just  that. 


Ford  Motor  Company  has  more  than  1.5  million  ethanol- 
capable  and  hybrid  vehicles  on  the  road  today. 


Ford  and  Volvo  safety  engineers  are  working 

together  on  innovations  to  make  our 

vehicles  even  safer  and  help  save  lives. 


Time  Magazine  recently  wrote, 
"Ford's  design  team  is  stacked 
with  talent  and  has  only 
gotten  stronger...." 
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Bill  Ford,  Chairman  and  CEO 
Ford  Motor  Company 


Driving  American  Innovatu 
ford.com/innovation 
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A  new  day  is  dawning 
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TOSHIBA'S  ENCOMPASS1'  brings  harmony  into  the  boardroom.  Number  crunchers  love  the  fact 

that  they  can  save  up  to  $350  per  employee  per  year  by  eliminating  unnecessary  equipment.  Tech  geeks 

drool  over  the  digital  control  they  get  when  they  can  track  everything  with  the  click  of  a  button. 

It's  not  world  peace,  but  it's  a  start.  Let  the  Harmony  Begin.com 
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Don't  copy.  Lead. 
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A  culture  of  risk,  fed  by 

traders,  is  rapidly 
transforming  Wall 
Street's  big  investment 
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THE  WALL 
STREET JOURNAL. 


When  it  came  to  our  tasting  of  "white 
goods,"  the  superpremiums  ruled  the 
day.  Here,  our  top  three  in  each 
category,  plus  our  tasters'  comments: 


LIQUOR  BRAND/PRICE* 

OUR  AWARD 

TOP  3  GINS 

Hendrick's 

J30/750ml 

Most^V 
FlavorfuM 

Tanqueray  No. 

Ten  $26/750ml 

Smoothest 

Juniper  Green 
,.;     Organic 

$26.50/750ml 


Best 
Presentation 
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A  Most  Unusual  Gin 


HendricksGin.com 


What's  Hot  This  Week  Ai 

BusinessWeek.cor» 

Updated  every  business  day.  BusinessWeek  magazine  is  available  online  free  to 
subscribers:  Go  to  www.businessweek.com  and  follow  instructions  to  register. 


I  Want  My  High-Tech  TV 

The  TV  wars  are  on.  At  stake  is  the  technology  and  devices  thi 
deliver  entertainment  to  living  rooms  the  world  over.  Our 
special  report,  High-Tech  TV,  takes  you  to  the  heart  of  the  ball 
on  its  various  fronts.  Korea's  two  biggest  television  makers,  Samsi 
and  LG,  have  overtaken  Japanese  counterparts  in  cell-phones' 
memory  chips,  and  other  consumer  electronics.  They  aim  to  < 
the  same  in  LCDs  and  plasma  sets.  If  you're  ready  to  take  a  si  i 
our  slide  show  previews  the  gamut  of  mammoth  high-end  TVs 
about  to  hit  the  market.  Be  warned:  Some  of  these  sets  are 
pricer  than  your  last  car.  As  more  consumers  flock  to  the  Web1 
for  their  daily  dose  of  video,  pressure  is  rising  on  traditional 
cable  and  satellite  providers.  We  explain  how  cable  and  satellite 
are  coping  with  the  fresh  crop  of  Internet  competitors.  Then  i 
there's  the  brewing  battle  over  two  soon-to-be-introduced 
digital  TV  formats,  Blu-ray  and  HD  DVD.  The  real  contretemps, 
according  to  our  columnist,  isn't  between  the  competing 
technologies  but  between  the  manufacturers  who  pack  next- 
generation  DVD  players  with  anti-copying  technology  and  the 
consumers  whose  hands  will  be  tied  as  a  result.  All  this  and  m 
can  be  found  at  www.businessweek.com/go/06tv 


BusinessWeek  weekend 


Grab  Your  TV  Clicker  This  Weekend  for: 

I  Small  Cap  Winners  I  Folding  Bicycles 
Check  your  local  TV  listings  for  program  dates  and  times.  For  video  clips  go  to  www.businessweekweekend.com 
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BUSINESS 


TOGETHER.  When  a  single  word  makes  all  the  difference. 

Transforming  your  enterprise  -  whether  you're  making  big  or 
small  changes  -  is  never  easy.  Experience  has  shown  us 
that  if  we  define  measurable  objectives  and  set  realistic 
schedules  together,  build  joint  teams,  and  above  all, 
anticipate  and  mitigate  risks  together,  then  we  improve  our  chances. 
Add  to  that  motivation  and  commitment  of  over  60,000  people  around 
the  world  and  the  knowledge  and  experience  we  share  with  you  daily, 
and  the  result  is  faster,  and  more  tangible  success  that  lasts. 
Together.  One  word  that  captures  the  difference  between  typical 
business  practice  and  Capgemini's  unique  branded  approach  to  delivering 
Consulting,  Technology  and  Outsourcing  Services  -  the  Collaborative 
Business  Experience. 
Let's  create  a  Collaborative  Business  Experience  -  together. 


www.us.capgemini.com 


Capgeniini 

CONSULTING. TECHNOLOGY. OUTSOURCING 


€BGL 

THE   ARCHITECTS   OF   TIME 

THE  ARCHITECT  SERIES 
Ebel  proudly  honors  the  legacy  of  Oscar  Niemeyer  and  supports  the  vision  of  timeless  architecture 

The  Niteroi  Contemporary  Art  Museum,  1996.  Niteroi,  Brazil. 
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"You  never,  ever 
put  the  CEO  on  the 
witness  stand." 

-Donald  Wdtkins,  one  of  the  lawyers 

who  ran  the  successful  defense  of 

former  HealthSouth  CEO  Richard 

Scrushy,  critiquing  former  Enron 

CEO  Kenneth  Lay's  legal  strategy, 

to  USA  Today 


D  BY  DEBORAH  STEAD 


tGET-SPOTTING 

iHTECH 
ND  RIPE  FOR 
E  PICKING 

iNLY,  buyouts  are  back, 
hile  management's  $22 
1  bid  for  energy 
any  Kinder  Morgan  is 
ing  headlines,  much  of 
cent  Wall  Street  buzz 
;en  about 
ospect  for 

Dlogy 

Tech 

inies  have 

>een 

lered  off- 

to 

ged- 

it  artists, 

y because 

big  swings  in  their 

prices  and  cash  flows. 

past  five  years,  though, 

Dlatility  has  eased.  And 

a  consortium  of 

e-equity  firms  bought 

rd  Data  Systems  for 

billion  last  year,  the 

was  put  on  notice  that 

'as  fair  game.  The  deals 

ely  to  get  even  bigger. 

st  eight  private-equity 

including  Blackstone 


Group  and  Texas  Pacific  Group, 

are  forming  funds  with 
unusually  large  target  values: 
$10  billion  or  more. 
"Sometime  in  the  next  12  to 
18  months,  you'll  see  a  $25- 
to-$35  billion  buyout  in 
technology,"  predicted  Gene 
Frantz,  a  partner  at  Texas 
Pacific,  at  a  recent  industry 
conference.  Jim  Davidson,  co- 
founder  of  tech  buyout  shop 
Silver  Lake  Partners,  joked  that 
even  Intel's 
$103.4  billion 
valuation  is 
looking 
attractive. 

Here,  then,  is 
BusinessWeek's 
back-of-the- 
envelope  list  of 
potential  tech 
targets  (table), 
created  with 
help  from  Standard  &  Poor's 
CapitallQ  division.  We  looked 
for  companies  with  market 
values  higher  than  $11.3 
billion  (SunGard's  price),  low 
price-earnings  ratios,  steady 
cash  flows,  and  lackluster 
stock  performance.  The  results 
range  from  the  highly 
probable  to  the  downright 
dubious,  but  these  days, 
anything  is  possible. 

-Justin  Hibbard 


MARKET 
NY                                    VALUE' 

P/E 
RATIO'" 

LIKELIHOOD 

c 

$12.4 

12.8 

Just  a  matter  of  time 

ed  Materials 

$263 

14.4 

Likelier  than  not 

fltec 

$16.2 

13.7 

Stranger  things  have  happened 

$29.7 

12.8 

Outside  chamce 

icsson  Tel. 

$51.4 

9.6 

Slim  chance— too  pricey 

$103.4 

6.5 

In  a  buyout  mogul's  dreams 

Systems 

$120.7 

13.3 

Snowball  tn  hell 

Earnings  before  interest,  taxes,  depreciation,  and  amortization 


REAL  ESTATE  RIPPLES 


Retail:  Who's  In 
Harm's  Way 

SOME  BIG  RETAILERS  may  feel  quite  a  chill  as  America's  hottest 
housing  markets  cool,  says  Gregory  Melich.  The  Morgan  Stanley 
analyst  believes  housing  strength  (which  makes  consumers 
feel  flush)  has  supported  retail  sales  for  the  past  three  years, 
spurring  yearly  sales  growth  to  8%  from  the  more  typical  4%. 
As  housing  weakens,  Melich  says,  the  stocks  of  marquee 
names  such  as  Neiman  Marcus,  Home  Depot,  and  Target  may  be 
hit,  because  these  retailers  have  a  chunk  of  their  outlets 
"where  you've  had  a  much  frothier  housing  market  that 
supported  consumption." 

Which  housing  markets  are  frothier  than  most?  Melich 
identifies  areas  where  prices  have  shot  up  about  20%  since 
2000  and  where  mortgage  debt  is  highest  relative  to  income— 
31%,  vs.  a  national  average  of  16%.  The  markets  fitting  these 
criteria:  Honolulu,  Southern  California,  Las  Vegas, 
Washington,  D.C.,  and  some  Florida  locales.  Melich  ranks  the 
exposure  of  15  retailers  in  these  areas.  Neiman  Marcus  is  No.  1, 
with  33%  of  its  stores  in  these  overheated  markets.  Nordstrom 
ranks  second  (29%),  with  discount  retailers  Mervyns  and  Ross 
Stores  close  behind.  Next  are  Bed  Bath  &  Beyond,  Circuit  City, 
Target,  and  Home  Depot  (14%  each).  Of  course,  some  home 
markets  are  hot  because  of  job  growth.  In  those  cases,  steady 
paychecks  will  keep  sales  ringing.  -Mara  Der  Hovanesian 
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ENRON  WATCH 

FRANCE SAYS 

'VIVELE 

VERDICT' 

WHATEVER  THEIR  differences 
with  the  Bush  Administration 
these  days,  the  French  seem 
to  have  only  admiration  for 
the  American  justice 


LE  FIGA 


Affaire  Enron, lesions 
d'un  verdict  exemplaire 


system's  handling  of  the 
Enron  corruption  case.  "The 
Enron  Affair:  The  Lessons 
of  an  Exemplary  Verdict," 
read  the  headline  in  the 
center-right  daily  Le  Figaro 
on  May  29,  atop  an  article 
about  the  guilty  verdicts 
that  could  culminate  in 

BLOGSPOTTING 

DATABASE  DANGER 

cfo.com/blogs 

»WHY  READ  IT  For  informed 
rants  on  corporate  issues  by 
editors  at  CFO  magazine. 

»  NOTABLE  POST  "The  system 
[for  checking  immigrants' 
status]  envisioned  in  the 
Senate  bill . . .  would  expand  a 
voluntary  pilot  program. . . 
launched  in  1996.  About 
6,200  employers  use  that 
system  today. . .  many  of  them 
say  the  database  is  riddled 
with  errors.  Legal  workers 
sometimes  get  flagged  as 
illegal.  Invalid  Social  Security 
numbers  don't  always  get 
rejected.  Long  delays  are 
common.  The  new  system. . . 
1,500  times  the  size. .  .would 
have  to  be  up  and  running 
just  18  months  after  Congress 
appropriates  money  for  it." 

8  I  BusinessWeek  !  June  12,  2006 


decades-long  prison 
sentences  for  Kenneth  Lay 
and  Jeffrey  Skilling. 

French  courts  rarely  hand 
out  stiff  sentences  for  white- 
collar  crimes.  Convicted  in 
2003  of  stealing  more  than 
$360  million  from  Elf 
Aquitaine  to  use  for  bribery 
and  other  illegal  activities, 
Loi'k  le  Floch-Prigent,  the 
ex-CEO  of  the  former  state- 
owned  oil  company,  was 
sentenced  to  only  a  five-year 
prison  term.  And  after 
serving  less  than  a  year, 
he  was  released  for 
health  reasons. 
The  relatively  light 
J    sentences  in  the  Elf 
J    Aquitaine  scandal  and 
other  French  corporate 
crime  cases  may  help  explain 
why  even  the  leftist  daily 
Liberation  interpreted  the 
outcome  of  the  Enron  trial  in 
an  admiring  tone:  "It 
demonstrates  the  willingness 
of  American  justice  to  grant 
no  leniency  to  these  corrupt 
executives."     -Carol  Matlack 


YEAR  OF  THE  BEAGLE 

BEIJING  IS  ISSUING  a  Snoopy  postage  stamp 
on  June  1,  Children's  Day  in  China,  The 
"Dynamic-Happy  Snoopy"  stamp  series  (atl 
fen,  or  10tf,  a  stamp)  shows  the  Peanuts  beaj 
traveling  to  Beijing,  Hong  Kong,  Macau,  and 
Taiwan. The  stamps  cap  a  decade  of 
relationship-building  with  the  Chinese,  says 
Elizabeth  Brinkley  of  United  Media,  which 
licenses  the  Snoopy  character.  Brinkley,  wh<| 
declined  to  disclose  the  licensing  fee  for  the 
stamps,  says  that  Snoopy  items,  carried  in 
more  than  2,000  outlets  in  China,  are 
considered  "high-end  lifestyle"  products-ail 
not  for  children  only.  "Our  key  demographic] 
women  18  to  35,"  she  says.  '     -Bremen  Li 


jewelry  vault 

modesto,  ca 
209  545  1  100 


MOVADO 


the  art  of  time 


mikhail  bqryshnikbv,  dancer/ creative  force. 
safiro  .  Hat,  dark,  ttietalized  sapphire  crystal; 
stainless  steel    Black  dial,  swiss  made,  water  resistant. 
movado,  proudly  celebrating  125  years  of  design  innovation, 
movado.cdm 
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PUBLIC  IM 


PHARMA'S 
REP  MAY  BE 
ON  THE  MEND 

Drug  prices  are  high,  drug 
safety  an  ongoing  concern, 
and  drug  company  shares 
weak.  But  the  pharmaceutical 
industry  is  gaining  a  bit  more 
popularity  with  the  public: 
A  Harris  Interactive  poll 
conducted  in  April  shows  that 
pharmaceutical  companies' 
reputations  have  improved 
markedly  from  2005. 

The  industry  is  still  far 
from  beloved.  Its  "net 
positive  rating"— the 
percentage  of  consumers 
who  say  it's  doing  a  good  job 
minus  the  share  of  those  who 
say  it  isn't-is  only  25%.  That 
puts  pharma  near  the  bottom 
of  the  rankings  on  21 
industries  tracked  by  the  poll. 
Only  health  insurers,  oil 
companies,  and  Big  Tobacco 
did  worse.  Still,  25%  is  better 
than  last  year's  score  (13%) 
and  the  -4%  recorded  in 
2004,  when  Merck's  Vioxx 
was  pulled  off  the  market. 

Why  the  improved  image? 
Harris  analysts  point  to  less 
negative  news  about  safety 
and  price  issues  in  the  past 
two  years.  And  others  cite 
Medicare's  new  prescription 
drug  coverage,  which  eases 
the  pain  of  high  prices  for 
seniors.       -Catherine  Arnst 


WEB  WORLD 

GEEK 
SWAG 
FOR  SALE 

CASHING  IN  on  the 

cachet  of  all  things 
Web  2.0,  a  new  site, 
Valleyschwag.com, 
has  started  hawking 
promotional  items— 
"schwag,"  in  Valleyspeak— it 
gets  free  from  hot  Internet 
companies.  For  $14.95  a 
month,  subscribers  to  the 
site,  an  offshoot  of  San 
Francisco  Web  developer 
Rubyred  Labs,  get  a  delivery 
of  gewgaws  usually  handed 
out  only  at  tech  conferences 
and  other  events.  Among  the 
most  popular:  laptop 
stickers  from  Flickr  (a  photo- 
sharing  site)  and  T-shirts 
from  Odeo  (a  podcast- 
sharing  site)  and  Songbird 
(which  proffers  a 
downloadable  Web  player). 


Buzz  about  ^^ 

Valleyschwag  on 
popular  tech  blogs  like 
Boing  Boing  and 
TechCrunch  have  helped 
boost  subscribers  to  1,500, 
from  just  60  after  the  site 
launched  in  late  March.  One- 
third  are  from  overseas 
(mostly  Europe,  but  also 
Russia,  India,  and 
even  Iraq). 
Rubyred  co- 
founder  Thor 
Muller 

acknowledges  that 
the  demand  for  the 


FAST  FOOD 

BUYER'S  REMORSE  AT  MICKEY  D'S 


10  I  BusinessWeek 


UNDER  ITS  back-to-the-Mac 
strategy,  McDonald's  has  been 
selling  off  its  subsidiary 
chains,  including  Chipotle 
Mexican  Grill,  on  the  theory 
that  they  are  distractions.  But 
despite  its  successful 
Chipotle  IPO  and  a  hearty 
investor  appetite  for  new 
restaurant  stocks  generally, 
McDonald's  isn't  even  trying 
to  sell  its  last  ancillary 
operation,  Boston 
Market.  Speaking  at 
McDonald's  annual 
meeting  on  May  24, 
CFO  Matthew  Paull 
gave  this  blunt 
explanation:  It's  just 
not  that  valuable. 

In  the  mid-1990s,  the 
chain,  which  offers  full- 


course  meals  at  its  630 
locations  in  28  states,  was  as 
hot  as  Chipotle,  whose  spin- 
off will  generate  at  least  $1 
billion  for  McDonald's.  Now, 
however,  Boston  Market  nets 
only  $15  million  a  year  for 
the  $20.5  billion  fast-food 
giant.  And  because 
McDonald's  hasn't  been 
investing  in  it,  and  won't  be 


giveaways  mig] 
seen  as  a  Web  2.0  bu 
indicator.  "There's  no  wa] 
could've  started  this  busii 
a  year  and  a  half  ago,"  he 
says.  Even  so,  Rubyred  hi 
launched  a  companion  sil 
Valleybeta,  where  enthusi 
filling  out  user  profiles  c; 
beta-test  new  Web  apps. 
Meanwhile,  Muller  is 
considering  charging 
Valleyschwag  suppliers 
want  to  place  the  swag  w 
certain  demographic 
groups  among  his 
subscribers.  "We're 
starting  to  have 
companies  come 
us  saying,  We  v 
to  reach  these 
people,' "  he  si 
-Mark 


in  the  future,  the  home-si 
eatery  has  no  chance  of  di 
better,  Paull  says.  "It's  an 
unimportant  brand,"  he  t^ 
shareholders. 

Independent  restauran 
analyst  Allan  Hickok  sa; 
Boston  Market  might  h 
about  $100  million  if  it 
on  the  block,  a  sum  that  n 
only  decline  in  the  near 
future,  he  adds,  as  potentij 
buyers  face  higher  rates  oi 
borrowed  funds. 

McDonald's  paid  $173 
million  for  a  bankrupt  Bos 
Market  in  2000,  mostly  foS 
the  chain's  real  estate  but 
also  because  the  company 
thought  it  might  learn  froi 
Boston  Market's  "fast  cast 
approach.  What  manageit 
learned,  Paull  now  says,  is 
that  McDonald's  shouldn* 
have  bought  it  in  the  first 
place.  -MichaelA 


12.  2006 


From  procurement  to  distribution  to  final  delivery,  we  can  help  synchronize  your 
supply  chain  to  reach  customers  faster  and  more  efficiently.  And  with  our  80  years 
of  customs  brokerage  expertise  we  can  minimize  language  and  compliance  barriers 
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MM  [Forget]  the  traditional 
■|fa  three  minutes  of  ads  that 
1  no  one  watches.... 
Everything  the  viewer  sees 
[should]  be 'clickable.'" 

-Scott  Nelson 
Patterson,  Calif. 
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VOLKSWAGEN  MAY  NEED  MORE 
THAN  A  MARKETING  BOOST 

CRISPIN  PORTER  +  Bogusky  have  their 
work  cut  out  for  them  ("The  craziest  ad 
guys  in  America"  Cover  Story,  May  22).  I 
own  a  2002  Jetta  1.8T,  which  required 
major  functional  repairs  after  seven 
months  and  38  months  of  ownership. 
The  first  repair  was  covered  under  war- 
ranty; the  second  was  not.  As  a  current 
Volkswagen  owner  it's  my  opinion  that 
VW's  top  priority  should  be  improving  the 
reliability  of  their  vehicles.  Treating  cus- 
tomers with  respect  and  honoring  vehicle 
warranties  should  be  a  close  second.  It's 
not  clear  to  me  how  any  advertising 
agency  can  resolve  these  problems. 

-Gregory  L.  Opp 
Hudson,  Mass. 

GOODBYE  TV  SPOTS,  HELLO 
BUY-IT-NOW  PRODUCT  PLACEMENT? 

IT'S  INTERESTING  that  you  chose  Amer- 
ican Idol  as  the  subject  of  "The  sound  of 
many  hands  zapping"  (News:  Analysis  & 
Commentary,  May  22).  Although  time- 
shifting  is  sometimes  important,  the 
growing  number  of  commercial  interrup- 
tions and  the  growing  amount  of  time 
consumed  by  them  are  certainly  major 


J 


factors  in  my  decision  to  record 
watch  later.  In  the  case  of  American  I 
this  is  compounded  by  repeats  of  ^ 
happened  on  the  previous  show 
some  fairly  useless  dialogue.  Why  wi 
for  an  hour  if  you  only  want  to  hear 
contestants  sing,  or  watch  a  half- 
voting-results  show  when  the  vote  I 
vealed  in  less  than  a  minute  of  real  til 
-Allan  B.  Chai 
Mon 

ON  MORE  THAN  ONE  occasion 
watching  a  program,  my  wife  woul< 
some  guy  with  my  body  type  and 
"That  shirt  would  look  good  on 
However,  it  is  virtually  impossible  to 
that  into  a  purchase— how  does 
translate  that  into  a  particular  mant 
turer  and  retailer?  A  much  better  sys 
would  be  one  where  my  wife  could  hi 
DVR's  real-time  pause  button,  use  thd 
sor  to  click  on  the  shirt,  and  access  af 
site  selling  the  product.  Then  she 
resume  the  program,  and  the  DVR 
pick  up  where  it  left  off. 

This  sort  of  unobtrusive  product  plpi  i 
ment  would  sell  many  more  product  < 
my  household  than  the  traditional  tl 
minutes  of  ads  that  no  one  watches. 
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We  don't  work  for  a  big  corporation.  Nowf  there's 
a  health  insurance  company  that  works  for  us 


INTRODUCING  HEALTHMARKETS  —  A  NEW  APPROACH  TO  AFFORDABLE 
INSURANCE  FOR  INDIVIDUALS,  THE  SELF-EMPLOYED  AND  SMALL  BUSINESSES. 

Today,  there's  a  health  insurance  company  that  works  for  working  Americans.  At  HealthMarkets,  we  provide  affordable 
plans  that  let  you  choose  the  best  combination  of  value  and  benefits  —  helping  to  lower  out-of-pocket  costs.  In  fact,  we 
pioneered  an  approach  to  health  insurance  that  gives  you  tools  you  can  use  to  compare  doctor  and  hospital  charges,  along 
with  quality  of  care.  We  call  this  new  way  of  thinking  Consumer  Cuided  Health  Insurance.  When  you  see  real  value,  you 
can  choose  real  value,  control  spending  and  make  smarter  buying  decisions.  Just  like  you  would  with  any  other  purchase. 
HealthMarkets  has  plans  to  fit  every  need  and  budget,  so  you  can  customize  a  plan  that's  right  for  you.  We've  got  a  lot 
more  to  tell  you  about  the  choices  you  can  make  —  call  us  at  1-877-8-WE-PROMISEor  visit  HeaillhMarkets.com 


/jjf  HealthMarkets 

Keeping  the  Promise  of  Affordable  Coverage 


877-893-7766    I    www.HealthMarkets.com 


[underwritten  by  The  MEGA  Life  and  Health  Insurance  Company,  Mid-West  National  Life  Insurance  Company  of  Tennessee,  and  The  Chesapeake  Life  Insurance  Company, 
-ative  Office:  North  Richland  Hills,  TX.  Exclusions  and  limitations  apply.  Association  group  plans  require  association  membership.  MEGA  is  licensed  in  all  states  except  NY; 
t  is  licensed  in  all  states  except  ME,  NH,  NY,  VT;  Chesapeake  is  licensed  in  all  states  except  NJ,  NY,  VT.  The  companies'  market  and  plan  availability  varies  by  state. 
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Concord  Mariner®.  Rugged 

refinement  in  solid  stainless  steel. 
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idea  is  that  everything  the  viewer  sees 
would  be  "clickable." 

It  isn't  product  manufacturers  that 
have  the  most  to  lose  when  viewers  zap 
commercials— it's  the  institutional  adver- 
tising system.  As  long  as  manufacturers 
give  viewers  what  they  want,  they'll  do 
just  fine.  The  real  advertising  power  lies 
in  the  television  characters  that  come  into 
our  living  rooms  every  week. 

-Scott  Nelson 
Patterson,  Calif. 

THE  HIGH  PRICE  OF  'FREE  TRADE' 
IN  SOUTH  AMERICA 

RE  "WHY  FREE-TRADE  talks  are  in  free 
fall"  (Global  Business,  May  22):  South 
American  countries  lack  the  technological 
resources  that  would  enable  them  to  find 
alternatives  when  so-called  free  trade  de- 
stroys their  small  industries.  Many  of 
them  were  perfectly  competitive  but 
could  not  sustain  Chinese-subsidized 
exchange  rates.  In  Argentina,  thousands 
of  people  lost  their  jobs.  The  result  was 
the  present  center-left  government  that 
maintains  an  artificially  high  exchange 
rate  against  the  dollar,  thanks  to  which  lo- 
cal industry  has  returned  to  a  semblance 
of  its  former  self,  and  unemployment  has 
fallen  again  to  near  10%.  The  same  has 
happened  in  Uruguay,  Brazil,  Chile,  Bo- 
livia, and  soon,  Peru.  Disappointed  with 
the  so-called  liberal  economy,  they  have 
moved  to  the  left,  some  more  than  others. 
In  any  case,  I  don't  understand  this 
constant  harping  on  the  benefits  of  so- 
called  free  trade.  What  about  the  $1  bil- 
lion daily  subsidy  the  developed  nations 
pay  to  maintain  their  agricultural 
economies?  Is  that  free  trade? 

-Claude  Dechamps 
Buenos  Aires 

SWITCHING  TO  BIOMASS  FUEL 
WOULD  CREATE  ITS  OWN  PROBLEMS 

IN  "FILL  'ER  UP— but  with  what?"  (En- 
vironment, May,  22),  David  Welch  and 
Adam  Aston  provided  the  most  realistic 
assessment  of  the  alternatives  to  a  petro- 
leum-based economy  I  have  seen.  What 
was  missing,  however,  was  even  a  men- 
tion of  alternatives  to  a  "high  energy-con- 
sumption lifestyle"  that  the  U.S.  has  be- 
come accustomed  to  (and  that  may  have 
become  the  example  developing  countries 
are  trying  to  emulate).  The  accompanying 
commentary  by  James  E.  Ellis,  "No  sacri- 
fices, please,"  poignantly  pointed  out 
that  there  is  no  silver  bullet.  But  it  failed 
to  mention  that  we  have  ignored  oppor- 
tunities to  reduce  consumption. 

By  implication,  you  suggest  that  we 
should  continue  our  resource-wasteful 
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lifestyles  and  find  alternative  en 
sources  to  make  that  possible.  I  thin 
need  to  rethink  the  whole  subject.  T. 
are  many  other  resources  that  are  bee 
ing  scarce  as  well.  One  day  we  wilT 
that  the  price  of  all  of  this  may  beo 
unbearable. 

-Fritz  Sae\ 
Columbus, 


THERE'S  MORE  TO  EXEC  C0AC 
THAN  THE  WELCHES  THINK 

RE  "HOW  HEALTHY  is  your  com] 
(The  Welch  Way,  May  8):  As  a 
sional  coach  for  seven  years,  the  p; 
on  the  faculty  of  a  coach-training  o: 
zation,  I  am  moved  to  respond  to  Ja< 
Suzy  Welch's  statement  that  ex© 
coaching  "is  a  field  where  there  is  nt 
cific  training  and  certainly  no  form 
creditation." 

Of  the  professional  organizatioi 
coaching  that  exist,  the  oldest,  largi 
most  respected  is  the  International 
Federation    (coachfederation.org), 
ICF  has  set  a  standard  of  core  com] 
cies  for  professional  coaches  (inch 
executive  and  leadership  coaches),  i 
able  on  the  Web  site,  which  help 
guish  professional  coaching  from  | 
ing  with  enthusiasm."  The  gold  s 
for  "coach-specific  training"  is  the 
Accredited  Coach  Training  Program 
site  currently  lists  37  of  these  ACTPs, 
-D.P.  WalA 
Encinitas, 


CORRECTIONS  &  CLARIFICATIONS 

In  "Signature:  All  signals  go"  (Inside  Wallj 
Street,  June  5),  an  item  on  Signature  Ba 
should  have  said  the  executives  were  1 
formerly  of  Republic  National  Bank,  not : 
First  Republic  Bank. 
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Because  your  growth  plans  know  no  bounds,  neither 
should  your  financing  solutions  partner.  Fortunately,  CIT  has 
a  presence  throughout  the  Americas,  Europe  and  Asia 
Pacific  p,  hands-on  experience  in  your  industry. 

/e  have  the  skills  and  the  solutions  to  serve  today's 
most  sophisticated  global  clients  -  and  tomorrow's.  From 
dit  to  vendor  finance,  we  can 
your  goals,  even  if  they're 
s  away.  Visit  us  at  cit.com. 
see  what  you  see? 
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Voicesoflnnovation 


ONE  OF  WILLIAM  McDONOUGH'S  first 
memories  of  his  early  childhood  in  Tokyo 
is  lying  in  bed  at  night,  looking  up  at  the 
wooden  ceiling,  and  listening  to  the 
sounds  of  carts  that  collected  "night  soil" 
in  the  city  and  carried  it  off  to  the  farms. 
In  the  mornings,  he  would  hear  the 
sounds  of  carts  delivering  fresh  tofu. 

"Out  with  the  waste  and  in  with  the  food,"  says 
the  55-year-old  eco-architect  and  designer.  "It 
just  seems  natural." 

The  statement  might  describe  McDonough's 
approach  to  his  chosen  profession  as  well.  A  pi- 
oneer of  the  sustainable  design  movement,  he 
believes  that  industrial  creations  should  be  self- 
renewing.  Products  should  be  crafted  so  they 
can  be  broken  down  into  their  basic  functional 
or  biological  elements  for  reuse,  he  explains  in 
Cradle  to  Cradle,  a  landmark  book  he  co-au- 
thored in  2002.  (Flip  over  this  volume,  which 
has  been  translated  into  six  languages,  and  the 
back  cover  proclaims:  "Waste  equals  food.") 

"My  goal  is  very  simple,"  says  McDonough,  who  won  the 
National  Design  Award  in  2004  from  the  Cooper-Hewitt,  Na- 
tional Design  Museum  of  the  Smithsonian  Institution.  It's  to 
help  create  "a  delightfully  diverse,  safe,  healthy,  and  just  world, 
with  clean  air,  soil,  water,  and  power— economically,  equitably, 
ecologically,  and  elegantly  enjoyed,  period.  What's  not  to  like?" 

O.K.,  even  brilliant  architects  don't  get  to  redesign  the  plan- 
et from  the  ground  up.  Still,  McDonough  has  demonstrated 
that  pieces  of  this  Utopia  are  possible  on  a  small  scale.  One  of 
his  most  famous  projects  is  an  eco-friendly  site  restoration  of 
Ford  Motor  Co.'s  historic  River  Rouge  Complex  in  Michigan. 
On  the  roof  of  a  vast  assembly  building,  McDonough  planted 
10.5  acres  of  sedum,  a  succulent  herb  that  absorbs  water  quick- 
ly, and  he  built  a  natural  drainage  system  that  slows  the  passage 
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of  rainwater.  These  design  touches  saved  $35  million  on  o 
compared  to  installing  a  conventional  storm-water  system. 
Donough  designed  a  solar-heated  and  solar-cooled  facto: 
Herman  Miller,  cutting  energy  costs  by  30%.  He  has 
worked  with  a  Swiss  fabric  manufacturer  to  creal 
biodegradable  wool  blend  used  in  the  "Think"  chair  ma 
Steelcase  Inc.  The  Swiss  plant  once  had  to  handle  the 
trimmings  as  hazardous  waste.  Now  they're  used  as  mull 
nearby  garden  clubs. 

McDonough,  whose  father  was  a  globe-trotting  Seagram 
ecutive,  attended  19  different  schools  growing  up,  then  stii 
art  at  Dartmouth  College.  The  summer  before  he  headed  ta 
University's  School  of  Architecture,  in  1973 
professor  asked  him  to  be  part  of  a  team  deve 
ing  a  100-year  master  plan  for  the  Jordan  I 
Valley.  When  he  moved  to  Jordan,  McDom 
had  a  chance  to  experience  sustainable  li 
first-hand— in  a  Bedouin  tent.  "You  can  roll  t 
up,  you  can  take  them  with  you,  you  make 
out  of  [goats]  which  follow  you  around  am 
everything  you  can't,"  he  explains. 

Now,  the  architect's  own  cradle-to-cradle 
is  taking  him  back  to  Asia.  As  co-chairman  ft 
China-U.S.  Center  for  Sustainable  Develop 
McDonough  is  helping  to  draw  up  plans  ft 
frastructure,  including  transportation  and  til 
tegration  of  green  spaces,  in  six  entirely  new  city  districts  inl 
na.  (Some  400  million  people  are  expected  to  move  from1 
country  into  cities  over  the  next  12  years,  he  says.)  McDonflj 
is  particularly  excited  about  one  site,  a  state-run  sugar-| 
farm  near  the  city  of  Liuzhou,  in  the  southern  Guangxi  provj 
Rather  than  completely  displace  that  farmland,  McDond 
wants  to  move  it  up:  onto  the  buildings'  roofs,  for  insulatir 
Buildings  in  this  district  will  be  set  at  an  angle,  rather  J 
on  a  traditional  north-south  grid,  so  that  each  window! 
sunlight.  And  a  waste-water  system  will  convert  sewage! 
fertilizer.  "I  hadn't  thought  of  it  until  now,  but  it's  obvia 
connected  to  that  Tokyo  [experience],"  he  says.  Cradle  toj 
die,  indeed.  II 

-By  Jena  McGrt 
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You  never  stop  dreaming  of  new  ideas,  new  must-haves, 
new  ways  to  do  business. 


Introducing  You,  Inc.,  part  of  a  new  way  of  doing  business  created 
)  help  small  to  medium-sized  businesses  like  .  >     ^  " 

yours  make  the  most  of  their  networks.  At  its  core  is  Cisco    >'*    «B*ir 
Smart  Business  Communications,  a  unique  set  of  products        "»- 
and  services  that  can  help  your  business  flourish. 


Discover  how  You,  Inc.  and  managed  services  from  a  Cisco 
recommended  service  provider  can  help  you  utilize  the  network  to  strengthen*.  ;* 
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BY  STEPHEN  H.  WILDSTROM 


A  Lean,  Mean  Handheld 

When  Motorola  rediscovered  design  a  couple  of  years  ago,  its  RAZR  and 
SLVR  phones  made  thinness  the  most  desirable  feature  of  a  handset.  Nov 
Motorola  has  applied  this  aesthetic  to  mobile  e-mail  devices  with  the 
stylish  new  Q.  It's  less  than  half  an  inch  thick  and  fetches  the  lean  price  o 
$199  (after  rebate)  with  a  two-year  Verizon  Wireless  contract. 


Like  the  Palm  Treo  700p,  which  I  will  write 
about  next  week,  the  Q  takes  advantage  of 
new  high-speed  data  networks.  And  like 
the  Treo  700w,  which  Verizon  introduced 
earlier  this  year,  the  Q  runs  Windows  Mobile 
5.0  software  from  Microsoft.  But  Motorola's 
design  choices  differentiate  the  Q  from  other 
Windows  Mobile  devices— mostly  in  good  ways. 

Before  getting  to  them,  if  s  important  to  under- 
stand that  Microsoft  provides  Windows  Mobile  in 
two  different  flavors.  The  version  called  Smartphone  "• 
is  designed  for  cellular  handsets  used  primarily  for 
voice.  The  Pocket  PC  version,  on  the  other  hand,  is  for 
larger  data-centric  products,  often  with  full  keyboards, 
that  are  intended  to  compete  with  Treos  and  BlackBerrys 

The  Q  splits  the  difference.  It  uses  the  Smart- 
phone  version  of  Windows  Mobile,  but  if  s 
longer  and  wider  than  a  Treo  and  features  a  full 
QWERTY  keyboard  and  a  2/2-in.  display.  The 
Smartphone  software  doesn't  use  a  touchscreen, 
which  enhances  its  usability.  But  the  software  is 
less  versatile  than  the  Pocket  PC  version  used  by 
other  keyboard-based  Windows  Mobile  gear. 


THE 
MOTOROLA  Q 


A  MAJOR  CONSEQUENCE  of  this  software  choice  is 

that  the  Q  is  a  better  phone  than  most  Pocket 

PCs.  If  s  easy  to  operate  one-handed,  since  you 

don't  have  to  tap  the  screen  with  a  stylus  or  a 

finger.  You  navigate  using  either  a  five-way 

control  below  the  screen  or  a  scroll  wheel  on  the  gadgef  s  right 

side.  You  can  dial  by  selecting  a  number  from  your  contact  list, 

clicking  on  a  number  in  an  e-mail  message  (but  oddly,  not  on 

a  Web  page),  or  entering  it  manually  using  the  dial  pad 

embedded  in  the  keyboard  (photo).  Support  for  Bluetooth 

wireless  headsets  and  a  decent  speakerphone  are  built  in. 

I  gave  the  Q  an  e-mail  workout  using  Good  Technology's 
GoodLink,  a  BlackBerry-like  service  that  delivers  corporate 
mail  to  a  handheld.  The  screen  seemed  a  bit  cramped,  bat 
both  it  and  the  keyboard  were  fine  for  reading  mail  and 
responding  with  brief  messages.  Even  with  heavy  data 
usage,  battery  life  was  adequate  to  get  me  through  a  long 
day.  And  Verizon  makes  life  easy  for  usets  by  selling  spare 


Motorola's  Q 
is  a  low-cost 
but  stylish 
way  to 
handle  calls 
and  e-mail 


batteries  for  just  $20. 

Verizon's  fast  BroadbandAccess  netv 
lets  the  mail  zip  in  and  out.  (Voice  planiB 
including  unlimited  data  access  start  at  $80  a  mont 
The  biggest  payoff  of  the  high-speed  network  is  inr 
rapid  loading  of  Web  pages.  But  reading  pages  nr 
specifically  designed  for  small  displays  is 
-",  „      problematic.  Most  Web  pages  are  created  for 
{&      screens  at  least  800  pixels  (picture  element? 
wide,  more  than  twice  the  width  of  the  Q 
screen.  Even  the  most  heroic  efforts  by 
browsers  to  reformat  the  contents  so  the 
the  narrow  screen  often  are  not  enough  l 
prevent  the  page  from  collapsing  into  an 
incoherent  jumble.  The  best  hope  is  that,  as 
Web-capable  handhelds  become  common,  r 
sites  will  offer  special  versions  designed  to  t 
readable  on  small  screens. 

Smart  phones,  unlike  pocket  PCs,  don't  al. 
you  to  read  and  edit  Microsoft  Word  docum 
and  Excel  spreadsheets.  The  Q  tries  to 
compensate  with  software  that  lets  you  view 
Word,  Excel,  and  Adobe  Acrobat  files.  But  y( 
only  see  a  tiny  and  generally  unreadable  pic 
of  the  document,  so  the  feature  is  mostly  us^ 
(GoodLink  converts  Word  attachments  to  p 
text  so  you  can  at  least  read  them,  though  yc 
lose  any  fancy  formatting.) 

If  you  are  looking  for  a  handheld  that 
approaches  the  utility  of  a  laptop  when  you  are  on  the  g( 
you  will  probably  be  happier  with  a  Treo,  BlackBerry,  or 
Pocket  PC.  But  if  you  just  want  a  better  way  to  handle  mi 
e-mail  than  you  can  get  on  any  phone  with  a  standard  di 
pad,  the  Q's  low  price— half  the  cost  of  a  Treo— and  slen 
frame  that  slides  easily  into  a  pocket  could  make  it  a  ver 
attractive  alternative.  ■ 

E-mail:  techandyou@businesswee 


BusinessWeek  online 


For  past  columns  and  online-only  reviews 
go  to  Technology  &  You  at  businessweek.com/go/techmaven/ 
To  hear  Steve  Wildstrom's  podcast  on  his  latest  column,  go  to 
www/businessweek.com/search/podcasting.htm 
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I     Any  MFP  can  print  colorful  growth  charts. 
How  many  can  actually  help  you  achieve  them? 


INTRODUCING  THE  SHARP  MX-SERIES.  Thanks  to  the  revolutionary 
harp  Open  Systems  Architecture,  these  multifunction  products  seamlessly  integrate 
/ith  your  network  to  keep  up  with  your  growing  business.  They  also  deliver  outstanding 
|olor  and  enhanced  productivity.  No  wonder  Sharp  MFPs  won  the  BL|  award  for 
|T  Friendliness"  and  the  BERTL  5-Star  Exceptional  rating  for  product  usability.  To  start  your 
iwn  renaissance  of  color,  visit  sharpusa.com/documents 
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As  an  ENERGY  STAR 
Partner.  Sharp  has 
determined  thai  this 
product  meets  the 
ENERGY  STAR  guidelines 
lor  energy  efficiency. 


Scalability 


MediaCentric 

Media,  Marketing,  and  Advertising  in  the  21st  Century 


BY  JON  FINE 


Movies:  This  Time  If  s  Person; 

And  so  we  enter  moviedom's  silly  season.  Crashes.  Explosions.  Sequel- 
mania.  But  the  dollars  involved  are  deadly  serious— which  makes  summei 
a  particularly  nerve-wracking  time  for  movie  marketing  executives.  Movie 
have  a  strict  sell-by  date,  and  the  supremacy  of  the  opening  weekend  gros, ! 
leaves  a  very  tight  window  to  make  it  all  happen.  J  What  helps  these  execs 
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though,  is  that  movies  attract  a  more 
crazed  audience  than  detergent  does. 
And  that  creates  an  arena  in  which  the 
already  cliche ed  jargon  of  next- 
generation  advertising— like  "letting 
your  consumers  express  what  the  brand 
means  to  them"— actually  make  sense.  In 
one  recent  example,  what  an  upcoming 
movie  means  to  fans  led  New  Line 
Cinema  to  change  dialogue  to  better 
reflect  the  movie  its  fans  were  imagining 
(more  on  that  later).  "What  we  love," 
says  Erik  Flannigan,  vice-president  of 
programming  at  AOL  Entertainment, 
which  includes  film  site  AOL  Moviefone,  is  when  a  movie's 
"promotional  support  is  entertainment  in  and  of  itself." 
AOL  recently  concocted  an  interesting  promotion  for 
Universal  Studios'  American  Dreamz.  That  film  was  built 
around  a  very  familiar-sounding  televised  talent  contest,  so 
AOL  entreated  entrants  to  film  themselves  singing  the  movie's 
theme,  preferably  in  the  vein-popping,  ultra- overwrought 
style  favored  by  American  Idol  contestants.  Participants  were 
encouraged  to  sing  "as  embarrassingly  as  possible,"  says 
Flannigan.  "Of  course,  some  took  it  very  seriously."  A  teaser 
for  Web  surfers  promised  "so-bad-it's-bad  home  videos."  The 
winner,  from  southern  New  Jersey,  scored  a  mention  in  the 
Philadelphia  Daily  News.  (Alas,  the  promotion  did  not  stop 
American  Dreamz  from  sinking  like  a  stone.) 

IDEALLY,  A  MOVIE  STARTS  CONVERSATIONS,  and  now  these 
conversations  can  be  fed  back  into  the  marketing  machine. 
Blog  search  engine  Technorati  just  inked  a  deal  with 
Paramount  Classics  to  aggregate  blog  comments  about  films 
and  syndicate  them  for  the  films'  Web  sites.  The  service  is 
already  up  and  running  at  climatecrisis.net,  the  Web  site  for 
the  environmental  documentary  An  Inconvenient  Truth. 

But  some  conversations  arise  spontaneously.  Nothing  more 
than  an  absurd  title  and  premise  for  an  upcoming  New  Line 
thriller— Snakes  on  a  Plane— were  needed  to  hook  a  small 
coterie  of  film  geeks.  Snakes,  starring  Samuel  L.Jackson,  due 
out  in  August,  is  about  a  flight  in  which  certain  reptiles...  well, 
you've  probably  figured  it  out.  But  fans  have  obsessed  over 
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A  fan's  fake 
promo  for 
Snakes  on 
a  Plane 
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Studios  smile 
as  fans  flog 
flicks  with 
homemade 
trailers,  blogs 


Snakes  to  a  point  where  the  unreleased 
film  has  acquired  a  rich  mythology.  A  \ 
late-May  swing  through  video-sharing  • 
site  YouTube  reveals  scads  of  homemaiiis 
Snakes  trailers,  fake  "director" 
interviews,  songs,  fake  music  videos,  a 
parodies  of  parodies,  such  as  trailers  ft  P1 
Snakes  on  an  Elevator  and  Kid  on  a 
[expletive]  Truck.  New  Line  was  so 
by  one  (invented)  bit  of  online  dialoj 
in  which  Jackson  twice  inserts  a  13-1 
epithet  into  the  sentence  "I  want  the 
snakes  off  the  plane,"  that  it  was  add 
to  the  film.  (New  Line  execs  ai 
staying  mum  on  Snakes.) 

By  no  means  does  Snakes  p 
how  all  movies  will  be  market; 
"I  lived  through  [1999's  no-  ! 
budget  horror  smash]  The  Blai 
Witch  Project"  one  marketingt| 
exec  wearily  recalls.  That  film 
stoked  word-of-mouth  throug 
mysterious  campaign  that 
treated  it  like  a  documentary, 


success  of  which  proved 
impossible  to  replicate.  Still,  new  platforms  point  to  new 
approaches.  In  a  neat  bit  of  marketing  jujitsu,  Sony  Picture 
Entertainment  defused  Christian  dissent  over  The  Da  Vine 
Code  with  a  discussion  Web  site,  The  Da  Vinci  Dialogue, 
which  also  cannily  promotes  the  film.  And  AOL's  nascent 
social  network,  AIM  Pages,  may  prove  a  potent  place  to 
further  mash  up  the  line  between  media  and  marketing  wi 
integrated  with  AOL's  content  offerings.  Says  Flannigan: " 
you  get  to  express  yourself,  you  might  end  up  putting  toge 
something  frankly  more  compelling"  than  studio  ads.  You 
might  even  create  marketing  that's  more  compelling  than 
movie  in  question,  a  la  AOL's  American  Dreamz  contest.  B' 
then,  ads  that  are  better  than  the  films  they  promote  is  jusl 
another  time-honored  tradition  of  summer.  II 
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For  advanced  device  technologies, 

the  medical  community 
"Y  IT  Tl  turns  to  BIOMEC. 

Whv 


)VANCED    MEDICAL 

nologies  become  commercial 
ties  sooner  when  BIOMEC  Inc. 
involved.  Established  in  1998, 
VIEC  develops  and  manufactures 
riety  of  innovative  biomedical  devices,  including  a  new 
invasive  diagnostic  device  for  the  detection  and 
tification  of  ear  infections.  The  device  allows  physicians 
icurately  detect  fluid  in  the  ear  and  determine  if  the  fluid 
.cterial  -  something  no  other  device  on  the  market  can  do. 
c  on  this  and  other  important  projects  fa 
g  assisted  ^ 
it 
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In  fact,  Ohio  is  an  ideal  location 
for  innovative  technology  companies 
like  BIOMEC.  The  state  offers  an 
impressive  balance  of  profitable  busi- 
ness advantages  combined  with  an 
uncompromising  personal  lifestyle.  While  Ohio  is  a  center  for 
leading-edge  technology,  research  and  development,  with 
excellent  transportation  and  a  skilled  workforce,  its  diverse 
culture,  outstanding  schools  and  affordable  housing  make  it  an 
attractive  nio~e  to  live  as  well. 

ore,  Ohio  voters  recently  approved  $2  billion  in 

ill  benefit  new  business  in  the  state.  Combine 

t  with  Ohio's  newly  reformed  business-friendly 

laws  and  locating  in  Ohio  is  more  attractive 

i  ever.  Visit  us  at  OhioMeansBusiness.com.  Or 

us  and  see  how  quickly  innovative  ideas  can 

me  a  commercial  success  in  Ohio. 


"BIOMEC's  mission 

is  to  accelerate 

the  development  and 

commercialization 

of  advanced  medical 

technology.  Ohio's 

generous  research  support 

k    and  pro-entrepreneurial 

environment  enhance 

our  abilities. " 
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—  Trevor  0.  Jones, 

Chairman  &  CEO 

BIOMEC  Inc. 


HO'S  BUSINESS  PARTNERSHIP  IS  MORE  THAN  LIP  SERVICE.  HERE'S  PROOF. 


Create  job- 
ready  sites. 

Investing 
$150  million 
for  pre-run 
utilities  on 
building  sites. 


Maintain 

world-class 

infrastructure. 

Committing 
$1.35  billion  to 
transportation  and 
utility  improvements. 


Reduce  tax 
rates.  No 

business  tax 
on  product 
sold  to 
customers 
outside  Ohio. 


Start  new 
enterprises. 

First  $1  million 
in  gross 
receipts  are 
tax-free. 


Enhance  ROI. 

No  property  tax 
on  investments 
in  machinery, 
equipment  and 
inventory. 


Attract  talent. 
Shrink  labor 
costs.  21% 

lower  personal 
income  tax. 


Ohio 

MEANS, BUSINESS 


1-877-466-4551 

www.OhioMeansBusiness.com 
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Without  entrepreneurs 

"good  enough'  wouldn't  sound  bad. 

Without  entrepreneurs 
dreams  would  die  in  our  heads. 

Without  entrepreneurs 
ideas  wouldn't  outlive  people. 

Without  entrepreneurs 
this  journal  wouldn't  exist. 

We  believe  in  the  power  of  the  entrepreneur. 
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FREE 

HIGH-SPEED  INTERNET 


I  Wctnt  to  phone  my  friends  and  family 
without  getting  a  call  from  the  CFO. 


FREE 

LONG  DISTANCE 


WHAT'S  YOUR  REQUEST?™  Do  you  want  to  chat  up  old  friends  and  current 


business  associates  every  day?  Or  do  you  want  to  leisurely  surf  the  web  looking  for  the  next  i  p 
big  thing  all  night?  We'd  like  to  hear  about  it.  Join  Wyndham's  free  ByRequest  program  and!  ill 
enjoy  extras  like  free  long  distance  and  Internet  when  you're  traveling  on  business.  Call  us  on 
your  travel  planner  for  details.     1.800.WYNDHAM      www.wyndham.com 


Wyndham  Phoenix 

Wyndham  Anaheim  Park 

Wyndham  Commerce 

Los  Angeles,  CA 

Wyndham  Orange  County 


Wyndham  Palm  Springs 

Wyndham  Garden  Hotel  -  Pleasanton 

Wyndham  San  Diego  at  Emerald  Plaza 

Wyndham  San  Jose 
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'he  Inflation  Cloud 
ifts  a  Little 

w  data  show  strong  productivity,  tame  costs,  and  cooler  demand 


U.S.  ECONOMY 


Normally,  the  government's  revision  to  a  previous 
arter's  report  on  gross  domestic  product  is  a  pretty  humdrum 
sit.  On  the  surface,  the  May  25  update  of  first- quarter  real  GDP,  to 
annual  rate  of  5.3%,  up  from  4.8%  when  it  was  first  estimated  a 
>nth  ago,  seemed  to  fit  that  mold.  This  time,  though,  it  pays  to  look 


er,  with  special  attention  to  the  income  numbers  all 
production  generates  for  both  households  and 
lesses.  Those  trends  signal  important  implications 
le  paths  of  consumer  spending,  capital  spending, 
ion,  and  Federal  Reserve  policy. 
;  it  turns  out,  wage  and  salary  income  of  workers  in 
Durth  quarter  of  last  year  and  in  this  year's  first 
ter  didn't  fare  nearly  as  well  as  earlier  data  had 
:ated.  Because  of  a  sharp  downward  revision  to  wage 
ne  in  the  fourth  quarter,  take-home  pay  is  now  up 
4.2%  from  the  year  before,  instead  of  5.1%.  Although 
pace  is  still  faster  than  the  3.6%  rate  of  inflation,  it 
ests  a  little  greater  vulnerability  for  consumers  this 
ig  and  summer  as  they  cope  with  costlier  gasoline,  a 
:er  housing  market,  and  the  recent  turbulence  in  the 
icial  markets. 

xt  at  the  same  time,  businesses  are  raking  in  profits  at 
rer-faster  pace,  partly  because  profit  margins 
inued  to  expand  through  the  first  quarter.  These 
g  earnings  give  businesses  the  means  and  the 
itive  to  expand  their  capital  spending  and  hiring, 
as  consumers  dial  back  their  outlays,  business 
and  for  new  equipment  and  facilities  will  still  supply 
conomy  with  plenty  of  momentum. 

I  MORE  IMPORTANT,  the  revisions  offer  some 
bit  to  those  Federal  Reserve  officials  who  favor  a 
e  in  the  Fed's  two-year  pattern  of  interest  rate  hikes, 
imply  that  recent  productivity  growth  is  even 
ger  than  first  reported  and  that  unit  labor  costs  are 
asing  much  more  slowly.  Strong  productivity  and 
:ost  pressure  mean  that  companies  still  have  a  lot  of 
ng  power  and  that  the  need  to  lift  prices  is  less 
it.  All  this  should  bring  some  cheer  to  investors  who 
been  whipsawed  by  recent  market  volatility  caused 
ars  that  the  Fed  may  have  to  lift  rates  further, 
lit  with  profits.  Based  on  the  first-quarter  earnings 
ps  compiled  by  the  Bureau  of  Economic  Analysis 
j),  which  are  far  more  inclusive  of  .American 
lesses  than  the  companies  in  the  Standard  &  Poor's 
^tock  index,  profits  among  nonfinancial  companies 
29.3%  from  the  previous  year.  That  was  the  largest 
y  advance  in  more  than  three  vears.  Moreover, 


separate  data  from  Thomson  Financial  show  that  S&P 
500  earnings  were  strong  even  after  excluding  the 
windfall  gains  in  the  energy  sector. 

A  big  reason  for  the  strength  in  earnings  is  the 
subdued  trend  in  unit  labor  costs,  which  are  the  wages 
and  benefits  that  companies  cannot  offset  with  gains  in 
productivity.  As  a  result,  unit  costs  have  the  potential  to 

squeeze  profit  margins 


THE  POWER 

BEHIND  PROFITS 


PERCENT  CHANGE  FROM  A  YEAR  AGO 

3: 

NONFINANCIAL 
CORPORATIONS 


Data:  Bureau  of  Economic  Analysis 


and  spur  offsetting  price 
increases.  But  despite 
tightening  labor  markets, 
companies  have  so  far 
held  the  line  on  the 
growth  of  both  wages 
and  benefits.  Because  of 
that  restraint,  along  with 
solid  growth  in 
productivity,  unit  labor 
costs  for  nonfinancial 
corporations  have 
actually  fallen  0.9% 
during  the  past  year,  based  on  the  BEA's  data. 

Over  the  same  period,  prices  in  this  sector  have  risen 
2.1%.  In  fact,  prices  have  increased  faster  than  unit  labor 
costs  in  every  quarter  during  the  past  year.  That's  why 
profit  margins  continue  to  expand,  allowing  companies, 
on  the  whole,  to  earn  more  on  each  item  they  sell  (chart). 
Unit  profits,  or  earnings  as  a  share  of  real  GDP,  in  the  first 
quarter  rose  to  14.8%,  from  14.3%  in  the  fourth  quarter 
and  from  12.1%  the  year  before. 

This  time  last  year,  few  economists  expected  margins 
to  keep  widening  for  another  year.  But  surprising  degrees 
of  cost  control,  productivity  growth,  and  pricing  power 
have  allowed  margins  to  expand,  a  key  reason  why 
earnings  last  quarter  beat  expectations. 

ANOTHER  STRONG  (QUARTER  for  profits  further 
illustrates  the  continuing  health  of  the  corporate  sector 
and  the  thrust  it  still  supplies  to  the  nation's  overall 
economic  growth.  Corporate  cash  flow  rose  to  another 
record  last  quarter,  more  than  $1.4  trillion,  and  it 
remains  large  enough  to  finance  virtually  all  of 
American  industry's  capital  spending  needs,  a  capability 
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that  is  unprecedented  in  the  post-World  War  II  era. 

April  orders  for  capital  goods  excluding  aircraft  dipped 
1.7%  from  March,  but  that  followed  March's  big  3.6% 
advance  from  February.  The  trend  in  new  orders  clearly 
remains  upward,  and  April  shipments  of  capital  goods 
are  running  far  above  their  first-quarter  average, 
suggesting  business  investment  will  contribute  strongly 
to  GDP  growth  in  the  second  quarter. 

Consumers,  on  the  other  hand,  will  contribute 
considerably  less  this  quarter  than  they  did  last  quarter, 
when  spending  grew  at  a  5.2%  annual  rate.  Based  on  the 
slim  0.1%  increase  in  real  consumer  spending  in  April, 
following  a  similarly  limp  advance  in  March,  April 
household  oudays  grew  only  1.2%,  at  an  annual  rate, 
above  the  first-quarter  average.  With  May  buying  looking 
tepid,  consumer  spending  will  be  hard-pressed  to  grow 
much  more  than  2%  for  the  full  quarter. 

Because  household  income  has  grown  less  than 
previously  thought,  consumers  have  been  outspending 
their  incomes  to  an  even  greater  extent  than  earlier  data 
showed.  The  personal  savings  rate  in  April  now  stands  at 
-1.6%.  Except  for  last  year's  hurricane  distortion,  that  is  a 
record  low.  Given  worries  over  gas  prices  and  housing, 
if  s  litde  wonder  that  the  Conference  Board's  index  of 
consumer  confidence  fell  in  May. 

THE  COOLER  LOOK  for  both  consumer  spending  and 
the  economy  may  well  have  an  important  implication  for 
Fed  policy.  It  means  that  policymakers  will  feel  less 
urgency  to  lift  interest  rates  when  they  next  meet,  on  June 


28-29.  Even  if  the  price  indexes  look  less  than  complete 
tame  right  now,  a  slowing  in  economic  growth  may  alio 
some  of  the  current  upward  pressure  on  prices  to  abate 
later  this  year.  The  slowdown  may  well  encourage  the  F 
to  wait  to  see  if  that  is  the  case. 

In  April,  the  Fed's  preferred  measure  of  inflation,  the 

core  price  index  for 


CONSUMERS  LOSE 

SOME  MOMENTUM 


PERCENT  CHANGE  FROM 
,  PREVIOUS  MONTH 


personal  consumption 
expenditures  (PCE), 
which  excludes  energy 
and  food,  rose  0.25% 
from  March.  That  g: 
pushed  the  12-month 
inflation  rate  to  2.1%, 
above  the  Fed's  2% 
comfort  limit.  The  pa 
during  the  first  four 
months  of  the  year, 
expressed  as  an  annual 
rate,  was  a  faster  2.7%. 
Keep  in  mind,  however,  that  the  four-month  growi 
rate  for  the  core  PCE  price  index  also  spiked  well  abo 
the  Fed's  comfort  level  early  in  both  2004  and  2005,  >j  | 
only  to  recede  in  the  second  half.  The  government's 
latest  revisions  to  both  output  and  income  suggest  cb  ; 
pattern  could  be  repeated  this  year.  The  combination 
slower  economic  growth,  the  restrained  pace  of  unit 
labor  costs,  and  less  upward  pressure  on  inflation  am 
interest  rates  would  be  a  big  plus  for  the  outlook  that 
investors  would  embrace  warmly. 


DEC.     JAN. 
'05       '06 
Data:  Bureau  of  Economic  Analysis 


HOUSING 


The  Roof  Isn't  Falling  In 


THERE  IS  NO  DOUBT  that 

homebuilders  are  feeling  the  effects 
of  a  softer  housing  market.  But  recent 
new  home  sales  data,  which  show  an 
orderly  easing,  contrast  with 
homebuilders'  gloomy  sentiment. 
Indeed,  builders  will  probably  do 
fairly  well  most  of  this  year.  If  s  2007 
that  could  be  painful. 

Through  April,  new  single-family 
home  sales  are  off  about  11%  from  the 
first  four  months  of 
2005.  That' s  a  sizable 
decline.  Yet  the 
monthly  level  of  sales 
rose  in  both  March 
and  April,  exceeding 
expectations,  and  the 
current  pace  of  sales 
is  on  track  to  be  the 
third-best  on  record. 

Those  results  do 
not  seem  to  justify  the 
11-year  low  in  the 
National  Association 


A  GOOD  SIGN 

FOR  HOME  BUILDERS 


PERCENT 


Data:  U.S.  Census  Bureau,  Global  Insight  Inc 


of  Home  Builders'  (NAHB)  Housing 
Market  Index,  which  dropped  to  45  in 
May.  In  fact,  the  index  may  overstate 
the  slowdown.  The  index  is  based  on 
the  share  of  builders  that  judge 
conditions  as  "good,"  "fair,"  or 
"poor."  "What  would  have  been 
'good'  a  few  years  ago  is  now  only 
'fair'  or  'poor,' "  says  NAHB  economist 
Michael  Carliner.  The  NAHB  is 
looking  into  whether  the  index  may 
need  to  be 
recalibrated  to 
account  for  the  shift 
in  perspective. 

There  are  other 
reasons  to  believe 
builders  are  still  doing 
O.K.  The  share  of  new 
homes  sold  before 
completion,  at  74%,  is 
still  high.  And,  says 
Carliner,  builders  are 
still  making  large 
capital  gains  on  the 


underlying  property  they  bought  a 
couple  of  years  ago.  That  means 
profits  and  margins  should  hold  u] 
well  for  now. 

But  surging  costs  for  building 
materials  and  land,  as  well  as  a 
slowdown  in  home  price 
appreciation,  will  begin  to  squeeze 
margins.  And  even  though  the 
number  of  new  homes  available  fc 
sale  remains  historically  low,  the 
levels  are  rising  quickly,  up  nearly 
23%  from  the  previous  year  throu; 
April.  Inventory  levels  might  actus 
be  higher,  because  builders  have  s 
many  houses  in  hot  markets  to 
speculators  looking  to  turn  a  quic 
profit  by  reselling  them. 

The  real  danger  is  that  a  rise  in 
inventories  could  lead  to  an  overh 
that  could  force  builders  to  cut  ho 
prices  more  sharply.  That  would 
indeed  be  cause  for  a  glum  oudoo 
among  builders.  ■ 

-By  James  Mehring  in  New 
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-.tarts  with  hiring 

ots  of  good  citizens 


W' HAT'S  A  GOOD  CORPORATE  CITIZEN? 
It's  not  about  awards  or  mission 
statements  or  press  releases.  It's  about 
people.  People  who  care  about  what  they 
do  and  how  they  do  it.  And  at  Toyota,  we 
know  these  people  pretty  well,  because 
we  hire  them  every  chance  we  get. 

You  see  it  in  every  vehicle  we  build 
here"  Our  over  32,000  team  members 


take  pride  in  everything  they  do.  Quality, 
teamwork  and  dependability,  that's  what 
they  are  all  about. 

Our  team  members  care  about  doing 
what's  right;  at  work  as  well  as  in  their 
local  communities.  They  really  are  good 
citizens.  Which  in  turn  makes  Toyota  a 
better  corporate  citizen.  Isn't  it  nice  when 
things  work  out? 


'lants 

Jobs 

Investment- 


•10 
•  •386,000* 
.....  $13  B 


2005  Center  for  Automotive  Research  utility.  If|iBM%'S  direct,  dealer  and  supplier  employees,  and  jobs  created  through 
I  heir  spending." 'Toyota  vehicles  atid>6'mpo^    gC-'ari'  built  using  many  U.S.  sourced  parts.  ©2006 
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A  New  Treasury  Secretary  The  shakeup  continues. 

President  George  W.  Bush  on  May  30  announced  the  latest 
fresh  face  in  his  Administration,  naming  Goldman  Sachs 
CEO  Henry  "Hank"  Paulson  Jr.  to  replace  John  Snow  (above  left, 
with  Paulson)  as  Treasury  Secretary.  Although  Paulson, 
60,  has  said  little  about  the  capital's  policy  wars,  he  is  a 
powerful  investment  banker  who  will  bring  vast  Street 
cred  to  Washington. 

Like  most  Wall  Streeters,  Paulson  favors  free  trade  and 
low  taxes.  Like  Bush,  he  thinks  deficits  should  be  trimmed 
by  cutting  spending  and  through  economic  growth,  not  by 
raising  taxes.  He  is  also  chairman  of  the  Nature  Conservancy, 
a  nonprofit  that  acquires  land  to  protect  it  from  develop- 
ment. Paulson  first  turned  the  Treasury  job  down  but 
changed  his  mind  after  Bush  promised  he  would  be  the 
Administration's  top  economic  honcho.  A  key  ally  will  be 
Chief  of  Staff  Joshua  Bolten,  another  Goldman  alum. 

See  "Mr.  Risk  goes  to  Washington,"  page  46,  and 
ifliiUiL*  "Paulson  to  the  rescue?' 'www.businessweek.com/go/tbw 


Kinder  Morgan  Gets  an  Offer  As  his  old  boss  at  Enron, 

Kenneth  Lay,  ponders  a  stretch  in  the  pen,  Richard  Kinder's 

Kinder  Morgan  is  demonstrating  how  mighty  a  company 
Enron  might  have  been.  With  the  same  kind  of  petroleum 
pipeline  and  distribution  businesses  that  Lay  found  boring 
and  often  sold  off,  Kinder  has  built  a  gonzo  energy  player 
that  made  $554  million  on  sales  of  $1.6  billion  last  year.  To 
underscore  the  point,  Kinder  and  three  fellow  directors  are 
offering  to  take  Kinder  Morgan  private  in  a  $22  billion 
leveraged  buyout,  one  of  the  biggest  ever.  The  directors 
would  put  up  $2.8  billion  and  get  $4.5  billion  from  Gold- 
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man  Sachs,  Carlyle  Group,  and  other  firms.  But  most  of  1 1 
money  would  come  from  debt— some  $14-5  billion  wor  'j 
Not  bad  for  an  old-fashioned  outfit  with  43,000  miles  ; 
pipelines  and  150  petroleum  and  co2  terminals. 


Enron:  Guilty,  Guilty,  Guilty  in  the  end,  the  "i-didi  < 

know"   defense  just  didn't  wash.  On  May  25,  Em 
ex-Chairman  Kenneth  Lay  and  ex-CEO  Jeffrey  Stalling  wi 
convicted  on  6  and  19  conspiracy  and  fraud  charg  i 
respectively.  And  on  May  31  ex-broadband  unit  final 
boss  Kevin  Howard  was  found  guilty  on  five  counts. 

See  "Enron's  last  mystery," page .  |  It 
"The  ones  who  got  away,"  page  98,  c 
"The  real  verdict  on  business," page  1 

The  Immigration  Watch  Now  for  the  showdown  i 

conference  room.  The  Senate  passed  a  broad  immigrab  is 
bill  on  May  25  that  would  allow  millions  of  undocumenr  t 
aliens  to  gain  legal  status.  It  also  would  set  up  a  gu  itl 
worker  program,  an  electronic  work-status-verificati  a 
system  for  new  hires,  and  boost  security  at  the  border.  M  it 
of  these  provisions  are  poison  to  House  hardliners,  who  e 
lier  passed  a  bill  focused  on  security.  President  Bush  pre! 
the  Senate  version,  but  he  may  not  get  a  bill  this  session  {I 

ni 
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Vonage  Will  Pay  Up  No  Good  Deed  Goes  Unpunislsjn 
Dept.:  When  Net  phone  outfit  Vonage  set  up  its  IPO,  iti 
customers  reserve  shares  and  pay  for  them  later.  Nice  £ 
ture,  since  individuals  often  complain  about  being  s 
out  of  IPOs.  But  since  hitting  the  market  at  17  on  May\4v, 
the  stock  has  cratered  by  29%,  to  12.02.  That  could  <  id 
Vonage  since  many  customers  are  refusing  to  pay  /■  n 
shares  at  17,  and  Vonage  in  its  SEC  filing  pledged  to  rei 
burse  its  underwriters  for  any  unclaimed  orders.  I 

EBHa»  See  "Trouble  on  the  line  for  Vona^i 
www.businessweek.com/go/ 
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Armor  for  Arcelor  It  seems  there's  little  Arcelor  w>v ;« 
do  to  fend  off  Mittal's  unwanted  attentions.  On  May  26<l  pj 
Luxembourg  steelmaker  said  it  will  acquire  Russia's  Sex  rfe 
stal  and  other  steel  assets  for  $16.6  billion.  In  exchange 
Alexey  A.  Mordashov's  89.6%  stake,  he  will  get  32%  of  an: 
larged  Arcelor  and  control  6  of  18  board  seats.  Und   I 
four-year  standstill  agreement,  Mordashov  has  to  vote  m 
shares  as  the  Arcelor  board  instructs  him,  which  creat   t 
formidable  bloc  to  thwart  the  No.  1  steel  power,  Mittal. 
HUM*  See  "Arcelor:  Steeling  thund 
www.businessweek.com/go, 


Disney  Needs  Pixie  Dust  it  may  soon  be  a  sm. 

world  after  all  for  Walt  Disney.  The  New  York  Times  sail 
May  27  that  the  media  giant  is  contemplating  layoffs  i 
studio  operations  following  a  tough  year  in  which  e 
ings  have  fallen  by  51%  through  the  last  two  quartei 
Disney  spokeswoman  declined  to  comment,  but  under 
Bob  Iger  the  studio  has  been  reining  in  expensive  filn 
produce  less  pricey  "branded"  fare.  The  cuts  come  as 
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anticipates  a  hot  summer  with  Cars,  the  latest  animat- 
ilm  from  newly  acquired  Pixar,  and  the  eagerly  awaited 
lei  to  its  2003  blockbuster  Pirates  of  the  Caribbean. 


iertelsmann  Buyout  To  steer  clear  of  an  unwanted 
,  the  German  media  behemoth  has  put  itself  in  a  finan- 
corset.  Bertelsmann,  whose  holdings  include  Random 
>e,  agreed  on  May  25  to  pay  $5.8  billion  to  buy  out  25% 
•eholder  Groupe  Bruxelles  Lambert.  Family  shareholders 
by  matriarch  Liz  Mohn  now  have  total  sway  over  their 
ished  company  again  but  will  have  to  sell  BM6  Music 
ishing  and  use  a  fat  slice  of  profits  to  pay  down  debt. 


h  Blues  Two  former  titans— Sun  Microsystems  and  cor- 
ite  software  maker  CA— made  painful  announcements. 
May  30,  CA  said  it  will  delay  filing  its  annual  SEC  report, 
ig  accounting  woes.  If  s  also  restating  earnings  for  the 
rteenth  time  and  forecasts  a  loss  of  7<t  per  share  for  the 
th  quarter.  New  Sun  CEO  Jonathan  Schwartz  on  May  31 
;iled  a  restructuring  plan  that  will  cost  4,000  to  5,000 
iers  their  jobs.  He'll  unload  some  real  estate,  too. 


ere  There's  Smoke,  There's  Ire  Are  astronomical 

itive  damages  O.K.  if  a  company's  conduct  was  "highly 
ehensible"?  On  May  30  the  Supreme  Court  agreed  to 
•  arguments  in  Philip  Morris  USA  v.  Williams,  in  which 
Oregon  Supreme  Court  let  stand  punitive  damages  of 
5  million,  nearly  100  times  the  $821,485  in  compensa- 
damages  awarded  to  the  widow  of  a  smoker.  Needless 
ly,  business  is  rooting  for  Big  Tobacco.  In  2003  the  Court 
id  that  punitive  damages  exceeding  compensatory  ones 
lore  than  a  9-to-l  ratio  were  constitutionally  suspect. 


Toughest  Job  of  the  Week 

I  has  a  new  boss  at  the  wheel  of  its  struggling  busi- 
es at  home,  and  his  background  tells  all  about  what 
\  company  needs  most.  Chairman  and  CEO  G.  Richard 
igoner  Jr.  on  May  30  tapped  labor  relations  man  Troy 
jrke,  51,  now  president  of  GM-Asia  Pacific,  to  become 
t  new  president  of  GM-North  America,  which  leaks  red 
t  like  a  shoddy  transmission, 
fore  taking  over  in  Asia  two 
irs  ago,  Clarke  was  group 
e-president  for  manufactur- 
;  and  labor  relations  and  a 
ief  negotiator  for  GM  when  it 
barriered  out  its  2003  con- 
ct  with  the  United  Auto  Work- 
While  Clarke  has  good  rela- 
ns  with  the  union,  that 
ssn't  mean  it  will  back  off  at  the  bargaining  table  next 
ir.  Wagoner  has  won  concessions  on  health-care 
its  and  job  cuts,  but  Clarke  will  have  to  slash  health 
days  even  more,  and  analysts  say  he  may  also  need  to 
m  or  even  eliminate  pay  for  laid-off  workers. 

HMH*  See  "GM's  new  man  in  North  America," 
www.businesv,veek.com/go/tbw 
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ENRON'S  LAST 
MYSTERY 

Was  Enron's  law  firm  ?Vinson  &  Elkins,  as  blind 
to  the  company's  shenanigans  as  it  maintains? 
Internal  messages  reviewed  by  BusinessWeek 
suggest  the  firm  doubted  the  legitimacy  of 
some  of  Enron's  business  practices 
BY  MICHAEL  OREY 


I 


MID  ALL  THE  CAR- 
nage  that  has  surround- 
ed Enron  Corp.'s  col- 
lapse, one  player  in  the 
drama  has  remained  re- 
markably unscathed: 
Vinson  &  Elkins,  the  gi- 
ant Houston-based  law  firm  that  played  a 
central  role  advising  the  company 
throughout  its  spectacular  rise  and  fall. 
Accounting  firm  Arthur  Andersen  is 
dead,  JPMorgan  Chase  &  Co.  has  spent 
$2.2  billion  settling  a  shareholder  fraud 
lawsuit  filed  in  a  Houston  federal  court,  a 
handful  of  other  banks  and  outside  Enron 
directors  have  coughed  up  nearly  $5  bil- 
lion more,  and  yet  V&E  has  not  even  had  a 
slap  on  the  wrist.  Not  a  single  lawyer  at 
the  firm  has  faced  professional  miscon- 
duct charges  by  the  Texas  bar,  the  firm 
has  yet  to  pay  a  penny  in  damages,  and 
Joseph  C.  Dilg,  the  partner  who  oversaw 
the  Enron  account,  is  now  V&E's  manag- 
ing partner.  In  2005,  it  became  the  first 
Texas  law  firm  in  which  average  partner 
compensation  broke  $1  million. 

But  the  firm's  Teflon  days  may  be  com- 
ing to  an  end.  Enron's  bankruptcy  trustee 
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is  negotiating  to  settle  claims  with  V&E 
for  $30  million,  BusinessWeek  has 
learned.  As  part  of  the  deal,  the  law  firm 
will  also  drop  its  claim  for  $3.9  million  in 
legal  fees  billed  to  Enron  before  the  com- 
pany went  out  of  business,  a  small  frac- 
tion of  the  $162  million  the  firm  charged 
Enron  from  1997  to  2001.  Although  the 
biggest  fish  at  Enron,  Kenneth  L.  Lay  and 
Jeffrey  K.  Skilling,  were  convicted  in  a 
Houston  courtroom  on  May  25,  the  Secu- 
rities &  Exchange  Commission  is  contin- 
uing to  investigate  the  advice  that  V&E 
and  other  outside  law  firms  gave  the  com- 
pany. And  in  the  same  class  action  in 
which  they  have  targeted  the  banks, 
plaintiffs'  lawyers  are  preparing  to  un- 
leash a  new  volley  of  evidence  on  June  13 
to  support  allegations  that  V&E  should  be 
liable  for  some  of  the  $40  billion  in  in- 
vestor losses  resulting  from  the  energy  gi- 
ant's collapse. 

BELEAGUERED  TEAM 

THE  LEGAL  FILING  WILL  shed  light  on 
one  of  the  last  remaining  mysteries  in  the 
Enron  drama:  the  role  played  by  the 
company's  main  outside  law  firm.  Were 


V&E's  lawyers  co-conspirators?  Or  w* 
they  merely  scribes  who  unknowim 
drafted  documents  that  helped  Em 
fleece  its  shareholders?  These  questi* 
have  been  hard  to  answer  because  on] 
small  portion  of  v&E's  handiwork 
been  made  public.  The  firm  insists  it 
nothing  wrong  and  has  long  maintaii 
that  its  attorneys  played  no  role  in  hi 
ing  Lay,  Skilling  &  Co.  perpetrate 
most  sweeping  corporate  fraud  in  rec 
history. 

But  documents  and  transcripts 
viewed  by  BusinessWeek  indicate  t 
V&E  attorneys  had  doubts  about  the 
gitimacy  of  Enron's  business  practi 
Sometimes  they  even  made  light  of 
company's  aggressive  accounting.  At 
end  of  1997,  as  Enron  scrambled  to  c< 
plete  a  series  of  deals  aimed  partly  at  \ 
nishing  its  financials,  it  dumped  a  pil 
paperwork  on  V&E.  On  Christmas  1 
Dilg  sent  an  e-mail  to  buck  up  his  be 
guered  troops.  It  contained  a  poem  (p 
30),  which  read  in  part:  "no  sooner  t 
you  could  say  'mark  to  market'/1 
client's  year  end  financials  began 
sparkle."  That  passage  referred  to 
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ron's  use  of  mark-to-market  accounting, 
which  allowed  it  to  recognize  the  entire 
revenues  from  a  20-year  gas  contract,  say, 
in  the  first  year. 

In  a  1999  voice  mail  that  was  forward- 
ed to  Dilg,  V&E  partner  Boyd  G.  Carano 
expressed  concern  after  learning  that  the 
now  notorious  entity  known  as  LJM, 
which  was  buying  part  of  Enron's  interest 
in  a  Brazilian  power  plant,  was  actually 
controlled  by  the  company's  chief  finan- 
cial officer,  Andrew  S.  Fastow.  "Basically, 
this  is  a  fund  that  he  set  up  in  order  to  do 
these  deals  with  Enron,  where  Enron 
pays  him  a  13  and  then  25%  return  in  or- 
der to  get  stuff  off  the  balance  sheet,"  he 
said.  "Frankly,  I  don't  approve." 

In  another  voice  mail, 
Carano  told  fellow  V&E  part- 
ner Mark  R.  Spradling  that 
he  had  not  been  able  to 
speak  directly  to  Enron 
Chief  Accounting  Officer 
Richard  A.  Causey  to  get  as- 
surances that  Enron  had  not 
secretly  guaranteed  Fas- 
tow's  LJM  investments.  In- 
stead, Carano  had  been 
forced  to  rely  on  the  assur- 
ances of  Kent  Castieman,  a 
lower-ranking  employee.  In 
his  response  to  Carano's 
concerns,  Spradling  said:  "I 
think  the  problem  is  that 
anything  we  do  either  calls 
into  question  the  truthful- 
ness of  Kent  Castieman  or 
imbues  this  whole  issue 
with  our  view  that  there  may 
be  fraud  going  on  here." 
Castieman  could  not  be 
reached  for  comment. 

John  K.  Villa,  an  attorney 
at  Williams  &  Connolly  in 
Washington,  D.C.,  who  repre- 
sents V&E  in  the  shareholder 
suit,  responded  on  behalf  of 
the  firm.  Villa  says  the  Enron 
board  was  fully  informed 
that  Fastow  was  heading 
LJM  and  V&E  had  no  obliga- 
tion to  question  the  directors' 
business  judgment. 

V&E  also  played  a  critical 
role  in  helping  the  energy 
company  complete  a  series 
of  complex  transactions  de- 
signed to  generate  cash 
from  the  sale  of  otherwise 
illiquid  assets.  Yet  through 
complex  "total  return 
swaps,"  Enron  actually  re- 
tained control  of  the  assets, 
rendering  the  transactions, 


and  the  cash  proceeds  from  them,  sus- 
pect. Court-appointed  bankruptcy  exam- 
iner Neal  Batson  noted  in  his  report  that 
obtaining  V&E's  opinion  letters  was  "cru- 
cial to  Enron's  ability  to  complete"  these 
transactions.  Legal  opinion  letters,  which 
are  signed  by  a  law  firm  itself,  are  needed 
to  complete  some  types  of  deals. 

Yet  even  as  V&E  provided  important 
opinion  letters  to  Enron,  the  firm  ap- 
peared uneasy  about  its  role.  In  notes 
made  in  preparation  for  a  meeting  with 
Enron  General  Counsel  James  V.  Derrick 
Jr.,  V&E  partner  Dilg  wrote,  "We  [are]  un- 
sure of  how  opinion  rendered  satisfies  re- 
quirements of  [the  Financial  Accounting 
Standards  Board]."  Language  that  V&E 
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Heigh  Ho,  Heigh  Ho,  It's  Off 
To  Court  We  Go 

In  an  e-mail,  Vinson  &  Elkins  partner  Joe  Dilg 
boosted  the  spirits  of  lawyers  toiling  for  Enron 
on  Christmas  Eve,  1997  An  excerpt  from  his 
takeoff: 


Twas  the  night  before  Christmas  and  all  through  the  Firm 

the  Enron  team  the  midnight  candle  did  burn . . . 

There  was  a  deal  for  each  lawyer,  sometimes  two,  sometimes  more. 

And  given  the  timing,  no  brownie  points  did  Enron  score. 

The  deals  themselves  had  names  so  benign, 

like  presents  for  children  at  Christmastime. 

There  was  a  Nighthawk,  a  Chewco,  a  Jedi2 

a  Bulldog,  a  Sheridan  and  an  EES  selldown  too. 

There  were  power  plants  to  play  with,  a  HVAC  contractor  to  buy 

A  cornucopia  so  full  of  plenty  I  started  to  cry. 

But  the  V&E  team  dug  in,  although  maybe  not  totally  with  glee. 

[attorney]  Bob  Baird  was  even  heard  shouting  "save  one  for  me" 

And  no  sooner  than  you  could  say  "mark  to  market" 

Our  client's  year  end  financials  began  to  sparkle 


included  in  a  March,  1998,  opinion  1( 

seemed  to  undermine  the  whole  poii 

the  document,  which  is  to  assure  thai ' 

transactions   actually  involved   a 

transfer  of  the  assets.  Dilg  seemed  a\ 

of  how  critical  these  deals  were  to  tr 

nancial  picture  that  Enron  was  pres 

ing  to  investors.  "Large  transactions ' 

significant  earnings  impact,"  he  wro 

the  same  set  of  notes,  adding  fur 

down:  "Don't  want  deal  to  blow  up  al 

moment  and  cause  earnings  surprise 

Villa,  V&E's  attorney,  defends  the  fi 

opinion  letters.  V&E,  he  says,  repeat 

checked  with  Enron  and  its  accour 

firm,  Arthur  Andersen,  to  be  sure  the 

ters  met  the  needed  requirements.  "'W 

an  accountant  tells  you  til 

what    he    wants,    what^ 

lawyer  to  do?"  Villa  says 

also  denies  there  were  int< 

contradictions  in  the  M; 

1998,  document. 


LIABILITY  RISK 

WILL  THE  EVIDENCE  |j  „ 
to  be  a  major  liability  \ 
V&E?  Lawyers  are  oftertr  til 
most  elusive  quarry  in  casu  jj 
corporate  wrongdoing.  . ,  u 
matter  of  public  policy, .:  [0 
have  broad  latitude  to  exjv  fa 
concerns  about  clients  )  |  jj 
out  fear  that  such  excha;  j 
will  be  held  against  tt  t 
Also,  clients  don't  alwayv  j. 
low  their  lawyers'  advice.  I  r 
in  rejecting  investors'  cL  i0 
against  two  other  law  firr  t 
2002,Judge  Melinda  Haii  w 
kept  V&E  in  the  case,  nr  B( 
that  if  the  plaintiffs  ( ■  j ; 
show  that  V&E  lawyers  kk  (s, 
ingly  acted  in  furtherani  r 
the  Enron  "Ponzi  schai  t 
they  could  be  held  liable.  ,» 
If  shareholders  do  pri  $ 
the  harm  suffered  by .;  Soi 
may  be  mostly  to  its  refl  ^ 
tion.  Like  many  law  i  |  ^ 
V&E  reorganized  as  a  lii 
liability  partnership  in 
That  insulates  partners 
personal  liability,  lex 
plaintiffs  looking  at  insui 
for  a  payoff.  Sources  far 
with  the  firm's  insuranc 
that  $150  million  is  ava 
for  Enron  claims.  But 
years  of  fees  paid  to  Wil 
&  Connolly,  one  of  the  na 
best  and  most  expensiv 


empty  that  pot.  II 
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MARK  GIMEIN 


heSkillingTrap 


and  Lay  sacrificed  the  spirit  of  the  law  for  the  letter.  They're  not  alone 


mouslyFm  disappointed.  But  thafs 
way  the  system  works." 

ET  THIS  BE  SAID  for  Jeffrey  K. 
Skilling:  On  the  steps  of  the 
courthouse,  walking  out  of  his  tri- 
al into  the  prospect  of  decades  of 
imprisonment,  he  stayed  in  char- 
;r.  He  did  not  say  that  he  was  robbed  of 
ice  or  express  regret  or  defiance.  He 

d  himself,  considering  the  circumstances,  a  maestro  of 

ional  detachment.  For  all  his  arrogance,  there  has  long  been 

:  of  fatalism  around  Skilling,  a  great  tiredness.  He  told  the 

hat  Enron  was  his  life  for  years,  but  by  the  end  it  was  a  life 

In't  want.  The  short  pe- 
ster he  quit  Enron  and 

|e  the  scandal  broke, 

tig  said  on  the  stand, 

:   the   happiest   three 

5  of  my  life."  Some  of 
comes    through    in 

lg's  laconic  understate- 

is  deep  exhaustion. 

t  there's  more  to  it. 

t's  the  way  the  system 

3."  If  s  a  strange  thing 
man  to  say  who  has 

convicted  of  19  separate 

rial  charges.  Reduced  to 

s  on  a  page,  you  can 

ne  the  tone  to  be  bitter 

fusing.  But  it's  not.  Nor 

[allows  humor,  a  tip  of 

at  to  the  prosecutors 
won  their  case,  but 

thing  more  poignant. 

5  with  his  encounter 

his  former  underling, 

tackled  Ben  F.  Glisan 

;  the  courthouse  eleva- 

lis  may  have  been  one 

i  two  truly  moving  mo- 

5  of  the  trial. 

iiehow  for  Skilling  it  all 
sense.  In  the  court- 
he  had  a  role  to  play, 


the  part  of  the  defendant,  and  he  played  it  to  the  best  of  his  abil- 
ities. But  outside,  he  could  shed  the  burden  of  that  role  and  stop 
trying  to  justify  himself.  Thaf  s  the  way  the  system  works.  For 
Skilling  it  was  not  a  matter  of  justice  or  injustice,  even  when  it 
was  his  own  future  at  stake.  We  all  play  our  parts,  he  seemed  to 
mean,  and  the  rest  will  take  care  of  itself. 

It  is  a  supremely  characteristic  statement,  and  it  evokes  the 
essence  of  what  went  wrong  at  Enron.  Skilling  had  a  startling 
confidence  in  what  he  thought  of  as  "the  system,"  a  strange  and 
even  endearing  belief  in  the  mechanisms— the  letter  and  only 
the  letter— of  the  law. 

The  Enron  trial  was  at  heart  about  the  difference  between  the 
letter  of  the  law  and  its  spirit.  It  was  the  most  complicated  of  the 
half-dozen  or  more  big  corporate  corruption  cases  that  have 
come  to  trial,  not  just  because  of  the  scope  of  the  meltdown,  but 
because  the  fraud  at  Enron  was  accompanied  by  the  most  ob- 
sessive and  careful  concern  for  the  letter  of  the  law.  That  was  the 

point  of  all  the  partnerships, 
the  "Raptors"  and  "LjMs." 
The  people  who  ran  Enron 
did  back  flips  and  somer- 
saults as  they  tried  to  stay 
within  the  law's  lines.  The 
minimum  ownership  by 
outside  investors.  The  end- 
less discussions  of  hedging 
risks.  The  internal  discus- 
sions about  managing  con- 
flicts of  interest. 

Looking  at  the  trial  tran- 
script, if  s  possible  to  suspect 
that  Skilling  lost  his  case  in 
the  first  moments  of  his 
cross-examination.  "The 
bottom  line  of  all  this,  Mr. 
Skilling,"  demanded  prose- 
cutor Sean  M.  Berkowitz,  "is 
that  you  and  Mr.  Lay  were 
the  captains  of  the  ship  at 
Enron,  weren't  you?"  "Yes," 
Skilling  meekly  answered. 
You  almost  wish  that  he'd 
have  put  up  more  of  a  fight, 
because  to  bring  the  case  to  a 
"bottom  line,"  a  simple  deci- 
sion about  right  and  wrong 
and  responsibility,  repre- 
sents the  very  opposite  of  the 
Skilling  philosophy.  A  trial  by 
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ENRONHQSkillingwas 
convicted  for  lying, 
but  not  for  reaping 
profit  from  those  lies 


definition  is  about  the 
letter  of  the  law,  but  in 
starting  the  way  he  did, 
Berkowitz  pointed  out 
that  you  can't  reliably 
interpret  the  letter 
without  talking  about 
its  spirit  as  well.  That 


kets?  The  first  is  a  crime.  The  second  we  are  ready  to  excuse 
just  the  ordinary  course  of  business.  If  anything,  we  have  got 
even  more  used  to  top  executives  getting  huge  stock  grants  9 
regularly  selling  off  millions  or  tens  of  millions  of  dollars'  wo 
of  shares  in  the  interests  of  "portfolio  diversification." 

The  social  strictures  that  once  kept  business  in  check- 
stigma  once  attached  to  selling  your  own  company's  stock  or 
troubling  appearance  of  cashing  in  on  huge  holdings— largi 
disappeared  in  the  era  of  the  stock  market  boom,  and  ti 
haven't  returned.  The  people  tasked  with  "building  sharehc 
er  value"  sell  millions  of  shares  of  stock  at  a  sitting;  we  no  Ion 
bat  an  eyelash,  and  consider  it  nothing  to  be  ashamed  of.  If  t 
doesn't  matter  to  us,  the  spirit  of  the  law  becomes  hard  to  re« 


.* 


was  the  thing  Skilling 
couldn't  see. 

But  if  the  prosecu- 
tors won  inside  the 
courtroom,  it's  worth 
asking  if  outside  it  we 
live  in  Berkowitz' 
world,  or  Skilling's.  On 
this,  as  they  say,  the 
jury  is  still  out. 

In  the  wake  of  En- 
ron, there  has  been  an 
overhaul  of  the  securities  laws.  Enron  is  the  reason  we  now  have 
chief  executives  lining  up  to  sign  sworn  certifications  of  their  fi- 
nancial statements.  But  what  made  Enron  possible  was  not  a  lack 
of  rules.  It  was  an  unwillingness  to  think  about  regulation  and  re- 
sponsibility in  any  but  the  most  legalistic  terms. 

Enron  came  out  of  a  market  boom  in  which  we  started  men- 
tally dividing  our  neighbors  into  Suckers  and  Players.  The  Play- 
ers were  the  ones  who  could  score  big  in  the  equity  markets  and 
the  Suckers  were  those  who  couldn't,  or  didn't  try.  In  the  stock 
market  boom,  it  became  widely  understood  that  while  actually 
fibbing  on  your  company's  financial 
statements  was  not  kosher,  senior 
executives  could  sell  their  prepos- 
terously overvalued  stock  with 
abandon  and  we  wouldn't  hold  it 
against  them.  In  just  six  months  in 
2000,  Skilling  himself  cashed  out 
$47  million  in  Enron  stock,  yet  the 
jury  acquitted  him  of  all  but  one  in- 
sider trading  count.  Even  as  they 
convicted  him  of  lying,  the  jurors 
managed  to  acquit  him  of  the 
charge  of  reaping  the  fruits  of 
those  lies. 

This  is  the  kind  of  fine  distinction 
we  have  all  now  gotten  used  to  mak- 
ing. The  legacy  of  the  stock  market 
frenzy  is  that  it  does  not  faze  us  at  all 
that  one  man  in  six  months  can  sell 
$47  million  in  stock  as  his  company 
goes  down  the  tubes.  Like  the  jury, 
we  make  these  careful  calls:  Can 
tens  of  millions  of  dollars  in  profits 
be  linked  to  a  specific  misrepresen- 
tation made  to  investors,  or  is  it  just 
the  good  fortune  of  a  chief  executive 
who  happens  to  be  running  a  com- 
pany mistakenly  loved  by  the  mar- 
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A  Collection  of  Loopholes 

THE  ORIGINAL  SIN  of  high-level  corporate  crime  isn't  in  ■•  ( 
details  of  accounting  rules.  Skilling  might  have  gotten  a  pass  \\ 
insider  trading,  but  there's  little  question  that  the  source  0:  ji 
the  crimes  of  which  he  was  convicted  was  the  basic  dishoim 
of  trying  to  keep  the  company's  stock  afloat  so  he  could  ntfl 
more  money.  For  Kenneth  L.  Lay,  who  hid  big  stock  sales :  J 
complicated  accounting  maneuver,  that  motivation  is  e  ™ 
clearer.  The  essential  message  of  the  securities  laws  is  that  d 
shouldn't  get  rich  while  their  shareholders  go  broke.  FoJ 
that,  and  they're  just  a  collection  of  loopholes. 

The  potential  for  huge  gains  from  financial  engineering  I 
over  the  past  two  decades  migrated  from  Wall  Street  to  theu 
of  the  business  world.  The  savings  and  loan  crisis  of  the  j.- 
was  the  result  of  hundreds  of  small-time  operators  thinkinii  ^ 
themselves  as  financial  Players.  Now  big  company  cbl 
throughout  the  business  world  think  of  themselves  that  1  j  I 
Many  are  speculators  in  their  own  stock— Skilling  took  the  I 
tra  step  of  shorting  a  competitor's  shares— looking  for  the  r  ™ 
moment  to  cash  out. 

No  question,  the  parade  of  executives  in  handcuffs  will  1 
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A  Brief  History  of 
Corporate  Scandals 

1624  THE  VIRGINIA  COMPANY  OF  LONDON 

Horrific  conditions  and  an  Indian  massacre  at  the 
Jamestown  Colony  cause  the  crown  to  revoke  the 
Virginia  Company's  charter. 

1872  CREDIT  MOBILIER 

Tycoons  Jay  Gould  and  Jim  Fisk,  who  earlier  tried  to 
corner  the  gold  market,  nearly  sink  the  Union  Pacific 
Railroad  with  their  self-dealing. 

1922  TEAPOT  DOME 

Two  oil  well  operators  bribe  the  Secretary  of  the 
Interior  to  get  leases  on  oil  fields,  including  one  at 
Teapot  Dome,  Wyo. 

1985-1989  DREXEL  BURNHAM  LAMBERT 

Ivan  Boesky,  Dennis  Levine,  and  junk  bond  king 
Michael  Milken  are  charged  with  insider  trading, 
toppling  Milken's  empire. 

2002  WORLDCOM 

The  phone  company  files  for  the  largest  U.S. 
bankruptcy  ever  and  founder  Bernie  Ebbers  gets 
25  years  for  financial  manipulation. 
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some  deterrent  effect.  But  thej 
dence  that  any  of  this  will  xi 
executives  more  accountable 
more  honest  rather  than  just  11 
careful    is    thin.    ContempoJlfi 
business  culture  accepts  outs 
compensation  as  a  given  and  ti 
for  granted  the  notion  that  c 
executives  have  no  special  res] 
sibilities     more     pressing 
ensuring    a    fabulously   wei 
retirement.  In  such  a  culture 
certain  that  when  the  market 
crests  and  crashes,  hundred 
corporate  executives  will  at  1 
toy    with    ways    to    make 
numbers  look  good  until  thejt 
get  their  own  money  out.  Aftei< 
ron,  those  who  go  that  route 
be  more  cautious  in  interpre 
the  law.  Can  that  prevent  the 
wave  of  scandals?  No,  becaus 
reading  of  securities  law  is  so  < 
ful  that  it  avoids  the  Skilling  1 
When  you  try  to  keep  to  the  1 
of  the  law  while  undermininj 
spirit,  you  are  likely  to  violati 
letter  in  the  end.  II 
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There  are  infinite  dynamics  in  business.  Master  them  all. 
With  Microsoft  Dynamics." 

Presenting  Microsoft  Dynamics:  a  line  of  people-ready  business  management 
solutions  for  financial  management,  CRM,  and  supply  chain  management.  Its 
easy  to  learn  and  easy  to  use.  Because  it  looks  and  feels  like  the  Microsoft 
software  your  people  use  every  day.  Visit  microsoft.com/microsoftdynamics 
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THE  LION.  THE  WITCH,  AND 
THE  SALE-LEASEBACK 

How  would  you  explain  Enron  to  kids? 
We  asked  JeffSonnenfeld  and  Bruce  McCall 


WITH  THE  CON- 
victions  of  former 
Enron  Corp.  exec- 
utives Kenneth  L. 
Lay  and  Jeffrey  K. 
Skilling  on  May 
24,  the  govern- 
ment closed  the  books  on  one  of  the 
biggest  financial  scandals  in  U.S.  history. 
But  compared  with  the  Teapot  Dome 
scandal  of  1922,  which  was  a  straight- 
forward case  of  bribery,  or  the  Hunt 
brothers'  attempt  to  corner  the  silver 
market  in  1980,  Enron's  schemes  were 
so  convoluted  that  if  s  a  challenge  to  de- 
scribe them  in  simple  language  a  child 
could  understand.  How  would  you  ex- 
plain Lay's  and  Skilling's  crimes  to  your 
child?  BusinessWeek  asked  two  commen- 
tators to  try.  Here  are  their  stories: 

JEFFREY  A.  SONNENFELD 

Senior  Associate  Dean  for  Executive  Programs 
at  the  Yale  School  of  Management 

ONCE  UPON  A  TIME  IN  THE  LAND 
of  Enron,  there  was  a  king  named 
Ken— well,  actually,  he  wasn't  a 
king,  but  he  thought  he  was.  He  had  a 
friend,  at  least  we  think  he  was  a  friend, 
who  was  a  prince  named  Jeff.  King  Ken 
and  Prince  Jeff  ruled  over  the  land  of  En- 
ron. In  this  land  they  made . . .  well,  they 
made  money  for  themselves.  What  else 
did  they  make?  Not  much  else. 

However,  this  isn't  what  they  told  the 
people  of  the  land  of  Enron.  They  told 
the  people  that  they  were  making  lots  of 
electricity  and  other  invisible  stuff.  We 
don't  know  how  to  make  electricity  and 
other  invisible  stuff,  and  neither  did  they. 
For  a  long  time,  everybody  was  very 
happy.  King  Ken  and  Prince  Jeff  got  very, 
very  rich  from  other  people's  money.  The 
people  wanted  to  get  rich,  too,  so  they 
gave  the  gold  they  saved  from  their  al- 
lowances to  King  Ken  and  Prince  Jeff.  All 
of  it.  King  Ken  and  Prince  Jeff  promised 
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all,  told  the  secret  to  all  the  people, 
people  were  very  sad.  They  wanted 
gold  allowances  back,  but  it  was  too  lata 
was  all  gone.  The  people  cried  and  cr|i 
The  emperor  asked  what  happened. ' 
the  people  told  the  emperor,  he  said  j 
Ken  is  not  really  a  king  and  Prince  Jei 
not  really  a  prince.  The  emperor  made  ] 
and  Jeff  stand  in  his  court,  and  in  fron 
all  the  people  he  told  them  they  were  l 
naughty.  He  sent  them  to  the  dungeon 
a  long,  long  time. 

And  that  is  the  story  of  the  land  of] 
ron.  The  lesson  is  that  you  should 
trust  someone  who  pretends  to  be  a  I 
and  promises  he  can  invisibly  turn  t 
piles  of  gold  into  giga 
piles  of  gold  using  hoc 
pocus,  imaginary  islands, 
famous  friends. 


Wi 


King  Ken 


they  could  turn  little 
piles  of  gold  into  gi- 
gantic piles  of  gold  by    DOUght  l0tS 

selling  invisible  stuff 
to  faraway  islands. 
Actually,     shhhh: 


of  toys  just 
for  himself 


You  know  what  they 
were  really  doing  ■■hhhiiimm 
with  the  gold?  King 
Ken  and  Prince  Jeff  really  used  the  gold 
to  buy  lots  and  lots  of  toys— just  for 
themselves!  In  fact,  no  one  bought  invis- 
ible stuff  in  those  faraway  islands.  Those 
faraway  islands  were  really  still  part  of 
the  land  of  Enron  where  no  one  lived. 
They  told  some  of  their  friends  the  se- 
cret. Then  the  friends  also  pretended  to 
sell  invisible  stuff  for  more  gold.  Some  of 
the  friends  were  famous  people  who  told 
other  people  to  give  their  allowances  to 
King  Ken  and  Prince  Jeff. 

But  then  one  day,  Count  Andrew,  one  of 
the  friends,  who  was  not  really  a  friend  at 


BRUCE  McCALL 

Humorist,  The  New  Yorker 

ELL,  KIDS,  AMI 
ingly  enough,  En 
worked  just  like 
pie-baking  bee  for  the  lj 
charity  bazaar.  Jill  bakes  f 
pies,  while  another  Jill,  i 
doesn't  actually  exist,  ba 
24  pies. 

Once  the  first  Jill's  four  J 
are  delivered  to  the  baj 
(minus  the  two  she  "lost; 
the  way),  the  nonexistent 
"mom"  records  24  pies 
livered,  buys  them  all  bac 
ing  a  check  drawn  on  a 
tious  account,  then  demi 
24  full  cash  refunds  be 
they  "taste  funny."  Flusti 
the  nice  bazaar  ladies  cou| 
up.  With  each  pie  priced  al 
that's  $120  net,  or  a 
profit  of  $100. 

The  real  Jill  and  her  "mi 
use  the  $100  to  hire  a  to 
gan  to  "accidentally"  ka 
Jill  down  with  his  car  a 
,    crosswalk  on  the  way  hi 
from  the  bazaar.  They  split  the  $15,< 
insurance  settlement  three  way« 
head  for  Vegas. 

Your  dad  may  have  been  that  hoolt< 
in  the  car,  but  I  can't  remember.  So* 
see,  the  "mystery"  about  Enron  is  re 
no  mystery  at  all! 

PS.  If  anybody  comes  snooping  aroj 
I  know  you'll  know  how  to  handle  it.  ] 
Love,  Dad  II 


BusinessWeek  online 


_  For  the  Enron  story 
told  by  TV's  Ben  Stein  and  two  Business^ 
writers,  go  to  businessweek.com/extras  I 
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ance,  a  leader  in  lighting  electronics,  watched  its  data  storage  costs  grow  along 
its  business.  Advance  turned  to  HP  to  reverse  the  trend.  With  HP  StorageWorks, 
ance  is  now  able  to  consolidate  its  data,  keeping  critical  information  online  for  * 
mt  access  while  constantly  moving  older  data  to  more  cost-effective  sforage^jevices 
his  has  reduced  the  time  needed  to  manage  the  storage  network  from  days  to 
Jtes  and  clearly  illuminatedthe  path  to  change,  hp.com/go/storagi 


Is  of  change:  HP  StorageWorks  SAN,  Disk  Array,  Tape  Library 
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ONGOING  SCANDALS 


IT  LOOKS  LIKE  FANNIE 
HAD  SOME  HELP 

Major  players  on  the  Street  maybe  tied 
to  the  fiasco  at  the  mortgage  giant 


BY  DAWN  KOPECKI 

YOU  MIGHT  THINK 
there  couldn't  be  any 
more  bad  news  about 
Fannie  Mae,  the  mort- 
gage-finance giant  ac- 
cused of  manipulating 
earnings  and  defrauding 
investors.  But  additional  disheartening 
revelations  could  be  on  the  way  as  regu- 
lators focus  on  the  major  Wall  Street  firms 
and  other  advisers  that  gobbled  up  Fan- 
nie business  and  allegedly  aided  in  a 
$10.8  billion  accounting  fiasco. 

Fannie  agreed  on  May  23  to  pay  $400 
million  to  resolve  federal 
civil  allegations  that  from 
1998  through  2004  it  pret- 
tified its  books  in  a  way 
that  allowed  executives  to 
inflate  their  pay.  Before  the 
last  microphone  was  shut 
off  at  the  Washington 
press  conference  announc- 
ing that  deal,  government 
investigators  were  looking 
into  whether  some  of  the  fi- 
nancial world's  biggest 
names  facilitated  Fannie's 
misbehavior. 

Securities  &  Exchange  Commission 
staff  members  are  looking  into  deals  in 
which  Goldman  Sachs  Group,  among 
others,  allegedly  helped  Fannie  rearrange 
earnings  to  maintain  the  appearance  of 
steady  profit  growth,  according  to  people 
familiar  with  the  inquiries.  Investigators 
also  are  scrutinizing  KPMG,  which,  as 
Fannie's  outside  auditor,  approved  finan- 
cial statements  since  deemed  misleading. 
And  the  SEC  staff  is  examining  deals  de- 
signed by  Lehman  Brothers  Inc.  and  later 
executed  by  KPMG  that  the  Internal  Rev- 
enue Service  has  determined  improperly 
deferred  taxes. 

The  list  goes  on.  Referring  to  one 


Regulators 

say  advisers 

helped 

smoothed 

Fannie's 

earnings 


arrangement  that  could  come  back  to 
haunt  insurer  Radian  Group  Inc.,  a  Fan- 
nie official  wrote  in  a  Jan.  9,  2002,  inter- 
nal e-mail:  "I  am  terrified  of  the  negative 
public-relations  aspects  of  a  disclosure  of 
a  transaction  like  this." 

"VIGOROUSLY  PURSUED" 

RADIAN,  GOLDMAN,  and  KPMG  all  said 
they  had  behaved  properly  when  advising 
Fannie.  Lehman  declined  to  comment.  In 
its  settlement,  Fannie  didn't  admit  or 
deny  wrongdoing. 

Veteran  observers  of  corporate  excess 
say  the  Fannie  saga  is  unfolding  accord- 
ing to  script.  "When  a  com- 
pany has  engaged  in 
wrongful  conduct,  the  in- 
quiry [inevitably  turns  to] 
who  knew  about  it,  who 
could  have  prevented  it, 
who  facilitated  it,"  says  for- 
mer SEC  Chairman  Harvey 
Pitt,  who  now  heads  Kalo- 
rama  Partners,  a  Washing- 
ton consulting  firm.  As  one 
of  the  nation's  largest  finan- 
cial-services companies, 
Fannie  offered  a  veritable 
feast  of  business  opportunities  to  profes- 
sional advisers. 

SEC  Chairman  Christopher  Cox  has 
told  reporters,  without  getting  specific, 
that  people  and  "entities  whose  actions 
and  inactions"  contributed  to  the  Fannie 
debacle  will  be  "vigorously  pursued."  Ex- 
CEO  Franklin  D.  Raines  and  other  current 
and  former  top  Fannie  officials  are 
among  those  facing  potential  civil  and 
even  criminal  charges,  federal  officials 
say.  Raines  has  denied  wrongdoing.  Wary 
of  the  collapse  of  an  entire  company,  as 
happened  after  the  Enron-related  prose- 
cution of  auditor  Arthur  Andersen,  the 
government  is  expected  to  stick  to  civil 
actions  if  it  moves  against  businesses  that 


Fannie's  Frie 
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inaccurate  financial 
statements 


advised  Fannie,  according  to  a  knowl- 
edgeable federal  official. 

Regulators  say  a  big  motive  behind  the 
generation  of  Fannie's  illusory  double- 
digit  annual  profit  growth  was  the  outsize 
bonuses  those  figures  triggered  for 
Raines  and  his  deputies.  Fannie  fine- 
tuned  its  earnings  to  the  "one-hundredth 
of  a  penny"  to  maximize  those  bonuses, 
according  to  James  B.  Lockhart,  acting  di- 
rector of  Fannie's  special  overseer,  the  Of- 
fice of  Federal  Housing  Enterprise  Over- 
sight (OFHEO). 

Some  of  the  more  creative  methods  for 
massaging  the  numbers  came  from  out- 
side the  company,  OFHEO  said  in  a  340- 
page  report  issued  by  after  a  nearly  three- 
year  investigation.  The  report  alleges  a 
cornucopia  of  dubious  deals,  a  number  of 
which  delayed  the  acknowledgment  of 
earnings  so  that  profits  would  rise 
smoothly  and  predictably. 

Many  of  the  transactions  involved 
mortgage-backed  securities,  Fannie's 
stock  in  trade.  The  government-chartered 
company  helps  boost  the  amount  of  cash 
available  for  mortgage  loans  by  buying 
loans  from  lenders  and  bundling  them 
into  securities,  which  it  sells  to  investors 
or  holds  in  its  own  portfolio. 

In  2001,  Goldman  designed  a  mort- 
gage-backed security  that  it  said  in  a  Nov. 
19  presentation  would  allow  Fannie  to 
"better  manage  the  recognition  of  in- 
come" for  accounting  purposes,  accord- 
ing to  the  OFHEO  report.  The  security  al- 
lowed Fannie  to  push  $107  million  in 
income  to  future  years,  when  the  compa- 
ny expected  a  rise  in  interest  rates  would 
depress  its  earnings.  Goldman  received 
$625,000  in  fees  for  one  of  the  two  trans- 
actions, which  OFHEO  said  "had  no  sig- 
nificant purpose  other  than  to  achieve  de- 
sired accounting  results." 

Goldman  spokesman  Peter  Rose  coun 
ters  that  the  transactions  had  the  legiti- 
mate goal  of  "matching  tax  liabilities  with 
the  receipt  of  taxable  income." 

"ABUSIVE"  SECURITIES 

FOUR  YEARS  EARLIER,  Lehman  had  de- 
signed a  short-term  mortgage-backed 
security  for  Fannie,  the  purpose  of 
which  was  to  minimize  taxes  and 
"thereby  increase  reported  earnings," 
OFHEO  concluded.  KPMG  ended  up  as 
the  lead  adviser  on  two  versions  of  this 
transaction,  in  1998  and  2000,  and  re- 
ceived $1.8  million  for  its  work,  accord- 
ing to  OFHEO.  The  IRS  later  determined 
that  the  1998  deal  was  "abusive"  and  de- 
manded payment  of  hundreds  of  mil- 
lions of  dollars  that  Fannie  had  put  off 
paying,  OFHEO  said.  The  IRS  was  still 
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analyzing  the  2000  deal  as  of  April, 
2006,  OFHEO  said. 

KPMG's  role  has  drawn  the  interest  of 
investigators  at  the  Justice  Dept.  as  well 
as  the  staffs  of  the  SEC  and  OFHEO,  ac- 
cording to  people  familiar  with  the  situ- 
ation. KPMG  audited  Fannie's  books  for 
25  years,  until  it  lost  that  role  in  2004. 
OFHEO  chief  accountant  Wanda  DeLeo 
said  on  May  23  that  the  auditor  ap- 
proved financial  statements  it  knew 
were  marred  by  "significant  depar- 
tures" from  generally  accepted  account- 
ing principles. 

KPMG  spokesman  George  Ledwith 
says  the  auditor  made  "decisions  based 
on  the  information  provided  to  us  at  the 
time"  by  Fannie.  The  OFHEO  report 
does  note  a  number  of  instances  when 
Fannie  "kept  KPMG  in  the  dark." 

On  another  front,  Fannie  approached 
several  major  insurance  carriers  about 
purchasing  finite- 
risk  policies  in- 
tended to  help 
manage  its  earn- 
ings, OFHEO  said. 
Such  policies  are 
the  subject  of  a 
separate  investi- 
gation of  the  in- 
surance industry 
by  New  York  State 
Attorney  General 
^^^™  Eliot  Spitzer  and 

other  regulators. 
The  policies,  if  structured  so  they  don't 
transfer  any  real  potential  for  claims  li- 
ability to  the  insurer,  resemble  loans  and 
can  be  used  to  manipulate  earnings. 

Fannie  bought  a  finite-risk  policy 
from  Radian  in  2002  to  shift  roughly 
$40  million  in  income  to  2003  and 
2004,  according  to  OFHEO.  Radian 
General  Counsel  Howard  Yaruss  said: 
"We  have  not  done  anything  improper 
or  illegal  in  this  particular  case  or  in 
any  other  case."  He  added  that  Radian 
booked  the  transaction  as  if  it  were  a 
loan.  In  contrast,  Fannie  accounted  for 
the  transaction  as  an  insurance  policy, 
OFHEO  said. 

The  arrangement  provoked  that  out- 
raged e-mail  sent  on  Jan.  9,  2002,  by 
Louis  Hoyes,  then  Fannie's  residential 
mortgage  chief:  "1  would  like  to  express 
an  extremely  strong  no  vote"  about  the 
Radian  deal,  Hoyes  wrote  to  other  top 
executives,  including  current  CEO 
Daniel  Mudd.  Hoyes  added:  "Should  we 
be  exposing  Fannie  Mae  to  this  type  of 
political  risk  to  'move'  $40  million  of  in- 
come? I  believe  not."  ■ 

-With  Mara  Der  Hovanesian 
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COMMENTARY 


BY  DAVID  HENRY 

A  SarbOx  Surprise 

The  new  requirements  are  slowing  options  tricks 


CEOS    LOVE    TO    HATE 
the  Sarbanes-Oxley  Act, 
complaining  that  its  new 
requirements  are  a  costly 
overreaction    by    Con- 
gress to  the  big  accounting  frauds. 
But  a  relatively  obscure  SarbOx 
provision,  one  written  because  of 
specific  crimes  by  former  Enron 

Corp.  CEO  Kenneth  L.  Lay,  is  proving  a 
key  factor  in  a  new  scandal:  the  backdat- 
ing of  stock  options. 

More  than  two  dozen  companies 
have  come  under  investigation  this 
year,  among  them  UnitedHealth,  KLA- 
Tencor,  and  McAfee,  on  suspicion  of  fid- 
dling with  option  grant  dates  to 
give  millions  of  dollars  of  extra 
pay  to  executives.  While  the 
extent  of  these  potential 
frauds  isn't  yet  known,  the 
connection  between  Sar- 
bOx and  options  backdat- 
ing stands  as  a  vivid  illus- 
tration of  how  making 
information  public  can 
thwart  bad  behavior. 

Until  early  2002,  when 
it  was  learned  that  Lay 
had  concealed  sales  of  En- 
ron shares  while  saying  he 
was  buying  more,  regulators 
paid  little  mind  to  a  loophole 
in  the  rules  on  trading  by  in- 
siders. Most  transactions  be- 
tween executives  and  their 
companies  didn't  have  to 
be  reported  until  45  days 
after  the  end  of  a  company's 
fiscal  year— possibly  as  long 
as  13  months  after  the 
fact.      Congress 
clamped    down 
and  directed  the 
Securities  &  Ex- 
change     Com- 
mission  to   re- 


quire reporting  of  transactions  witH 
two  business  days,  effective  Aug.  II 
2002.  At  the  time,  recalls  then-sl( 
Chairman  Harvey  L.  Pitt,  regulatoi 
didn't  even  know  companies  vm 
backdating  options  grants. 

In  academia,  meanwhile,  profesM 
had  been  puzzling  for  years  over  vm 
time  and  again  stocks  went  up  af& 
companies  issued  options.  Their  bc| 
guess  was  that  executives  knew  bettf , 
than  the  market  that  their  stocks  woul 
rise.  But  at  least  two  scholars,  ErikH 
of  the  University  of  Iowa  and  Randalli] 
Heron  of  Indiana  University,  suspecSi 
companies  had  been  using  the  disc* 
sure  leeway  to  look  back  and  set  optiJij 
to  low  prices  that  had  preceded  runJjj 
The  new  SarbOx  two-day  limit,  tit 
reasoned,  would  have  made  it  hardelfl 
fudge  dates. 

The  professors  checked  morel 

cent    stock    returns.    Til 

found  that  80%  of  the  mya 

rious   performance   arcfl 

grants  disappeared  undetli 

new  rule.  Most  of  the  other  wk 

came  from  companies  whi 

executives  were  late  with  dis« 

sures.  The  professors  showed  tfl 

work  to  the  SEC.  The  Wall  S§ 

Journal  publicized  their  findui 

Now  SEC  and  Justice  Dept.  invw 

gations  are  expanding. 

"This  is  an  unintended  post 

consequence  of  disclosure,"  s 

Gregory  P.  Taxin,  CEO  of  Gil 

Lewis  &  Co.,  a  stock  research  n 

Taxin  named  Glass,  Lewis  i 

phonetic  nod  to  Louis  Brand 

the  U.S.  Supreme  Court  jusi 

who    wrote    in    1913    t 

"sunlight  is...  the  best 

disinfectanl 

A  century  I 

effective 

closure 

are  as  esse 

as  ever.  I 
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THE  DIGITAL  DIVIDE 


IN  SEARCH  OF 

A  PC  FOR  THE  PEOPLE 

The  race  is  on  to  serve  "the  next  billion55  in  emerging 
markets.  Whose  low-cost  model  will  win? 


BY  BRUCE  EINHORN 

IN  SILICON  VALLEY,  "THE  NEXT 
billion"  is  shorthand  for  the  vast  po- 
tential market  in  the  developing 
world,  where  few  people  have  access 
to  PCs.  For  Mark  J.  Beckford,  it's  al- 
most an  obsession.  The  39-year-old 
Intel  Corp.  general  manager  has 
spent  most  of  the  past  decade  trying  to  cre- 
ate computers  for  that  next  billion.  From 
his  office  in  Shanghai,  he  oversees  a  team 
of  about  two  dozen  engineers  in  China, 
Brazil,  Egypt,  and  India,  all  designing  PCs 
suited  to  the  needs  and  wallets  of  cus- 
tomers in  emerging  markets.  "The  next 
billion  isn't  going  to  come  by  pushing  the 
same  things,"  he  says.  "It  requires  new 
levels  of  affordability,  access  methods, 
ease  of  use,  connectivity,  and  power." 

These  days  lots  of  companies  are  trying 
to  serve  that  same  billion.  Intel's  biggest 
rival,  Advanced  Micro  Devices  Inc.,  is 
working  on  various  possibilities,  includ- 
ing a  PC  in  India  that  sells  for  about  $200. 
Taiwan's  VIA  Technologies  Inc.,  the 
world's  No.  3  designer  of  microproces- 
sors, has  launched  a  business  group  fo- 
cusing on  low-cost  computers  for  emerg- 
ing markets.  Microsoft  Corp.  in  late  May 
introduced  a  low-cost  solution.  And 
Nicholas  Negroponte,  a  professor  at 
Massachusetts  Institute  of  Technology,  is 
leading  a  group  called  One  Laptop  Per 


Child,  which  aims  to  produce  a  machine 
for  $140  or  so  by  yearend,  and  as  little  as 
$50  by  2010.  "I  think  of  digital  access  for 
kids  as  a  human  right,"  Negroponte  said 
in  an  e-mail  interview. 

But  as  they  target  emerging  markets, 
the  world's  info-tech  powers  are  grap- 
pling with  a  host  of  difficult  issues.  How 
do  you  design  a  PC  that' s  affordable  to  al- 
most anyone?  What  traditional  features 
do  you  ditch  to  do  that?  Will  users  in  de- 
veloping countries  be  satisfied  with  these 
computers,  or  will  they  resent  the  idea  of 
getting  dumbed-down  machines?  Do 
they  want  global  brands,  or  are  they  hap- 
py to  accept  no-name  alternatives? 

LEANER  AND  GREENER 

JUST  ABOUT  everybody  agrees  selling 
computers  in  the  developing  world  is 
more  complex  than  simply  adding  Man- 
darin, Hindi,  or  Arabic  software  to  exist- 
ing PCs.  In  many  places,  PCs  must  with- 
stand desert  heat  and  sand— and  cope 
with  frequent  electricity  outages.  That  re- 
quires more  rugged  designs  that  are  also 
energy-efficient.  "In  emerging  markets 
we  see  a  huge  appetite  for  PCs,"  says 
Richard  Brown,  a  VIA  vice-president  who 
heads  the  new  PC-1  business  unit,  set  up 
early  this  year  to  sell  computers  in  devel- 
oping countries.  "But  they  need  to  be 
smaller,  cooler,  quieter,  and  greener." 


Microsoft,  meanwhile,  has  come 
not  with  computers,  but  with  an  inm 
tive  way  to  finance  them.  On  May  22 
software  giant  announced  FlexGo,  s 
ware  that  keeps  machines  from  wor] 
until  users  type  in  a  number  from  a  j 
paid  card.  The  idea  is  that  consume] 
developing  countries,  who  might  no 
able  to  shell  out  $500  or  more  in  on( 
can  afford  perhaps  half  the  cost  of  a  PC" 
front,  then  pay  for  the  actual  hours  tl 
use  the  machine  via  the  cards.  After  a  ci 
tain  number  of  hours— and  payment  i^ 
the  computer  becomes  the  property  of  >  \§ 
consumer.  In  the  developing  world,  ca  jfc 
puters  are  "simply  out  of  reach  for  pea  s . , 
who  would  like  a  PC  in  the  home,"  s  jfo 
Will  Poole,  senior  vice-president  of )'.  ^ 
crosofVs     Market     Expansion    Gro'fe 
"What  do  we  do  to  change  the  equations 

Most  companies  are  seeking  to  set  mffi 
that  equation  through  innovative  desi 
For  instance,  Intel  in  March  launched   . 
"Community  PC,"  targeted  at  Indian    ,: 
lages  where  those  who  can't  afford  a  ^ 
puters  of  their  own  share  a  common  i 
chine.  The  Community  PC,  which  ct  r 
about  $550,  has  a  filter  to  keep  out  d   »;, 
can  run  on  a  car  battery  when  blackd  jj 
occur,  and  is  equipped  with  a  one-but  , 
"recover"  feature  in  case  of  crashes  J  ^ 
in  March,  Intel  introduced  a  $25C 
$350   miniaturized  desktop  compi 


Laptops  for  All 

More  low-cosfcomputers  are  being 
developed  for  emerging  markets 


Data:  BusinessWeek 
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INTEL 

Has  hardy  "Community 
PCs"  for  India,  systems 
for  Net  cafes  in  China, 
andtheClassMate,  a 
$400  notebook  for 
students. 


MICROSOFT 

OnMay22,thesofl 
giant  announced  a 
pay-as-you-go  corr 
for  low- and  middle 
income  countries. 


I  the  clunky  name  of  Low  Cost  Full 
|red  PC);  Mexican  officials  have  or- 
400,000  for  delivery  by  November, 
e  company  in  May  revealed  a  pro- 
of a  new  notebook  called  the 
ate  PC  that  carries  a  price  tag  be- 
00. 

igning  machines  for  developing 
es  can  be  taxing  for  engineers  ac- 
ned  to  building  PCs  from  off-the- 
commodity  parts.  "Before,  it  was 
it  and  paste,  follow  the  guidelines," 
[ent  Geeng,  president  of  iDot  Com- 
;  Inc.,  which  designs  VlA's  low-cost 
b  reach  the  target  price  of  $230,  his 
eers  had  to  start  from  scratch.  "A 
ffective  machine  is  much  more  dif- 
than  doing  the  high  end,"  says 
;.  "It's  like  building  a  Nissan  to 
^t  the  same  speed  as  a  Porsche." 
it's  just  what  bothers  some  critics, 
lon't  believe  people  in  poor  coun- 


tries need  to  compute  at  Au- 
tobahn    speeds.     Stephen 
Dukker,  who  founded  low- 
cost     computing     pioneer 
eMachines  Inc.  in  1998,  now 
runs  Seoul-based  Ncomput- 
ing  Ltd.  His  goal  is  to  sell  not 
PCs  but  "thin  clients,"  disk- 
less machines  that  work  only 
if  connected  to  a  server.  Since 
a  single  PC  can  run  10  of 
these  devices,  schools  and  li- 
braries in  impoverished  areas 
could  get  computers  in  front 
of  many  more  people  far  more  cheaply 
than  by  buying  actual  PCs  for  everyone. 
Dukker's  device— little  more  than  a  chip 
surrounded  by  plastic— costs  just  $70  or 
so.  "Why  are  we  trying  to  force  people  to 
use  a  computing  technology  that's  not 
appropriate  for  them?"  says  Dukker. 
PC  alternatives,  though,  don't  have  a 


Do  Third 
World  users 
need  to 
compute  at 
Autobahn 
speeds? 


great  track  record.  Oracle 
Corp.  and  Sun  Microsys- 
tems Inc.  tried  to  push  thin 
clients  in  the  late  1990s, 
without  much  success. 
Negroponte  has  attracted  a 
lot  of  attention,  but  skep- 
tics say  that  children— and 
their  parents— may  not  re- 
ally want  a  machine  that 
cheap.  "You  have  a  low- 
cost  device,  but  it's  very 
limited,"  says  Beckford's 
colleague,  Intel  Vice-Presi- 
dent Bill  M.  Siu. 

The  real  demand,  says  Microsoft's 
Poole,  is  for  "a  solid,  midrange  PC."  With 
so  many  companies  targeting  emerging 
markets,  there's  a  lot  riding  on  the  right 
answer. 

-With Jay  Greene  in  Seattle  and 
Peter  Burrows  in  San  Mateo,  Calif. 
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AMD 

Offers  a  PC   'India  with 
k  local  partner  HCL  for 
around  $200.  Also 
sells  the 
Persona 
Commun 


VIA 

This  Taiwanese 
chipmaker  is  building 
PCs  powered  by  car 
batteries  or  solar  cells, 
with  sand-resistant 
cases  for  use  in  Africa. 


ONE  LAPTOP  PER  CHILD 


Founded  by  Nicholas 
Negroponte  of  MIT's 
Media  Lab,  this  nonprofit 
aims  to  build  a  laptop  for 
$100  or  less. 
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MAKEOVERS 


POTHOLES 
AHEAD 

Can  a  revamped  Sentra 
renew  Nissan's  fortunes? 


BY  IAN  ROWLEY 

IN  THE  SUMMER  of  2004,  DESIGN- 
ers  at  Nissan  Motor  Co.  presented 
the  auto  maker's  top  brass  with  a 
bold  makeover  of  the  Sentra  com- 
pact. The  Sentra— Nissan's  No.  2 
seller  in  the  all-important  U.S.  mar- 
ket—needed an  update  to  give  it  a 
look  similar  to  the  larger  Altima  and  Max- 
ima sedans,  which  have  underpinned  Nis- 
san's recovery  from  near-bankruptcy  in  the 
late  '90s.  The  verdict  on  the  design:  a 
strong  thumbs-down.  Focus  groups  indi- 


cated they  thought  it  was  too  edgy,  so  the 
design  team  headed  back  to  the  studio  to 
tone  down  the  car's  lines.  "It  was  too  dif- 
ferent," says  Shiro  Nakamura,  Nissan's 
chief  creative  officer  and  top  designer.  "So 
we  pushed  back." 

Way  back.  The  company  finally  un- 
veiled the  new  Sentra  earlier  this  year— 
and  only  now  is  it  being  readied  for  ship- 
ment to  U.S.  dealers  in  the  fall.  The  car, 
while  still  a  dramatic  departure  from  the 
model  it  will  replace,  doesn't  quite  have 
the  radical  profile  of  the  original  proposal. 


In  the  end,  Nakamura  says,  he  "chanj 
maybe  20%,  but  that  was  enough  for  i 
become  acceptable."  « 

Nissan  could  use  a  lift.  Although  « 
company's  margins  are  the  best  in  i  is 
business,  its  pipeline  of  fresh  vehicles  t-ar 
the  American  market  has  dried  up.  i 
last  new  model  in  the  U.S.  was  the  Xtt  ■  j 
SUV  in  February,  2005.  Despite  rising 
centives,  Nissan's  April  U.S.  sales  w 
down  1.7%  from  a  year  earlier,  while 
ota  Motor  Corp.'s  rose  8.5%  and  Ho  i  ;th 
Motor  Co.'s  were  up  6.8%.  On  Apr.  r  m( 


J 
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■na 


CITGO 


n  announced  it  would  stop  manu- 
ring at  plants  in  Tennessee  and  Mis- 
pi  for  six  days  to  cut  inventories. 
2,  the  Sentra's  delay  means  Nissan 
smaller  window  of  opportunity  to 
:  a  hit  compact  just  as  gas  prices  rise 
ales  in  the  category  take  off.  Honda's 
has  sold  well  since  being  redesigned 
11.  And  Toyota  is  expected  to  launch  a 
]orolla  next  year.  "We've  lost  a  little 
'  market  share  because  of  the  delay, 
byota  and  Honda  seem  to  roll  out  a 
nodel  every  six  months,"  says  Frank 
andez,  a  manager  at  Stevens  Creek 
n  in  Santa  Clara,  Calif, 
ssan  is  betting  that  the  Sentra  and  a 
}f  other  new  models  will  help.  The 
any  hopes  to  improve  upon  the 
DO  Sentras  it  sold  in  2005,  and  June 
ee  the  U.S.  launch  of  the  Versa  sub- 
act.  More  important,  a  new  Altima 
y  sedan— Nissan's  best-seller  in  the 
-and  a  new  Infiniti  G35  sports  sedan 
jllow  by  yearend.  "Nissan  has  been 
>ng,  dark  tunnel,  but  there  is  light  at 
id  of  it,"  says  Chris  Richter,  an  ana- 
it  CLSA  Asia-Pacific  Markets. 
11,  Nakamura  says  he  has  no  regrets 
|:  the  delay.  He  knows  what  it's  like 
nch  a  flawed  vehicle:  He  flubbed  a 


Nissan's  North 
American  Blitz 

The  new  model  lineup 

VERSA  Called  the  Tiida  in  Japan,  Nissan's 
smallest  U.S.  offering  will  sell  from 
around  $12,000  starting  in  June. 


SENTRA  A  year  late,  the  fully  redesigned- 
and  larger-compact  sedan  will  be  avail- 
able this  fall  from  about  $15,000. 

ALTIMA  The  fourth  generation  of  Nissan's 
best-seller  is  to  be  launched  this  fall  in 
both  V6  and  hybrid  versions. 

INFINITI  G35  The  second  generation  of 
the  luxury  sedan  hits  showrooms  in 
November.  At  its  heart  is  a  300-hp  V6. 

Data:  Company  reports 

redesign  of  the  Quest  minivan  that 
proved  too  extreme  for  soccer  moms, 
and  ultimately  had  to  redesign  the  inte- 
rior. So  Nakamura  wanted  to  make  sure 
he  got  the  Sentra  right  before  putting  it 
in  front  of  fussy  American  buyers.  "The 
delay  wasn't  good  for  dealers  or  cus- 
tomers, but  we  think  the  design  is  much 
more  appealing,"  Nakamura  says.  "The 


Sentra  has  caught  up  with  the  Altima." 
The  new  Sentra  is  two  inches  longer 
and  four  inches  wider  than  the  current 
generation,  and  it  has  the  sloping,  angu- 
lar look  of  the  Altima  and  Maxima 
sedans.  With  a  starting  price  of  about 
$15,000,  it's  also  some  $2,000  more  than 
the  current  model.  Nissan  doesn't  consid- 
er that  a  problem  since  the  Versa,  starting 
around  $12,000,  will  take  over  the  bottom 
end  of  the  market.  "The  Sentra  is  getting 
bumped  up  to  the  next  class,"  says  Jason 
Nebgen,  a  sales  consultant  at  South  Point 
Nissan  in  Austin,  Tex. 

Not  everyone  is  convinced  the  new  de- 
sign will  be  enough  to  get  Nissan  back 
into  form.  After  Nissan  introduced  the 
Sentra  at  the  Detroit  auto  show,  com- 
ments on  car  Web  sites  were  mixed,  with 
several  on  autoblog.com  calling  the  de- 
sign "ugly."  Some  even  worry  that  the 
Versa  could  provide  competition  for  its 
big  brother.  "The  Versa  will  cannibalize 
sales  a  little  bit,"  acknowledges  Dave  But- 
ler, general  sales  manager  at  Michael  Jor- 
dan Nissan  in  Durham,  N.C.  Even  after 
the  redesign,  it  seems,  the  Sentra  faces 
plenty  of  potholes.  ■ 

-With  Elizabeth  Woyke  in  New  York 
and  Coleman  Cowan  in  Raleigh,  N.C. 
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MEXICO 


SOUTH  OF  THE  BORDER 
AND  TO  THE  LEFT 

Aleftist  could  become  Mexico's  President 
this  summer.  What  could  change 


BY  GERI  SMITH 

w 


ITH  WASHINGTON 
focused  on  immi- 
gration reform  and 
border  security, 
the  U.S.  is  paying 
little  attention  to 
what's  roiling  our 
southern  neighbor:  The  possible  election 
of  a  left-leaning  populist  as  the  next  pres- 
ident of  Mexico. 

If  he  wins  on  July  2,  Andres  Manuel 
Lopez  Obrador  has  pledged  to  turn  Mex- 
ico away  from  its  two-decades-old  devo- 
tion to  market  economics,  renegotiate 
parts  of  NAFTA,  and  clamp  down  on  the 
business  elite.  That  would  be  a  major 
change  for  Mexico,  which  despite  its 
quarrels  with  the  U.S.  has  stayed  the 
course,  lowering  its  budget  deficit,  open- 
ing up  further  to  foreign  investment,  and 
fusing  its  economy  ever  more  closely  with 
the  American  colossus. 

The  change  could  happen.  Lopez 
Obrador,  the  charismatic  ex-mayor  of 
Mexico  City  and  a  leader  of  the  leftist  Par- 
ty of  the  Democratic  Revolution  (PRD),  is 
tied  for  first  place  with  ex-cabinet  minis- 
ter Felipe  Calderon,  the  candidate  of  Pres- 
ident Vicente  Fox's  center-right  National 
Action  Party  (PAN).  Both  are  now  polling 
around  34%.  The  third  contender,  from 
the  once-mighty  Institutional  Revolu- 
tionary Party  (PRI),  has  been  weakened 
by  defections  to  both  Lopez 
Obrador  and  Calderon. 

It's  ironic  that  Lopez 
Obrador's  message  is  res- 
onating with  voters  even 
while  Mexico  enjoys  strong 
growth  and  low  inflation. 
Many  Mexicans  believe  the 
free-market  policies  advo- 
cated by  the  U.S.  have  deliv- 
ered stability,  but  not  nearly 
enough  jobs  to  benefit  the 
50  million— half  the  popula- 


tion—who live  in  poverty. 

Similar  frustration  has  led  to 
the  election  of  several  leftist 
and  nationalist  Presidents  in 
Latin  America  over  the  past 
four  years.  Calderon's  cam- 
paign ads  have  labeled  Lopez 
Obrador  "a  danger  to  Mexico" 
and  suggested  he  has  links  to 
the  radical  Hugo  Chavez  of 
Venezuela  (Lopez  Obrador  says  they  nev- 
er met).  "His  government  would  exacer- 
bate class  confrontation  between  rich  and 
poor,"  says  Calderon,  whose  attack- dog 
ads  have  helped  tighten  the  race. 

WASHINGTON  WORRIES 

ON  THE  CAMPAIGN  trail,  Lopez  Obrador 
tackles  these  allegations  head-on.  "They 
say  I'm  a  danger  to  Mexico.  Do  you  think 
so?"  he  asked  the  assembled  crowd  in 
Matamoros  on  May  27.  "No!"  they  shout- 
ed enthusiastically.  Many  applaud  Lopez 
Obrador's  plan  to  create  jobs  through  in- 
frastructure projects  financed  by  the  pri- 
vate sector,  and  to  pay  $70  monthly  to 
senior  citizens  and  the  disabled. 

What  worries  Washington  and  U.S. 
businesses  in  all  this?  One  is  the  possibil- 
ity of  instability  if  Lopez  Obrador  loses.  A 
decade  ago,  Lopez  Obrador  lost  a  closely 
contested  state  election.  He  charged 
fraud,  then  led  mass  demonstrations.  U.S. 
policymakers  are  consulting  with  political 


LOPEZ OBRADOR 

A  loss  could  be 
more  dangerous 
than  a  win 


Los  Candidatos 

Front-runners  in  the  Mexican  presidential  race 

NAME  POLL  POSITION 


ANDRES 
MANUEL 
LOPEZ 
OBRADOR 


FELIPE 
CALDERON 


34% 


34% 


Leftist,  populist.  Wants  to  reopen  parts  of  NAFTA 
eliminate  tax  exemptions,  ramp  up  spending. 


Center-right.  Wants  to  boost  competitiveness, 
open  part  of  the  oil  industry  to  foreign  partners 


players  in  Mexico  to  see  if  something  s 
ilar  could  happen  now.  "If  there  is  sen 
disruption  over  the  results,  that' s  goin 
make  Washington  nervous,  as  well  asu 
markets,"  says  James  R.  Jones,  a  fori 
U.S.  ambassador  to  Mexico. 

What  if  Lopez  Obrador  wins?  MV 
U.S.  executives  note  that  his  actual  ree 
as  mayor  of  Mexico  City,  where  he 
government  waste  to  pay  for  social  j 
grams  and  new  roads,  does  not  mark 
as  a  Chavez  in  the  making.  And  many 
knowledge  that  Lopez  Obrador  mu 
good  sense  when  he  vows  to  end  the  { 
erous  tax  breaks  and  lax  regulation 
have  benefited  Big  Business.  There 
chance  Lopez  Obrador  could  turn  ok 
be  like  Luiz  Inacio  Lula  da  Silva,i 
Brazilian  leftist  who  turned  into  a  mo 
ate  as  president. 

Business  remains  worried,  thoi 
that  Lopez  Obrador  will  ramp  up  sp? 
ing  and.ruin  Mexico's  fiscal  health.  I 
messes  things  up  for  six  years,  it  will  'I 
another  12  years  to  repaii 
damage,"  says  one  pre 
nent  Mexican  businessm 
Calderon,  meanwl 
wants  to  deepen  market 
forms.  A  sound  idea, 
Lopez  Obrador  is  the  be 
communicator.  He's  "or 
the  smartest  political  sti 
gists  I've  ever  met,"  i 
Jones.  Smart  enough 
thrill  millions  with  his  i 
message.  ■ 


Data:  Consulta  Mitofsky,  BusinessWeek 
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are  changing. . .  With  a  new  shape ,  formed  by  the  energy  of  thousands 
'a  job  well-done".  From  design  through  to  service  comes  an  approach 
isuringly  fresh  from  beginning  to  end  A  change  set  to  leave  its  hallmark 
vorld.   From  Europe's  fastest  growing   airline.. .Turkish  Airlines 


com    +90  212  444  0  849 


TURKISH   AIRLINES 

Your  Magical  Gateway  To  The  World 


COVER STORY 


Mr.  Risk 

Goes  to 

Washington 

Hank  Paulson's  profound  understanding  of  risk  and  reward 
makes  him  the  perfect  pick  for  the  Treasury.  BY  MICHAEL  MANDEL 


WHAT    DOES    A    TREASURY    SECRETARY    DO?    Good    questioi 

It's  much  easier  to  tick  off  the  things  a  Treasury  Secrete 
can't  do.  He  can't  control  the  money  supply,  even  though  tk 
Treasury  Dept.   includes  the   Bureau  of  Engraving 
Printing,  which  prints  the  paper  currency,  and  the  U.S.  Mini 


which  makes  the  coins  (7.7  billion  pen- 
nies last  year).  He  can't  set  tax  policy,  even 
though  he  supervises  the  Internal  Revenue  Service.  While  he 
controls  the  Bureau  of  the  Public  Debt,  he  can't  expand  or 
shrink  the  budget  deficit.  One  might  say  the  Treasury  Secretary, 
especially  in  the  Bush  Administration,  gets  all  of  the  scut  work 
and  none  of  the  fun. 

That's  why  many  people  were  surprised  when  Henry  M. 
Paulson  Jr.,  CEO  of  Goldman  Sachs  Group— a  power  position  if 
ever  there  was  one— accepted  President  George  W.  Bush's  re- 
quest to  become  the  new  Treasury  chief.  Treasury  has  been  so 
minimized  in  recent  years  that  most  news  outlets  have  been 
conditioned  to  downplay  it.  Most  of  their  accounts  of  the  Paul- 
son nomination  were  heavy  on  fluff  and  devoid  of  specifics. 
Paulson  was  repeatedly  lauded  for  the  "credibility"  he  would 
bestow  on  the  Administration's  economic  policy  in  the  eyes  of 
the  financial  markets.  Some  commentators  opined,  hopefully, 
that  he  would  be  a  voice  for  "fiscal  responsibility" 
who  would  have  a  "seat  at  the  table"  when  eco- 
nomic policy  was  made.  Others  saw  Paulson  as  a 
"heavyweight"  who  could  more  effectively  deliver 
the  Bush  Administration's  message  of  economic 
growth  before  the  November  elections. 

But  all  of  that  chatter  misses  the  true  signifi- 
cance of  Paulson's  appointment.  What  he'll  bring 

June  12,  2006 


to  Treasury,  and  to  Washington,  is  a  more  sophisticated  uni 
standing  of  risk  and  return  than  his  two  immediate  predet 
sors  had.  As  Treasury  Secretary,  he'll  be  perfectly  positionei 
explain  to  Senators  and  citizens  alike  the  true  consequence 
various  policy  choices  in  such  vital  areas  as  free  trade,  wh 
avoiding  risk  means  falling  further  behind. 

Profit  Machine 


hi 


tiiv: 


THINK  OF  PAULSON  AS  Mr.  Risk.  He's  one  of  the  key  archit 
of  a  more  daring  Wall  Street,  yvhere  securities  firms  are  taki 
greater  and  greater  chances  in  their  pursuit  of  profits  (page, 
By  some  key  measures,  the  securities  industry  is  more  le 
aged  now  than  it  was  at  the  height  of  the  1990s  boom  (ch? 
It  has  also  extended  its  global  supremacy  since  then. 

Goldman,  under  Paulson's  leadership,  became  one  of 
greatest  and  most  profitable  risk-taking  machines  ever  b  I 
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Report 


PAGE  52 

■  Investment  banks  are 
risking  their  assets, 
gambling  that  fat  returns 
now  will  make  up  for 
losses  if  things  get  ugly 


PAGE  60 

■  Goldman  Sachs' 
cultural  legacy  has 
prepared  many  of  its 
bankers  for  elite  job: 
public  service 


p  1999,  when  he  took  over  as  sole  CEO,  Goldman  has  corn- 
el with  bigger  rivals  such  as  Citigroup  and  JPMorgan  Chase 
I  by  being  aggressive,  making  smart  gambles,  and  putting 
Company's  own  money  into  deals.  Paulson  stresses  Gold- 
fs  willingness  to  take  risks  along  with  clients  in  the  latest 
lal  report:  "Investment  banks  are  expected  to  commit  more 
jeir  own  capital  when  executing  transactions." 
le  subject  has  become  an  obsession  at  Goldman:  how  to 
profitable  risks,  how  to  control  and  monitor  them,  and  how 
roid  the  catastrophic  missteps  that  can  bring  down  whole 
parries.  That  means  taking  on  more  debt:  $100  billion  in 
[-term  debt  in  2005,  compared  with  about  $20  billion  in 
).  It  means  placing  big  bets  on  all  sorts  of  exotic  derivatives 
)ther  securities.  And  it  means  holding  almost  $50  billion  in 
)iggy  bank,  enough  cash  and  liquid  securities  to  keep  the 
going  in  the  event  of  a  financial  crisis. 
r  contrast,  Robert  E.  Rubin,  head  of  die  National  Econom- 
nincil  and  later  Treasury  Secretary  under  President  Bill 
:on,  was  Mr.  Prudent.  Rubin  also  came  out  of  Goldman 
s,  but  it  was  a  much  smaller  firm  back  then,  and  because 


Paulson  is  one  of  the 
key  architects  of  a 
more  daring— and 
leveraged—Wall  Street 


Goldman  was  a  private  partnership,  it  had 
limited  access  to  the  public  capital  markets. 
That  made  Rubin  far  more  attuned  to  the  need 
to  preserve  and  protect  capital.  Perhaps  that's 
one  reason  why  he  pushed  for  frugality  from 
the  very  moment  he  entered  government. 

The  appointment  of  Paulson,  Mr.  Risk,  as  Treasury  Secretary 
is  at  once  ironic  and  completely  appropriate.  According  to  con- 
ventional economic  wisdom,  the  single  biggest  problem  the 
U.S.  faces  is  a  massive  accumulation  of  debt.  Both  liberal  and 
conservative  economists  warn  that  the  bulging  trade  deficit, 
now  roughly  6%  of  gross  domestic  product,  poses  a  danger  of 
sending  the  dollar  plunging  and  causing  a  financial  meltdown. 
The  federal  budget  deficit  for  2006  will  hit  at  least  $300  billion. 
And  current  projections  call  for  Social  Security  and  Medicare  to 
run  up  enormous  deficits  in  the  long  run. 

Yet  Goldman  actually  has  leveraged  up  faster  than  the  U.S. 
government  in  recent  years.  In  1999,  Goldman  had  about  $1.60 
in  long-term  debt  for  every  dollar  in  net  revenue.  In  the  same 
year,  the  federal  government  had  $3.10  in  debt,  mostiy  long- 
term,  for  every  dollar  in  revenue.  Today  the  government  has 
about  $3.70;  Goldman,  around  $4. 

Clearly,  Paulson  isn't  scared  by  debt  and  risk-taking.  That 
might  make  him  the  ideal  person  to  grapple  with  the  U.S.  eco- 
nomic and  fiscal  situation,  which  is  more  similar  to  Goldman's 
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than  most  economists  will  admit.  Facing  intense  competition 
from  around  the  world,  the  only  way  the  American  economy 
can  thrive  is  through  risk-taking.  Indeed,  some  economists 
have  characterized  the  U.S.  as  a  giant  venture  capital  fund  that 
sucks  in  money  from  overseas  and  invests  it  in  high-risk,  high- 
return  projects. 

Old  Economy  Thinking 

THE  TWO  PREVIOUS  heads  of  Treasury,  Paul  O'Neill  and  John 
W.  Snow,  came  out  of  the  old  industrial  economy.  Before  mov- 
ing to  Treasury,  O'Neill  was  head  of  Alcoa  Inc.,  the  aluminum 
giant,  and  Snow  led  the  railroad  giant  CSX  Corp.— two  indus- 
tries where  growth  is  slow  and  borrowing  is  to  be  avoided. 
Paulson  comes  out  of  the  part  of  the  economy  where  the  U.S. 
still  has  a  preeminent  global  position,  growth  is  strong,  and 
borrowing  to  take  advantage  of  opportunities  makes  sense. 

It's  hard  to  know  whether  Bush  and  his  staff  understood  the 
difference  between  Paulson  and  his  predecessors  when  he  was 
first  approached  several  weeks  ago.  At  the  time,  Paulson  said  he 
wasn't  interested.  He  didn't  change  his  mind  until  he  met  with 
Bush  on  May  20.  According  to  an  individual  close  to  Paulson, 
the  President  told  the  Goldman  chief  he  wanted  a  "very  senior 
person"  from  Wall  Street.  He  also  said  he  wanted  Paulson  to 


He  needs  to 

articulate  thek 
upside  and 
downside  of  I 

tax  policy 
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Wall  Street  is  much 
more  leveraged... 
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...while  Goldman  Sachs  has  added 
debt  faster  than  the  U.S.  government 

5; 

'    DEBT  TO  REVENUE  RATIO" 
.     ■  GOLDMAN  SACHS 
"1  U.S.  GOVERNMENT 


'91      '93      '95      '97      '99      '01      '03      '05  1999  2005 

•RATIO  OF  NET  ASSETS  TO  OWNERSHIP  EQUITY,  FOUR-QUARTER  AVERAGE 

"FOR  GOLDMAN.  LONG-TERM  DEBT  TO  NET  REVENUE.  FOR  THE  U.S.  GOVERNMENT,  TOTAL  DEBT  TO  TOTAL  RECEIPTS 
Data:  SIA  Databank,  Goldman  Sachs  Group  Inc.,  Treasury  Dept,  BusinessWeek 


play  a  broader  role  in  his  Admin- 
istration than  had  previous  Trea- 
sury secretaries,  taking  on  the  role 
of  Bush's  "principal  adviser"  on 
economic  matters  and  driving 
economic  policy. 

Heady  stuff.  Yet  it  seems  hard 
to  imagine  that  Paulson  will  have 
more  than  a  marginal  influence  on 
tax  policy,  especially  if  the  De- 
mocrats make  political  inroads  in  November,  as  seems  1M 
And  the  dollar  will  be  affected  far  more  by  economic  evei« 
such  as  the  course  of  inflation  and  growth,  than  by  anything  |i 
Treasury  Secretary  can  do. 

Instead,  what  Paulson  brings  to  the  Treasury  Dept.,  the  Bi 
Administration,  and,  in  fact,  all  of  Washington,  in  additioi 
his  understanding  of  risk,  is  an  ability  to  communicate  its  i 
side  and  downside. 

The  importance  of  risk  shows  up  in  virtually  every  econoi 
ic  issue  of  the  day.  Take  free  trade,  a  subject  that  falls  underti 
purview  of  the  Treasury  Secretary.  Keeping  the  U.S.  open  to  f ) 
eign  goods  and  services  is  essential  for  growth,  both  in  t 
country  and  abroad.  Yet  free  trade  creates  risks  for  Americac 
If  Paulson  can  communicate  the  pros  and  cons  of  trade  tov> 
ers  and  politicians,  he'll  do  the  country  a  servi 
Or  consider  tax  cuts,  a  subject  dear  to  the  Pi* 
ident's  heart.  Whether  or  not  you  believe  lower 
taxes  is  a  good  idea,  the  logic  seems  clear:  Cutt 
taxes  accepts  the  certainty  of  a  bigger  bud 
deficit  today  in  exchange  for  a  less  certain  boos 
economic  growth  in  the  future.  A  Treasury  Sec 
tary  who  can  get  that  idea  across  could  be  hig 
influential  in  Washington.  Paulson  is  already 
the  record  as  favoring  the  risk-reward  propositi 
"I  still  prefer  the  situation  we're  in  to  a  situat 
without  a  deficit  but  with  no  growth,"  he  told  G 
man  news  magazine  Der  Spiegel  last  Novembe 
Within  Goldman,  Paulson  is  known  as  an 
ceedingly  effective  communicator.  If  he  i 
translate  Wall  Street" s  language  of  speculat 
into  something  the  public  and  politicians  und 
stand,  the  President's  gamble  in  appointing  1 
will  pay  off  for  everyone.  ■ 
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rUNARD  chose  Cognos 
p  improve  forecasting, 
"heir  fiscal  ship  has 
ever  looked  better. 


iard  Line  needed  a  more  efficient  planning  and  forecasting  process. 

it's  why  the  luxury  cruise  line  company  chose  Cognos  Enterprise  Planning  software. 

rovides  Cunard  with  flexible,  driver-based  budgets  and  forecasts. 

bws  managers  to  analyze  expense  trends,  profit  margins  and  other  key  metrics. 

id  gives  executives  greater  visibility  into  the  business. 

E  result?  More  accurate  forecasts.  Tighter  accountability. 

j  a  planning  system  that  keeps  Cunard  on  course  when  the  winds  shift. 

iard  is  just  one  of  the  high-performing  companies  that  improves 

performance  with  Cognos. 

of  the  Fortune  100  companies  do  the  same. 

learn  more,  visit  www.cognos.com/proof  today. 
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Innovation,  Quality  and  Commitment     d 
100  Years  of  Helping  People  Plan  for  the  Future 


Throughout  its  100-year 
history,  Transamerica 
Occidental  Life  Insurance 
Company  has  led  the 
insurance  industry  with 
its  innovative  approach  to 
developing  products  and 
services  that  help  customers 
create  a  better  future. 

"What  we're  really  all 
about  is  innovation,  quality 
and  commitment,"  notes 
Transamerica  Occidental 
Life's  Chief  Marketing 

Record  Gains 

Reported  By 

Occidental 


Life  Insurance  Company's 
Business  Beyond 
National  Results 


Pistimates  place  the  production  of 
new  life  insurance  business  between 
25  and  28  percent  below  the  firsi 
quarter  of  last  year.  Occidental  Lite- 
Insurance  Company  reported  an 
increase  of  new  business  of  48  percent 
in  May  and  an  increase  for  the  first 
five  mrmtbmr.this  vtyir, 


Despite  devastating  economic 
conditions  in  the  early  1930s, 
articles  similar  to  this  reported  that 
Occidentals  term  life  product  was 
important  to  consumers. 

Officer  Bill  Tate.  "Consis- 
tently honoring  long-term 
commitments  is  one  of  the 
principles  that  guided  our 
company  during  its  first  100 
years.  We  believe  it's  very 
important  to  our  customers 
today,  who  are  counting  on 
us  to  help  provide  financial 
security  now  and  for  gen- 
erations to  come." 


IT  BEGAN  WITH  TERM 
LIFE  INSURANCE 

While  the  industry  was 
saying  "no"  to  term  life 
insurance,  Transamerica 
Occidental  Life  said  "yes." 
In  the  1920s,  the  company 
designed  an  affordable 
product  that  provided 
protection  during  a  specified 
period  of  time. 

Despite  industry  doubt 
about  the  product's  appeal, 
Transamerica  Occidental 
Life  was  undeterred. 
Consumers  responded  to 
the  new  product,  and  sales 
were  strong— even  through 
the  Great  Depression.  It 
was  clear  the  company  was 
addressing  an  important 
need  that  other  insurance 
carriers  had  chosen  to  ignore. 
Today,  term  is  a  cornerstone 
of  the  life  insurance  industry. 

UNIVERSALLY  SOLID 

In  the  1970s,  the  company 

had  a  solid  reputation  as  a 

leader  in  term,  but  it  was 

clearly  time  to  diversify. 

After  several 

years  of 

research, 

Transamerica 

Occidental  Life 

became  the  first 

major  carrier  to 

introduce  universal 

life  insurance.  Since  then, 

universal  life  has  enabled 

millions  of  families  to  build 

savings  to  pay  for  their 

children's  college  education 

and  create  estate  plans  to 

provide  for  their  heirs. 


Occidental' s  first  Home  Office  staff  set  the  standard  for  a  tradition] 
of  superior  client  service. 


BUILDING  A 
SOLID  FUTURE 

In  addition  to  providing 
essential  protection  in  the 
event  of  a  breadwinner's 
premature  death,  the 
affiliated  companies  of 
Transamerica  are  focused 
on  helping  people  build 
solid  financial  futures. 
Policy  owners  have  turned 
hard-earned  savings  into 
guaranteed  retirement 
income  streams  with 
fixed 
and 
variable 
annuities  offered 
by  Transamerica 
Occidental 
Life  and  with 
other  affiliated 
companies. 

But  families 
aren't  the  only 
ones  to  benefit  from 
Transamerica's 
innovative  products  and 
services.  Transamerica 


companies  have  also  built 
reputations  as  industry 
leaders  by  providing 
business  owners  with  the 
financial  tools  to  safeguard 
their  companies  and 
employees  with  a  variety 
of  defined-contribution 
and  defined-benefit  retire- 
ment plans.  Other  offering! 
include  plans  for  business 
succession,  executive 
compensation,  and  supple- 
mental life  insurance. 

"Transamerica 
Occidental  Life  has  prod-  . 
ucts  and  services  to  fit  most 
•financial  situations,"  adds 
Paula  Nelson,  president  of 
Transamerica  Capital,  Inc.  I 
"We  encourage  individuals, 
families  and  business  own 
ers  to  take  the  time  today 
to  create  financial  peace  of 
mind  for  tomorrow." 
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SEEN  A  LOT  OF 


LIFE  IN  1  Pi  n  YEARS 


We  were  there  when  FDR  began  to  lift  the  country 
out  of  the  Great  Depression.  Did  our  part  during 
World  War  II.  Heard  Martin  Luther  King,  Jr.  tell  the 
truth.  We  were  huddled  around  the  television — 
just  like  you — when  Neil  Armstrong  took  the  first 
steps  on  the  moon.  We've  witnessed  power  shifts 
in  Washington.  And  dramatic  social  change. 
We've  seen  anger.  And  joy.  And  triumph.  And  we 
understand  just  how  fast  life  can  change. 

This  year,  Transamerica  Occidental  Life  Insurance 
Company  celebrates  one  hundred  years  of  helping 
individuals,  families,  and  businesses  protect  and 
plan  for  the  future.  In  an  age  where  things  come 
and  go  very  quickly,  one  hundred  years  of  stability 
is  certainly  something  to  celebrate. 
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nmpany,  Cedar  Rapids,  IA,  founded  in  .1906,  and  its  affiliates.  In  New  York,  insurance  products  underwritten 
e.NY  Not  available  in  all  states.  Transamerica  companies  are  members  of  the  AEGON  Group. 
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Inside 
Wall  Street's 

Culture 

of  Risk 

I  Investment  banks  are  placing 

p  bigger  bets  than  ever  and  beating 

the  odds— at  least  for  now 

BY  EMILY  THORNTON 


DN  THE  31ST  FLOOR  OF  A  SKYSCRAPER 
overlooking  Times  Square  one  recent 
spring  day,  a  dozen  or  so  of  Lehman 
Brothers  Inc.'s  top  executives  filed  into 
a  conference  room  to  run  through  risks, 
relive  past  financial  crises,  and  worry 
about  new  ones.  They  analyzed  how 
much  money  the  firm  might  lose  if  the 
markets  were  buffeted  like  they  were 
the  terrorist  attacks  of  2001.  They  pored  over  complicated 
nodels  showing  how  tens  of  thousands  of  trading  positions 
financial  contracts  with  clients  would  fare  in  the  event  of  an 
i  flu  epidemic.  They  tested  all  conceivable  scenarios  that 
it  put  Lehman  in  harm's  way.  "We  are  in  the  business  of 
management  24/7, 365  days  a  year,"  says  Chief  Adminis- 
jre  Officer  David  Goldfarb. 

all  Street  has  always  been  about  taking  risk.  But  never  has 
R"  word  been  such  an  obsession  for  the  men  and  women 
rule  the  nation's  biggest  investment  banks.  Never  have 
jhad  to  reconcile  so  many  bets  made  on  so  many  fronts. 
Conditions  have  been  ripe.  Historically  low  interest  rates 
felatively  calm  markets  in  the  last  few  years  have  allowed 
jv  type  of  firm  to  flourish,  one  that  acts  primarily  as  a  trad- 

ii  only  secondarily  as  a  traditional  investment  bank,  un- 
iting securities  and  advising  on  mergers. 
Idman  Sachs'  CEO  Henry  M.  Paulson  Jr.  has  led  the 
e.  Major  Wall  Street  firms  have  watched  with  envy  as 
nan  has  repeatedly  racked  up  record  earnings  on  the 
Jth  of  its  trading  business.  The  biggest  stunner  came  in 


March  when  Goldman  announced  that  in  three  months  it  had 
tossed  off  $2.6  billion  in  profits— nearly  half  as  much  as  it 
earned  in  all  of  2005— on  $10  billion  in  revenues.  Not  coinci- 
dentally,  Goldman  also  put  a  record  amount  of  the  firm's  capi- 
tal at  risk  of  evaporating  on  any  given  trading  day.  Its  so-called 
value  at  risk  jumped  to  $92  million,  up  135%  from  $39  million 
in  2001.  "[Goldman  is]  a  horse  of  a  different  color  now,"  says 
Samuel  L.  Hayes  III,  professor  emeritus  of  investment  banking 
at  Harvard  Business  School. 

As  Paulson  prepares  to  move  to  Washington  to  serve  as  U.S. 
Treasury  Secretary,  Goldman  shows  no  sign  of  easing  up.  Nor 
do  its  followers.  This  trading  boom,  fueled  by  cheap  money,  is 
fundamentally  different  from  the  ones  of  the  past.  When  traders 
last  ruled  Wall  Street,  during  the  mid-'90s,  few  banks  put  much 
of  their  own  balance  sheets  at  risk;  most  acted  mainly  as  bro- 
kers, arranging  trades  between  clients.  Now,  virtually  all  banks 
are  making  huge  bets  with  their  own  assets  on  many  more 
fronts,  and  using  vast  sums  of  borrowed  money  to  jack  up  the 
risk  even  more.  They're  shouldering  risks  for  their  clients  to  an 
unprecedented  degree.  The3r're  dabbling  in  remote  markets 
from  Brasilia  to  Jakarta,  and  in  arcane  products  like  credit-de- 
fault swaps  and  catastrophe  bonds.  Led  by  Goldman,  many  in- 
vestment banks  now  do  more  trading  than  all  but  the  biggest 
hedge  funds,  those  lighdy  regulated  investment  pools  that  al- 
most brought  down  the  financial  system  in  1998  when  one  of 
them,  Long-Term  Capital  Management,  blew  up  (page  57). 

What's  more,  banks  are  jumping  into  the  realm  of  private 
equity,  spending  billions  to  buy  struggling  businesses  as  far 
afield  as  China  that  they  hope  to  turn  around  and  sell  at  a  prof- 
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Those  Who  Forget  HistOiy...  Wall  Street  is  raising  the  stak 
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it.  With  $25  billion  of  capital  under  management,  Goldman's 
private  equity  arm  itself  is  one  of  the  largest  buyout  firms  in  the 
world,  according  to  Thomson  Venture  Economics.  The  moves 
are  not  unrelated  to  trading.  In  both  cases,  banks  are  flocking 
to  exotic  and  inaccessible  markets  where  there  aren't  many 
others  to  fight  for  profit.  Counterintuitively,  they're  seeking  out 
the  investments  that  would  be  the  hardest  to  get  rid  of  in  the 
event  of  a  disaster.  They're  betting,  in  other  words,  that  hand- 
some returns  when  times  are  good  will  make  up  for  losses 
when  things  turn  ugly. 

Thinner  Safety  Cushions 

SO  FAR,  THE  REWARDS  are  justifying  the  risks:  Big  investment 
banks  are  booking  record  profits,  and  their  stocks  have  zoomed, 
up  64%  since  2001.  But  once-calm  global  markets  are  getting 
rocky  as  interest  rates  rise,  choking  off  the  easy  money.  Fears  of 
more  rate  hikes  to  come  have  triggered  sell-offs  in  stocks, 
bonds,  and  currencies  around  the  world  since  early  May. 

That's  raising  the  stakes  for  arguably  the  biggest  game  of 
risk  ever  to  play  out  on  Wall  Street.  If  banks  succeed,  they'll  rack 
up  even  bigger  earnings.  But  if  they  borrow  too  much  money 
for  their  trades  or  take  on  more  risk  than  they  can  manage,  the 
wreckage  could  be  considerable.  "A  world  where  huge 
amounts  of  leverage  have  been  brought  into  the  system  is  a 
dangerous  world,"  Berkshire  Hathaway  Inc.'s  CEO  Warren  Buf- 
fett  observed  at  his  most  recent  annual  meeting.  And  "as  inter- 
est rates  rise . . .  people  will  stretch  even  further  and  take  greater 
risks,"  warns  John  H.  Gutfreund,  senior  adviser  at  the  invest- 
ment bank  G.E.  Unterberg,  Towbin  and  former  CEO  of  Salomon 
Bros.  Andy  M.  Brooks,  head  of  equity  trading  at  investment 
manager  T.  Rowe  Price  Group  Inc.,  puts  it  more  blundy:  "If 
people  step  out  too  much,  they're  going  to  get  whacked." 

Just  as  investment  banks  are  taking  more  risks,  so  are  millions 
of  individuals.  They've  bid  up  prices  and  accepted  thinner  safety 
cushions  in  the  past  few  years  on  commodities,  international 
stocks,  and  shares  of  the  riskiest  U.S.  companies.  Penny-stock 


trading  has  soared,  up  640%  from  three  years  ago.  Gambling 
casino  stocks  have  risen  sharply  in  recent  years.  And  home 
ers  have  leveraged  up,  buying  more  expensive  houses  with 
complex  mortgages.  "Investors  seem  to  be  displaying  sij 
pure  fearlessness,"  James  Montier,  global  equity  strateg: 
Dresdner  Kleinwort  Wasserstein,  summed  up  recendy. 
James  Grant,  editor  of  Grant's  Interest  Rate  Observer  and  a 
rial  market  historian:  "The  world  is  stretching  for  return." 
last  time  investors  stretched  so  far,  during  the  dot-com  booro 
the  late  '90s,  the  results  were  disastrous. 

But  the  biggest  danger  may  be  on  Wall  Street.  As  the  bi 
trade  in  ever-more-obscure  products  with  ever-more- opa 
clients  such  as  hedge  funds,  observers  worry  that  they  might 
be  able  to  settle  their  trades  in  the  event  of  a  market  shock  |'j 
tensifying  the  damage.  "The  heartburn,"  says  Robert  Fuller,  ij 
principal  and  founder  of  Hopewell  (N.J.)-based  financial  advi 
Capital  Markets  Management,  "could  be  anywhere  from  sow 
thing  you  can  cure  with  a  Turns  to  death  by  trauma." 

It  might  not  take  a  major  meltdown  to  send  bank  profits 
bling:  Scandals  might  get  them  first.  Suspicions  are  rising 
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een  wrong  before.  Here's  a  look  at  past  upheavals 
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traders  are  acting  on  nonpublic  information  gleaned  from 
clients.  So-called  front-running  is  nothing  new  to  Wall 
:  watchers,  but  with  so  many  different  kinds  of  financial 
icts  being  traded  today,  and  so  many  parties  involved,  the 
ations  are  unprecedented.  The  Securities  &  Exchange 
nission  has  "very  active  examinations  and  investigations 
■  way,"  says  Lori  A.  Richards,  an  agency  director. 
:  for  all  the  risks  they're  taking  on,  banks  insist  they're 
than  ever.  They've  hired  many  of  the  greatest  mathemat- 
dnds  in  the  world  to  create  impossibly  complex  risk  mod- 
hey  deal  in  so  many  markets  that  the  chances  of  all  of 
going  haywire  simultaneously  appear  minuscule.  And 
rs  have  been  feathering  banks'  nests  for  five  years. 
ve  produced  record  earnings  and  boosted  asset  bases  to 
ird  of  sizes,  making  even  bigger  bets  possible.  Although 
:ale  of  trading  activity  has  soared,  risk  now  accounts  for 
:  the  same  percentage  of  brokers'  total  equity  as  it  did  in 
•90s,  notes  Tom  Foley,  financial-services  credit  analyst  at 
ard  &  Poor's,  like  BusinessWeek  a  unit  of  The  McGraw- 
ompanies. 


low  the  Money 


*nt 
e 

*on 
nts 


■  Putting  their  own  money  at  risk  in  trades  in  many 
more  complex,  volatile  markets  around  the  globe 

■  Using  their  own  capital  to  facilitate  big  trades  for 
big  clients,  such  as  hedge  funds 

■  Financing  hedge  funds 

■  Creating  their  own  hedge  funds 

■  Buying  struggling  companies  and  turning 
them  around  for  a  profit,  both  on  their  own  and 
with  their  private  equity  clients 

Data:  BusinessWeek 
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The  arguments  have  been  good  enough  for  investors,  who 
have  been  cheering  banks  on  to  raise  their  risk  profiles  even 
more.  If  you  thought  the  recent  volatility  in  the  emerging  mar- 
kets would  have  discouraged  them,  think  again.  Even  though 
such  jitters  have  knocked  Goldman's  stock  price  down  9%  since 
May  9,  wiping  out  $6.8  billion  in  market  value,  analysts  from 
UBS,  Merrill  Lynch,  and  Punk  Ziegel  &  Co.  have  either  upgrad- 
ed or  reiterated  their  support  for  the  stock.  They  expect  that  any 
rise  in  volatility  will  create  even  more  trading  opportunities. 
The  question  is,  how  far  will  Goldman  and  the  others  go? 

From  the  looks  of  it,  pretty  far.  All  of  them  are  ramping  up 
teams  of  so-called  proprietary  traders  who  play  with  the  banks' 
own  money.  Merrill  Lynch  is  expanding  a  "strategic  risk"  team 
for  a  wide  variety  of  equity  securities.  More  than  100  UBS  traders 
have  migrated  to  a  hedge  fund  the  bank  has  seeded  and  is  mar- 
keting to  outside  investors.  The  appetite  for  proprietary  traders 
is  growing  "exponentially,"  says  Richard  Stein  of  executive  re- 
cruiting firm  Korn  Ferry  International.  Banks  are  paying  up,  of- 
fering some  traders  $10  million  to  $20  million  a  year,  he  says. 

Banks  are  building  out  their  infrastructures,  too.  UBS  already 
boasts  the  largest  trading  floor  in  the  world  in  Stamford,  Conn., 
where  more  than  1,000  traders  inhabit  a  103,000-square-foot 
space  that  was  last  updated  in  2002.  It  is  no  longer  big  enough. 
"We're  expanding,"  says  Mark  E.  Bridges,  a  senior  executive. 
The  Swiss  bank  is  so  eager  to  keep  its  employees  focused  on  the 
task  at  hand  that  it  has  sprinkled  six  concession  stands  that  sell 
Starbucks  coffee  around  the  trading  floor.  Across  the  street,  the 
Royal  Bank  of  Scotland  expects  to  start  construction  of  a 
95,000-sq.-ft.  space  this  summer.  Citigroup,  meanwhile,  is  fo- 
cusing on  squeezing  more  bodies  onto  its  three  main  trading 
floors.  Right  now  there  are  twice  as  many  technologists  crunch- 
ing analytics  and  market  data  as  there  are  traders  on  the  floors. 
By  2008,  the  ratio  could  be  1  to  1.  They're  needed:  Transactions 
have  become  so  complex  that  some  traders  have  eight  comput- 
er screens  at  their  desk. 

Wall  Street' s  exuberance  is  palpable  as  the  pain  of  big 
blowups  of  the  past  recedes  from  memory.  John  Meriwether, 
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the  former  head  of  Long-Term  Capital  Management,  is  now 
considered  a  hero  to  some.  On  June  28  the  industry  newsletter 
Alternative  Investment  News  will  give  Meriwether  a  lifetime 
achievement  award  for  pioneering  alternative  investment 
strategies.  (Meriwether,  who  now  runs  a  fund  called  JWM  Part- 
ners, doesn't  plan  to  attend  the  event.) 


"The  Machine  Works" 

TO  SOME  EXTENT,  the  jubilation  is  understandable.  Banks  in 
recent  years  have  been  remarkably  successful  in  shrugging  off 
crises,  from  the  downgrading  of  General  Motors  Corp.'s  credit 
to  junk  status  last  spring  to  the  destruction  of  New  Orleans,  that 
could  have  triggered  meltdowns.  "Right  now  everything  on  my 
screen  is  flashing  red,"  said  Michael  Alix,  chief  risk  officer  at 
Bear,  Stearns  &  Co.,  on  May  11,  the  day  after  Federal  Reserve 
Chairman  Ben  S.  Bernanke  raised  interest  rates,  sending  the 
market  gauges  he  was  looking  at  tumbling.  But  "that  doesn't 
make  me  nervous,"  says  Alix.  The  bank  has  built  such  powerful 
computing  systems  that  Alix  can  reevaluate  every  day  the  risks 
of  thousands  of  positions  across  the  firm's  trading  businesses 
under  various  stressful  scenarios  to  be  sure  the  firm  doesn't 
hold  too  much  of  any  risky  investment  at  any  one  time.  That 
type  of  analysis  used  to  take  a  week  to  complete.  "The  machine 
works,"  he  says.  The  degree  to  which  risk  management  has 
evolved  in  the  past  few  decades  is  astonishing,  say  analysts. 

As  is  the  development  of  trading  itself.  Morgan  Stanley's  John 
Shapiro,  who  runs  one  of  the  world's  most  profitable  energy  and 
commodities  trading  operations,  joined  the  firm  two  decades 
ago.  Back  then  his  group  traded  mostly  metals  and  crude  oil 
futures.  Now  it  trades  a  long  list  of  energy  products  and  owns 
several  power  plants.  Those  hard  assets  have  been  hugely 
advantageous,  throwing  off  revenues  in  their  own  right  and  giv- 
ing Shapiro's  traders  a  much 
better  sense  of  the  overall 
market  than  the  grinders  in 
the  futures  pits  have.  "If  s  not 
that  I'm  looking  to  take  on  ex- 
tra risk,"  says  Shapiro.  "But  if 
opportunities  we  come  across 
require  us  to  do  it ...  I  will  not  hesitate  to  ask  for  more." 

Some  on  the  Street  argue  that  such  confidence  is  misplaced, 
and  that  the  relative  stability  in  the  global  markets  since  2003 
has  lulled  traders  into  a  false  sense  of  security.  So  much  specu- 
lation has  crept  into  commodities  markets,  for  example,  that  in 
April  they  were  trading  at  prices  50%  higher  than  they  would 
have  been  based  only  on  fundamentals,  estimated  Merrill 


47% 


Lynch.  A  sharp  sell-off  followed  in  May.  Are  bank  traders 
hedge  funds  living  on  borrowed  time?  One  senior  bank  exi 
tive  thinks  so.  He  worries  that  at  any  moment  volatility  c< 
spike  to  levels  never  seen  before. 

How  the  markets  will  respond  to  such  an  event  "is  up  in 
air,"  says  Leslie  Rahl,  president  and  founder  of  Capital  Mall 
Risk  Advisors  Inc.,  a  New  York-based  consultancy.  That's  j 
cause  banks  are  dealing  more  with  unpredictable  clients  j 
hedge  funds  and  in  less  familiar  financial  products  like  de: 
tives  of  derivatives.  They  also  use  any  number  of  risk  moi 
whose  predictions  vary  wildly  depending  on  the  assumpti 
For  example,  jPMorgan  Chase  &  Co.  estimates  on  page  76  oj 
annual  report  that  in  2005  its  trading  portfolios  were  at  ria 
losing  $88  million  on  any  given  day,  a  pittance  compared  ^ 
its  annual  profit  of  $8.5  billion.  The  figure  it  cited  is  called 
ue  at  risk,  or  VAR,  which  describes  the  total  losses  across  all 
sitions,  from  pork  bellies  to  Iraqi  bonds,  that  could  be  sustal 
in  any  single  day  under  normal  trading  conditions.  On  averi 
major  investment  banks  report  VAR  of  $56  million. 

But  such  backward-looking  estimates  don't  capture  the 
tent  of  the  banks'  risks.  On  the  very  next  page  of  the  JPMorl 
report,  the  bank  tells  investors  that  losses  could  have  soarej 
as  much  as  $1.4  billion  over,  say,  a  four-week  period  last  yei 
an  abnormal  event  had  occurred.  That  figure  was  based  <j 
"stress  test"  it  performed  on  its  books,  another  kind  off 
modeling  technique. 

The  good  news?  At  least  banks  are  reporting  their  VAR  nui| 
bers;  they  didn't  before  the  late  1990s.  The  bad  news  is  1 
JPMorgan  is  one  of  only  a  few  banks  to  divulge  results  of  a  st 
test  or  any  other  measure  of  unusual  risk.  Investors, 
mostly  by  VAR  amounts,  have  no  idea  what  might  happen 
abnormal  event.  "Banks  are  treating  exceptions  [to  the  no: 
adjunct  risk,"  says  Nassim  N.  Taleb,  a  professor  at  the  Univi 


Percentage  of  major  investment  banl 
revenues  that  comes  from  trading 

Data:  Merrill  Lynch  &  Co..  2005 


ty  of  Massachusetts  Amherst  and  former  proprietary  trade 
UBS  and  Credit  Suisse  First  Boston  who  has  written  extensisj 
ly  about  the  limits  of  VAR  "But  when  you  ride  a  plane,  you  < 
worry  about  your  coffee  being  cold.  What  you  worry  about  isu 
risk  that  your  plane  will  crash." 

Wall  Street  chiefs  are  aware  of  risk  models'  limitations.  Du 
an  investor  conference  last  November,  Goldman's  Paulson  \  w, 
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REMEMBER 
THESE  GUYS? 

After  a  Treasury-bond  trading  scandal  rocked  Salomon  Brothers  in 
1991,  bond  czar  John  W.  Meriwether  left  the  firm  and  set  about 
launching  a  hedge  fund,  Long-Term  Capital  Management. 

Meriwether  raised  what  then  was  viewed  as  a  startling  sum  from  investors: 
$1.25  billion.  He  bought  $10  million  worth  of  computers.  And  he  assembled 
a  dream  team  of  partners  including  two  winners  of  the  1997  Nobel  Memorial 
Prize  in  Economic  Science,  Myron  S.  Scholes  and  Robert  C.  Merton,  and 
former  Federal  Reserve  Vice-Chairman  David  W.  Mullins  Jr.  The  fund  initially 
delivered  double-digit  returns,  turning  its  principals  into  Wall  Street 
superstars.  But  in  1998  the  markets  moved  against  some  of  the  fund's  highly 
leveraged  bets  on  Russian  bonds  and  other  financial  assets,  and  LTCM 
collapsed.  The  failure  might  have  taken  down  the  financial  system  were  it  not 
for  a  $3.6  billion  bailout  organized  by  the  Federal  Reserve  Bank  of  New  York. 
Now,  Meriwether  runs  another  fund,  called  JWM  Partners.  Scholes  is 
chairman  of  the  private  equity  firm  Oak  Hill  Platinum  Partners.  Merton  is 
founder  and  chief  science  officer  of  Integrated  Finance  Ltd.,  a  corporate 
strategy  adviser  that  uses  his  Nobel-winning  options  theory.  And  Mullins  is 
chief  economist  at  the  hedge  fund  Vega  Asset  Management  USA. 


I  to  talk  about  his  readiness  for  a  big  blow  to  the  financial 

pi.  Paulson  issued  a  litany  of  warnings.  The  main  risk  meas- 

jroldman  discloses,  VAR,  "always  assumes  that  the  future  is 

;  to  be  like  the  past,"  he  said.  And  even  though  the  bank 

ly  uses  many  different  models  to  test  its  resiliency  to  vari- 

laster  scenarios,  no  one  can  correcdy  predict  where  the  next 

:er  will  come  from.  "The  one  thing  we  do  know,"  Paulson 

ined,  "is  [that]  if  and  when  there  is  another  shock,  things 

ope  wouldn't  correlate  [or  trade  in  tandem]  are  going  to 

ate."  Seemingly  unrelated  assets  like,  say,  silver  and  options 

anese  commercial  mortgages  could  all  go  into  free  fall. 

:,  even  if  the  financial  markets  don't  crash,  banks'  aggres- 

oves  into  trading  threaten  to  scare  off  clients  who  wonder 

they  will  rank  if  a  panic  triggers  a  sell-off.  Will  the  bank 

rm  its  fiduciary  responsibility  to  its  client  and  execute  its 

s,  or  will  it  cover  its  own  hide? 

anks  are  seen  misusing  client  information  to  gain  a  trad- 
ge,  they  could  find  themselves  right  back  in  the  regulato- 
agmire  that  followed  the  scandals  of  the  '90s,  when  they 
[accused  of  pushing  lousy  stocks  on  unsuspecting  investors 
fi  what  were  then  lucrative  underwriting  deals.  Those  abus- 
(st  Wall  Street  more  than  $1.4  billion  in  fines.  There's  no 


telling  what  this  cycle's  price  tag  could  be  if  the  banks  misman- 
age relationships  in  new  ways.  The  New  York  Stock  Exchange  is 
investigating  a  major  investment  bank  to  see  if  if  s  giving  a 
hedge  fund  it  runs  preferential  treatment.  And  the  SEC  is  exam- 
ining whether  banks  have  sufficient  controls  to  prevent  infor- 
mation about  customer  positions  from  being  passed  on  to 
traders.  Fines  aside,  the  hit  to  banks  resulting  from  the  loss  of 
their  reputations  could  be  far  bigger  this  time.  It's  one  thing  for 
them  to  burn  individual  investors  in  order  to  serve  big  clients; 
it's  another  for  the  banks  to  burn  big  clients  to  serve  themselves. 
So  why,  then,  are  banks  racing  ahead  to  build  bigger,  more 
complicated  trading  operations,  risking  huge  losses  and  long- 
term  damage  to  their  credibility  if  things  go  wrong?  For  one,  the 
banks  think  they  can  handle  the  risks.  For  another,  their  share- 
holders and  clients  are  demanding  it.  Consider  what  happened  at 
Morgan  Stanley.  Its  stock  price  trailed  many  of  its  rivals  for  four 
years  in  large  part  because  the  bank  wouldn't  take  on  more  risk. 
As  it  remained  cautious,  the  gap  between  its  bond-,  currency-, 
and  commodities-trading  revenues  and  those  of  Goldman  bal- 
looned to  $1.7  billion  in  2005,  up  from  less  than  $500  million  in 
2001.  Some  say  that' s  one  reason  why  former  CEO  Philip  J.  Pur- 
cell  lost  his  job.  (Purcell  did  not  return  calls  seeking  comment.) 
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SHARE  YOUR  THOUGHTS. 

Sun  believes  sharing  is  the  way  to  create  better  ideas.  That's  why  we've  teamed  up  with 
BusinessWeek  to  offer  you  an  opportunity  to  share  your  comments,  join  the  conversation  about 
this  week's  Cover  Story  at  businessweek.com/coverstory. 
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64% 


Average  percentage  rise  since  2001  in  the  amount  that 
major  banks  have  at  risk  on  any  given  trading  day 


Data:  Merrill  Lynch  &  Co..  2005 


When  current  CEO  John  J.  Mack  accepted  the  post  in  July, 
2005,  he  made  it  his  mission  to  bolster  areas  Purcell  thought 
risky,  including  mortgages,  equity  derivatives,  and  junk  bonds. 
In  April,  he  created  a  new  group  that  trades  residential  loans  and 
other  securities.  He  has  also  increased  the  private  equity  capital 
pool  by  $1  billion,  to  $2.5  billion.  The  result:  Morgan  Stanley's 
VAR  is  61%  greater  than  it  was  in  2003,  and  the  bank  is  closing 
the  revenue  gap  with  Goldman. 

Investors  argue  that  trading  is  booming  now  while  most  tra- 
ditional banking  businesses  are  languishing.  Big  firms  can  no 
longer  subsist  on  underwriting 
or  stock  and  bond  trading  as         MSB     MMKF 

Investment 
banks  are 
trading 
like  there's  no  risk 

in  the  world," 
says  one  fund 
manager 


says  T.  Rowe  Price's  Brooks.  "It's  not  for  the  faint  of  he 
In  the  bond  markets,  money  managers  ring  up  traders 
tinely  and  ask  them  to  bid  on  messy  multibillion-dollar  p 
folios  of  bonds  and  other  financial  products  with  expirai 
dates  ranging  from  2  to  10  years.  "You  have  a  trader  com: 
ting  in  one  or  two  minutes  to  a  trade  that  could  lose  or 
tens  of  millions  of  dollars,"  says  Thomas  G.  Maheras,  he: 
capital  markets  at  Citigroup. 

Risky  though  the  trading  may  be,  if  s  the  forays  into  privai 
uity  that  keep  many  risk  managers  awake  at  night.  Fully  foi 

companies  are  the  hardest  as 


the  combination  of  more  ri 
vals  and  cheap  electronic 
trading  drives  down  profit 
margins.  "Wall  Street  does- 
n't get  paid  to  not  take  risk 
anymore,"  says  Merrill 
Lynch  &  Co.  financial-servic- 
es analyst  Guy  Moszkowski. 
The  big  investment  banks 
add  value  by  "absorbing  the 
risk  that  their  clients  are 
looking  to  get  rid  of." 

Businesses  that  once  ac- 
counted for  most  of  the 
profits  at  investment  banks  are  now  viewed  more 
as  gateways  that  lead  them  into  the  lucrative 
land  of  risk.  Even  mergers  and  acquisitions,  an 
area  that's  doing  well  now,  is  serving  a  larger 
goal.  Say  a  private  equity  firm  acquires  a  strug- 
gling foreign  company  but  worries  about  cur- 
rency and  electricity  price  fluctuations.  In  the 
past  a  big  bank  advising  on  the  deal  might  have 
tossed  in  a  currency  trade  to  relieve  the  firm  of 
some  of  that  risk.  Now,  it  will  take  on  virtually 
any  risk  the  client  wants  to  hedge,  from  jumps  in 
electricity  prices  to  hurricanes.  And  it  might  also 
go  in  on  the  acquisition  itself  with  its  private  eq- 
uity arm,  taking  on  far  more  risk.  Bankers  call 
this  a  triple  play:  M&A,  trading,  and  private  eq- 
uity all  in  one  deal.  The  only  sure  money  is  the 
M&A  advisory  fee,  a  pittance  compared  with  the  potential  pri- 
vate equity  gains  down  the  road. 

Fat  Tails 

MORE  SURPRISING,  banks  are  also  regularly  agreeing  to  buy 
huge  blocks  of  stock  from  trading  clients  even  when  they 
know  they  will  likely  lose  money  on  the  trade.  It's  a  high-risk, 
low-reward  endeavor  designed  to  keep  clients  coming  back  to 
pay  for  more  lucrative  business  in  the  future.  Some  executives 
estimate  the  dollar  volume  of  such  transactions  has  doubled 
in  the  past  few  years.  Yet  banks  have  barely  broken  even  on 
about  30%  of  their  big  block  trades  this  year,  according  to 
Thomson  Financial.  That's  because  the  share  prices  often  fall 
during  the  time  they  hold  the  securities  on  their  books.  Even 
so,  "banks  are  falling  all  over  themselves  to  bid  on  blocks," 


for  banks  to  get  off  their  booi 
things  go  wrong;  just  try  sel  I 
a  pipeline  in  the  middle  of  a 
nancial  panic.  Private  assets 
also  difficult  to  value  on  a  da; 
basis  and  don't  fit  neauy  into :  > 
managers'  models.  Against  i 
backdrop,  VAR  numbers  sai 
utterly  inadequate, 

What  risk  managers  part^t 
larly  fear  are  "fat  tails." 
term  comes  from  the  shape  c 
bell  curve  of  probabilities,- 
which  the  long,  thin  tails  s 
both  ends  represent  extremr 
rare  outcomes.  Fat  tails  m»r 
catastrophes  are  more  liki 
than  one  would  guess  giv 
normal  day-to-day  fhictuatici 
Risk  managers  are  quick  t 
point  out  that  world  ev&' 
don't  always  hew  to  the  shap; 
a  bell  curve.  "The  abnormal 
really  abnormal,"  says  a  i 
manager  who  was  part  of  I 
team  that  bailed  out  Long  T(' 
Capital  Management. 

At  least  one  big  investor  i 
taking  many  chances  on  bai 
Anton  V.  Schutz,  who  mana' 
the  $131  million  Burnhami 
nancial  Services  Fund,  held  almost  every  investment  bankst* 
last  year.  Now  he  holds  only  Morgan  Stanley.  Why?  "Invesnti 
banks  are  trading  like  there's  no  risk  in  the  world,"  he  says.^ 
Wall  Street  moves  in  cycles  of  excess.  Before  the  current) 
cle  turns,  the  odds  are  good  that  at  least  one  bank  will  t 
things  too  far.  That's  what  happened  in  the  '80s,  when  ba 
churned  out  an  array  of  new  products  like  junk  bonds  and 
ated  whole  new  markets  for  them,  then  abused  those  marl' 
for  their  own  ends.  It  happened  again  in  the  '90s  as  banl 
cashed  in  on  the  Internet  bubble.  "There's  always  someone  j 
doesn't  see  that  the  turning  point  has  been  reached,"  I 
Frank  Fernandez  of  the  Securities  Industry  Assn.  If  s  poss 
that  all  of  the  banks  will  show  more  restraint  this  time  as  1 
chase  returns  in  the  red-hot  risk  market.  But  don't  bet  on  i 

-With  David  Henry  in  New  York 
Adrienne  Carter  in  Chi 


58    BusinessWe 


12,  2006 


HHBUBH»iBrain»mi«ra 


Low  in  total  cost. 


"#1  Copier/Multifunction  Product  in  Overall 
Customer  Satisfaction  Among  Business  Users" 

-  According  to  J.D.  Power  ond  Associates 


High  in  reliability. 


i 


^      Cost-effective  Documents:  On  Time,  Every  Time 


Kyocera  printers  deliver  the  best  of  both  worlds:  award-winning  reliability  and  proven 
performance  along  with  virtually  the  lowest  total  cost  of  ownership  in  the  industry.  And,  our 
full  range  of  printers  and  MFPs  give  your  business  outstanding  document  solutions  using 
advanced  technology  that  makes  document  imaging  simple  and  more  productive.  In  fact, 
our  online  TCO  Tracker*  tool  allows  you  to  calculate  what  you'd  save  by  switching  from 
your  current  printer  to  an  equivalent  Kyocera  model. 
That's  the  power  of  People  Friendly.  Learn  more:  www.kyoceramita.com 

The  New  Value  Frontier 


^KUDCERa 


tA  MITA  CORPORATION.  KYOCERA  MITA  AMERICA.  INC.  62006  Kyocera  Mita  Corporation.  "People  Friendly."  "The  New  Value  Frontier,"  the  Kyocera  "smile"  and  the  Kyocera  logo  are  trademarks  or  Kyocera.  J.D.  Power 
dates  2005  Copier  Customer  Satisraction  Study™.  Study  based  on  responses  from  1 ,730  business  decision  makers.  16  major  brands  serving  the  U.S  market  were  included,  www.jdpower.com  "Source  Current  Analysis,  Inc 


COVER STORY 


The  Leadership 
Factory 

Paulson  is  just  the  latest  product  of  Goldman's  public  service  culture 
BY  JOSEPH  WEBER 


THE  PRESIDENT  CALLED,  AND  LIKE  SO 
many  of  his  predecessors  at  Goldman  Sachs 
Group  Inc.,  Henry  M.  Paulson  Jr.  said  yes. 
The  lanky,  60-year-old  Illinois-bred  Repub- 
lican, now  headed  for  Washington  as  the 
next  Treasury  Secretary,  joins  a  surprisingly 
long  list  of  Goldmanites  who  have  found 
power  an  irresistible  coda  to  money.  For  both  Democrats  and 
Republicans  looking  for  smart  advisers,  the  firm  at  85  Broad  St. 
has  been  an  unequaled  hunting  ground. 

To  a  degree  unique  among  its  Wall  Street  peers,  Goldman 
has  churned  out  leaders  in  the  public  sphere:  cabinet  members, 


BusinessWeek  I 


advisers,  Federal  Reserve  and  trade  officials,  and  other  Ij 

chos.  The  legacy  dates  at  least  to  President  Franklin  D.  R 

sevelfs  era,  when  senior  partner  Sidney  J.  Weinberg  helped: 

the  War  Production  Board  during  World  War  II.  Credit  "a  J 

tern  of  leadership  that  was  reinforced  by  how  we  hired  pec 

and  how  people  were  encouraged  by 

S3T  1     firm,"  says  Jon  S.  Corzine,  another  sei 

'"^L    A         partner  who  left  Wall  Street  in  1999,  fin 

■gflfr         1  serve  as  a  U.S.  senator  and,  since  Janu 

r^IS5-         ^r  as  governor  of  New  Jersey. 

K.        A         Why  has  Goldman,  which  ranked  Nc 
on  this  year's  BusinessWeek  50  list  of 


The  Best  Performers 


Do  you  see  the  forest? 
Or  the  trees? 
High  performers  see  both. 
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top  corporate  performers,  been  such  a  remarkably  productive 
leadership  factory,  a  farm  team  for  Washington  and  business? 
Part  of  it  is  money:  Corzine  built  a  fortune  topping  $233  mil- 
lion, letting  him  spend  some  $100  million  on  his  electoral  cam- 
paigns. But  a  bigger  part  is  the  firm's  cultural  legacy.  Since  the 
days  of  Weinberg  and  his  successor,  Gustave  Levy,  Goldman 
has  consciously  attracted  and  developed  bankers  who  define 
success  beyond  monetary  terms,  or,  as  Levy  put  it,  are  "long- 
term  greedy."  Young  recruits  grow  up  at  the  firm  constandy 
hearing  about  the  many  leaders  who  went  on  to  bigger  things. 
Corzine  still  recalls  his  first  partners'  meeting  in  1980,  when 
senior  partner  John  C.  Whitehead  exhorted  everyone  there  to  do 
more  than  just  make  money.  "In  business  terms,  as  opposed  to 
religious  terms,  he  said,  'of  those  to  whom  much  is  given,  much 
is  required,' "  the  governor  recalls. 

Certainly  Whitehead,  a  Republican,  proved  to  be  a  role  mod- 
el. He  left  Goldman  a  few  years  later  to  serve  as  Deputy  Secre- 
tary of  State  under  President  Ronald  Reagan.  Afterward  he 
chaired  the  board  of  the  Federal  Reserve  Bank  of  New  York, 
and  he  has  just  wrapped  up  4/2  years  as  head  of  the  effort  to  re- 
build New  York's 
financial  district 
at  the  Lower 
Manhattan  De- 
velopment Corp. 


"You  didn't  miss  the  point  w 
his  praises  were  sung,"  says 
Endlich,     author    of    Goldx 
Sachs:  The  Culture  of  Success  a 
former    trader    there.    "To 
Deputy  Secretary  of  State 
considered  a  higher  calling." 
For  a  sense  of  how  deep  the 
dition  goes,  just  scan  the  ah] 
list    (table).    Former    Chain 
Stephen  Friedman  advised  PI 


Goldman 
likes  to 
develop 
recruits  who 
are  "long- 
term  greedy" 

dent  George  W.  Bush  as  assis 
for  economic  policy  until  2004,  and  he  now  chairs  Bush's 
eign  intelligence  advisory  board.  Reuben  Jeffery  III,  a  foil 
managing  director  at  the  firm,  chairs  the  Commodity  Futi 
Trading  Commission.  A  former  executive  director,  Joshui 
Bolten,  recently  took  over  as  White  House  Chief  of  Staff. 

As  Corzine,  a  Democrat,  shows,  the  draw  has  been  bipi 
san.  Other  Dems  on  the  roster  include  former  co-senior  pan 
Robert  E.  Rubin,  who  served  as  President  Clinton's  Tres 
Secretary.  On  May  15,  the  former  co-head  of  Goldman's  inn 
ment  management  unit,  Philip  D.  Murphy,  was  nominatd 
be  the  next  fund-raising  chief  for  the  Democratic  Natil 
Committee.  And  some  veterans  have  gone  on  to  areas  w 
business  and  politics  intersect:  Dealing  with  Washington 


Tapped  for  Greatness 

Some  of  Goldman  Sachs'  most  prominent  alumni: 


POLITICAL  PLAYERS 

■  BRADLEY  ABELOW 

Treasurer,  New  Jersey 

■  ANDREW  ALPER 

President,  New  York  City  Economic 
Development  Corp. 

■  JOSHUA  B.  BOLTEN 

White  House  Chief  of  Staff 

■  JONS.  CORZINE 

Governor,  New  Jersey 

■  MARIO  DRAGHI 

Governor,  Bank  of  Italy 

■  STEPHEN  FRIEDMAN 

Chair,  President's  Foreign 
Intelligence  Advisory  Board  and 
Intelligence  Oversight  Board 

■  REUBEN  JEFFERY  III 

Chairman,  Commodity  Futures 
Trading  Commission 

■  PHILIP  D.  MURPHY 

National  Finance  Chair,  Democratic 
National  Committee 


■  HENRY  M.PAULSON  JR. 

Nominee,  Treasury  Secretary 

PAST  PUBLIC  SERVANTS 

■  DANIEL  AMSTUTZ 

Agriculture  Under  Secretary 
for  International  Affairs 
(1983-1987) 

■  KENBRODY 

Chairman,  Export-Import 
Bank  (1993-1996) 

■  HENRY  H.  FOWLER 

Treasury  Secretary  (1965-1968) 

■  GARYGENSLER 

Treasury  Under  Secretary  (1999-2001) 

■  THOMAS  HEALEY 

Assistant  Treasury  Secretary  for  Domestic 
Finance  (1983-1985) 

■  NEIL  D.  LEVIN 

Executive  Director,  Port  Authority 
of  New  York  & 
New  Jersey  (2001) 

■  GARYSEEVERS 

President's  Council  of  Economic 
Advisers  (1970-1975) 

■  SIDNEY  J.  WEINBERG 

Vice  Chairman,  War  Production 
Board  (1944-1945) 

■  JOHN  C.  WHITEHEAD 

Chairman,  Lower  Manhattan 
Development  Corp.  (2001-2006) 


BUSINESS  LEADERS 

■  LE0NC00PERMAN 

Founder  and  CEO,  Omega  Advisor 

■  RICHARD  M.  HAYDEN 

Vice-Chairman  of  $11  billion 
investment  firm  GSC  Partners 

■  ERICMINDICH 

Founder,  Eton  Park  hedge  fund 

■  ROBERT  E.  RUBIN 

Chairman  of  the  Executive  Commn 
at  Citigroup,  past  Treasury  Secretary 

■  DINAKAR  SINGH 

CEO,  TPG-Axon  Capital,  a  global  hedge  fum 

■  JOHN  A.  THAIN 

Chief  Executive  Officer,  New  York  Stock 
Exchange 


The  sky 
is  the  limit 


e  groundbreaking  new  Airbus  A380  is  the  world's 

largest  passenger  jet.  While  at  the  same  time  setting 

new  standards  for  fuel  efficiency  and  quiet  operation. 

Some  of  SKF's  contributions  were  a  patented  new 
technology  for  landing  gear  assemblies  and  composite 
structural  reinforcements  which  reduced  weight  by 
40%  compared  to  conventional  solutions.  The  concept  is 
simple:  less  weight  means  less  energy,  and  that  means 
less  pollution  in  the  air  we  breathe. 

By  sharing  our  experience,  expertise,  and  creativity, 
industries  can  boost  performance  beyond  expectations. 
Less  is  more.  Challenge  our  specialists! 

The  Power  of  Knowledge  Engineering 


he  Power  of  Knowledge  Engineering.  Visit  u*ai  www.skf.com/knowledge 


COVER STORY 


PLAYBOOK:  BEST-PRACTICE  IDEAS 


First 
Money, 
Then 
Power 

Here's  how 
Goldman  turns 
so  many  bankers 
into  public 
servants: 


BUILD  A  CULTURE  OF  TEAMWORK  For  even  mundane  tasks,  Goldman  bankers  take  a  group  approach. 
Staffers  share  job  titles  and  must  learn  to  cooperate  on  sales,  service,  and  even  trading.  For  many  yeari 
the  old  partnership  was,  in  fact,  topped  by  two  co-senior  partners,  a  practice  initiated  by  John  Weinberi 
and  John  Whitehead  in  1976. 

ROTATE  HIGH-POTENTIAL  WORKERS  Up-and-comers  cycle  through  jobs  every  few  years,  which  keeps] 
them  at  the  edge  of  their  comfort  zones.  They  operate  with  their  noses  just  above  water,  one  manager  j 
says,  assuring  top  performances  and  a  profound  learning  experience. 

HIRE  THE  BEST  PEOPLE,  NOT  THE  BEST  BANKERS  Goldman's  recruiting  process  is  as  intense  as  that  of 
any  other  place  on  the  Street,  but  the  bank  is  unique  in  its  efforts  to  seek  out  well-rounded  individuals. 
Detours  into  politics  or  public  service  are  seen  not  as  irrelevant,  but  as  a  boon. 

MAKE  LEADERSHIP  A  PRIORITY  Goldman  managers  are  given  comprehensive  "360-degree"  reviews,  ir 
which  feedback  is  solicited  from  as  many  as  15  co-workers,  including  subordinates  several  levels  down 
the  flow  chart.  Ex-CEO  Paulson  tapped  GE  alumnus  Steven  Kerr  to  head  the  Pine  Street  Leadership 
Project,  Goldman's  in-house  executive  development  center. 


big  part  of  the  job  for  New  York  Stock  Exchange  Chief  Execu- 
tive John  A.  Thain,  a  former  Goldman  president. 

Key  to  the  firm's  culture  has  been  choosing  the  "long-term 
greedy"  from  the  ranks  of  the  bright  and  ferocious  who  com- 
pete for  spots  at  top  investment  banks.  Like  many  others, 
Endlich  had  an  MBA,  but  two  years  of  professional  fund-raising 
experience  with  Walter  Mondale's  1984  Presidential  campaign 
set  her  apart.  Her  foray  into  politics  didn't  help  her  trade  any 
better.  But  while  other  Wall  Street  firms  saw  her  political  expe- 
rience as  an  irrelevant  detail,  Goldman  thought  it  marked  her 
as  a  more  interesting  colleague.  "If  s  not  just  the  job,  but  who 
you  do  your  job  with,"  says  John  F.W.  Rogers,  Goldman's  chief 
of  staff,  who  joined  the  firm  in  1994  after  a  long  career  in  D.C. 
Paulson  himself  joined  Goldman  after  serving  in  the  Nixon 
White  House. 

No  Stars 

ONCE  THE  RECRUITS  ARE  IN  THE  DOOR,  Goldman  grooms 
them  in  ways  that  later  can  prove  useful  in  politics.  The  firm, 
more  so  than  other  Wall  Street  banks,  has  emphasized  team- 
work and  leadership  development.  Forget  the  star  system. 
Goldman  "insists  on  minimizing  the  use  of  the  first-person  pro- 
noun," says  Bush  adviser 
Friedman.  To  make  sure  that 
the  most  promising  recruits 
serve  all  constituencies,  the 
firm  uses  a  "360-degree"  per- 
formance review  process,  so- 
liciting evaluations  from  su- 
pervisors and  underlings 
alike,  as  many  as  15  per  review. 
Those  lessons  have  served 
Friedman  well  in  Washington, 
where  he  says  managers 
whose  egos  are  "under  con- 
trol" are  far  better  at  leading 
people.  He  says  they  also  tend 
to  be  better  listeners,  a  key  skill 
at  Goldman  since  clients  soon 
grow  cool  to  someone  who 
pays  them  too  little  mind. 
That's  why  Goldman  insiders 


Risky  Business  on  Wall  Street 

Then  and  Now:  An  interview  with  former  Salomon  CEO  John 
Gutfreund  on  the  parallels  he  sees  between  the  '80s  and  today. 

Credit  Markets  Makeover:  How  regulators  are  getting  together 
to  prevent  a  credit  derivatives  meltdown. 

On  the  Couch:  An  interview  with  a  psychologist  who  has  built  a 
practice  helping  traders  cope  with  their  stressful  lives. 

We  Are  All  Wall  Streeters:  It's  not  just  investment  banks  that  are 

taking  on  huge  risks.  Ordinary  Americans  are,  too. 

The  Story  behind  the  Story:  A  podcast  interview  with 

Associate  Editor  Emily  Thornton  by  Executive  Editor 

John  A.  Byrne. 

Wall  Street  to  D.C:  A  slide  show  of  the  many  Goldman  Sachs 

alumni  who  have  gone  on  to  prominent  roles  in  public  service. 


BusinessWeek  online 


www.businessweek.com/extras 


argue  that  Rubin  had  a  smoother  path  in  Washington  tha 
Donald  T.  Regan,  the  Merrill  Lynch  &  Co.  veteran  who,  plal 
by  the  fallout  of  the  Iran-corcfra  scandal,  resigned  as  chl 
staff  for  President  Reagan. 

Still,  ever  since  the  firm  scrapped  its  partnership  stru 
and  went  public  in  1999,  Paulson  has  labored  to  keep  i 
man's  legacy  alive.  In  pre-IPO  days,  partners  would  us 
cash  out  in  their  mid-50s  with  a  more-than-tidy  sum.  Thus 
ernment  or  public  life  seemed  a  logical  second  act.  But  n 
days  hedge  funds  and  private  equity  shops  have  become 
mier  talent  lures.  And  every  quarter,  Goldman  must  rnr 
demanding  shareholders  who  are  the  very  picture  of  short! 
greedy.  In  recent  years  rivals  such  as  Lehman  Brothers  In( 
Bear,  Stearns  &  Co.  have  wooed  and  won  Goldman  ban 
And  well-regarded  rising  stars  such  as  Eric  Mindich  an 
nakar  Singh  have  left  Goldman  not  for  government  post 
for  hedge  funds. 

In  response,  Paulson,  a  self-styled  "culture  carrier,"  has. 
to  formalize  much  of  the  focus  on  team  and  leadership  dev 
ment  that  was  innate  to  the  old  partnership.  He  wants  man; 
to  attend  programs  that  range  from  short  classes  on  howti 
with  difficult  people  to  multiday  workshops  at  Harvard  or 
best  to  serve  on  nonprofit  boards.  He  even  brought  in  a 

learning  officer,  longtime 
eral  Electric  Co.  training 
Steven  Kerr,  to  codify  the 
values  through  the  Pine . 
Leadership  Project,  Gold) 
executive  education  cento 
Of  course,  Paulson's 
and  perhaps  most  impi. 
attempt  to  cement  Gold 
legacy  as  a  leadership  enj 
his  own  move  to  the  Tre 
Dept.  Now  the  job  of  a 
preservation  falls  to  his 
successor,  Goldman  tr 
veteran  Lloyd  C.  Blan 
president  and  chief  ope 
officer.  And  chances  i 
least  a  few  more  future 
dential  advisers  are  ros 
the  halls  at  85  Broad 
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EN  THE  INFORMATION  NEVER  STOPS,  NOTHING  CAN  STOP  YOUR  BUSINESS. 


;iness,  keeping  people  and  information  connected  is  critical  to 
lg  customers  satisfied.  And  yet,  at  any  given  moment,  any 
ar  of  events  can  easily  derail  that  connection.  That's  why  you 
i  company  like  SunGard  on  your  side.  Our  Information  Availability 
>ns  provide  redundant  systems  and  networks  at  over  60  secure 
ies  worldwide  to  make  sure  your  customers,  employees  and 
ers  stay  connected  24/7.  And  at  the  same  time  keep  your  IT  staff 
iplete  control  of  your  data  and  applications.  So  while  you're  busy 
igyour  business,  we're  busy  making  sure  your  business  is  up  and 
ig.  No  matter  what. 


For  years,  companies  have  trusted  SunGard  to  restore  their  IT  systems 
when  something  went  wrong.  So  it's  not  surprising  that  today 
companies  are  turning  to  us  to  mitigate  risk  and  make  sure  they 
never  go  down  in  the  first  place.  To  learn  more  about  Information 
Availability  and  how  we  can  save  your  company  on  average  25%*  call 
1-800-468-7483  or  go  to  www.availability.sungard.com/masteria  and 
get  your  free  copy  of  the  book  "Mastering  Information  Availability." 


SUNGARD 

Availability  Services 


Keeping  People 
and  Information 
Connected.™ 

'  Potential  savings  based  tin  IDC  White  Paper,  Ensuring  Information  Availability:  Aligning  Customer 
Her,,!.  » ilf.  an  Optimal  Investment  Strategy. 


Finance  Invests 


Earnings  Per 
Share?  Phooey! 

Ivan  Feinseth  eschews  traditional  gauges— 
and  his  picks  have  trounced  the  S&P 


BY  ROBEN  FARZAD 

IVAN  P.  FEINSETH,  DIRECTOR  OF 
research  at  Manhattan  broker- 
dealer  Matrix  USA,  has  slapped  so 
many  stocks  with  a  "Strong  Sell" 
rating  that  you'd  think  he  has  an 
ax  to  grind.  Even  after  the  stock 
analyst  scandals  of  the  1990s, 
most  Wall  Streeters  are  loath  to  call  a  bad 
stock  when  they  see  one:  In  total,  they 
recommend  that  clients  get  out  of  just 
7%  of  the  stocks  they  cover.  But  Feinseth 
rates  40%  of  his  universe  of  3,100 
stocks— roughly  1,200  companies— 
"Sell"  or  "Strong  Sell." 

Feinseth  insists  it's  nothing  personal. 
Rather,  his  computer  model,  which  forces 
him  to  rank  the  best  and  worst  relative 
values  in  the  Russell  3000  index,  makes 
him  do  it.  Given  that  a  third  of  that 
benchmark's  stocks  were  down  this  year 
through  May  26,  Feinseth's  40%  "Sell" 
percentage  seems  a  trifle  more  realistic 
than  the  rest  of  the  Street's. 

Skeptics  point  out  that  by  focusing  pri- 
marily on  data,  he  misses  out  on  the  nu- 
ances and  "body  language"  that  other  an- 
alysts pick  up  on  as  they  study  companies 
and  their  executives.  Feinseth  doesn't 
seem  to  care.  "We  don't  talk  with  the 
companies,"  he  says,  swiveling  around  to 
four  computer  monitors  brimming  with 
charts  in  Matrix'  modest,  disheveled  mid- 
town  office.  "What  we're  doing  is  a  deep 
analysis  of  the  numbers." 

What  makes  Feinseth's  analysis 
unique  is  its  fixation  on  something  other 
than  the  bottom  line.  He  says  traditional 
corporate  earnings  are  vasdy  overrated  as 
an  investment  gauge.  The  question,  he 
says,  is  whether  a  company  is  creating 
real,  hard  value  for  its  shareholders. 
"Earnings  per  share,"  he  says,  "is  just  an 
accounting  measure  of  profit,  when  the 
real  key  to  the  stock  price  is  economic 


profit."  In  other  words,  earn- 
ings are  in  the  eye  of  the  be- 
holder. Companies  manage 
analysts'  expectations  quite 
carefully— so  they  can  beat 
them.  But  they  can't  fudge 
economic  profit,  which  Fein- 
seth defines  as  the  extent  of  a 
company's  return  above  its 
cost  of  capital. 

That  barometer,  which  an- 
chors a  proprietary  model  that 
includes  12  other  factors,  has 
helped  Feinseth  trounce  the  market  since 
Matrix'  late  2004  launch.  Through  mid- 
May,  Matrix'  25-to-60-stock  "Focus  List" 
of  favorites  (yes,  he  recommends  stocks  as 
well— 1,200  in  all)  has  gained  12%  in 
2006,  compared  with  4%  for  the  Standard 
&  Poor's  500-stock  index.  Last  year  the  list 


registered  a  gain  of  33%,  vs.  5%  for 
S&P.  Overall,  since  its  September,  2i 
inception,  the  list  has  done  more 
triple  the  markef  s  return. 

It  would  consume  every  hour 
trading  day  for  someone  to  act  ori 
thousands  of  Matrix'  frequendy  chang 
calls.  Still,  Feinseth  believes  this  is  a  Q 
er's  market  where  he  can  deliver  excess 
turn  only  by  managing  his  ratings  in] 
time.  "Even  the  greatest  stocks,"  he  si 
"are  not  buy  and  hold.  You  need  to  unc 
stand  the  right  time  to  be  in  and  out." 

SCREAMING  "BUY" 

LATELY,  FEINSETH  HAS  been  focus 
on  Microsoft  Corp.,  whose  shares  are 
multiyear  low.  Wall  Street  doesn't 
much  hope,  at  least  in 
near  term.  But  Feins© 
analysis       suggests 
screaming    "Buy." 
reason:  The  comp 
enviable  39%  re 
capital  dwarfs  botl 
borrowing  costs  ani 
4%  or  so  that  its  $3 
lion  cash  hoard  is  earti 
in  the  bank.  It  makes]? 
feet  sense  for  Micros* 
take  advantage  of 
yawning  spread  by 
gressively  acquiring^ 
own       shares.       "1 
should  theoretically  i 
out   debt   to   buy  I 
stock,"  he  says.  "Tftl 
only  be  increasing  1 
own     buying     pow 
Feinseth,     naturally; 
confident  his  reasoK 
will  prove  correct. 

In  the  meantime  i 
says  30-employee  Mj. 
is  seeing  brisk  busir- 
It  earns  its  keep  thrc 
an  institutional  clien 
of  mutual  funds,  ! 
pensions,  and  hd 
funds.  The  firm  also- 
a  private  client  gl| 
that  manages  acco 
that  average  $1  mil| 
collecting  an  advi 
fee  on  assets. 

Matrix'  marketing 
terial  is  grandly  rend) 
"Accounting-based  models  of  valus 
should  be  buried  right  alongside  Coir 
nism,"  reads  one  packet.  "If  the  B 
Wall  can  come  down,  so  too  can  tin 
sertions  that  stock  prices  are  based  o 
ported  accounting  earnings."  No* 
nuanced  about  that.  ■ 


He  rates  40% 
ofthe3A00 
stocks  he 
covers  a   . 
"Sell"  or 
"Strong  Sell" 


RiicineccMfapk 


ur  unique  insights  give  clients 
the  competitive  edge.  In  every  n 


e  Bank  Securities 
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Passion  to  Perform.       Deutsche  Bank 


anting  and  securities  activities  in  the  United  States.  Deutsche  Bank  Sec 
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When  Pork-Barrel 
Pols  Aren't  Enough 

Now  lobbyists  are  helping  states  and 
counties  bring  home  more  of  the  bacon 


BY  EAMON  JAVERS 

CAPITOL  HILL  INSIDERS 
love  to  tell  the  story  about 
how  Senator  Robert  C. 
Byrd  once  killed  a  multi- 
million-dollar federal 
building  project  for  his 
home-state  West  Virginia 
University  because  the  public  school  had 
hired  a  lobbyist  to  help  wrangle  the  cash. 
Byrd's  m  sssage:  As  senator,  it's  his  job  to 
win  federal  dollars  for  West  Virginia. 
The  incident,  which  Byrd's  office  con- 


firms, occurred  in  1989.  The  Democrat, 
now  88,  still  resents  lobbyists  hired  to 
supplement  his  prolific  pork-gathering. 
But  today  the  halls  of  Congress  teem  with 
private  lobbyists  representing  states, 
cities,  and  all  manner  of  taxpayer-sup- 
ported institutions. 

Anyone  who  has  taken  high  school  civics 
knows  that  state  and  local  governments 
have  a  corps  of  535  professional  advocates 
in  Washington:  our  senators  and  congress- 
men. But  as  Congress  has  moved  toward 
passing  more  narrowly  targeted  spending 


INSIDER  Podesta's  projects,  kn; 

Morra  worked  with  as  earmark 
the  Appropriations  nicne  lobb 
Committee  business 

sprouted  to 
that  money  to  local  interests. 

Some  lawmakers  resent  this  priva  j 
tion  of  the  pork  barrel,  saying  that  lo 
ing  fees  drain  municipal  coffers  wit  j 
much  of  a  payoff.  But  a  surprisingly  1 
number  of  legislators  have  resig  I 
themselves  to  the  outsourcing  of  fedJ 
ism.  Some  say  that  given  the  press  of  | 
er  legislative  duties,  they  welcome  f 
help  they  can  get. 

FIGHTING  FOR  A  FAIR  SHARE 

CENTRAL  FLORIDA'S  Orange  Coun 
one  satisfied  lobbying  customer.  It 
the  Washington  firm  PodestaMat | 
$120,000  last  year  for  help  winning  r 
than  $24  million  in  federal  aid,  mosd 
road  improvement.  The  county's  top 
rial,  Mayor  Richard  T.  Crotty,  likes  flu 
turn  on  investment:  "We  need  to  be  t 
on  the  ground  floor  fighting  for  oui 
share,  and  the  best  way  to  do  that 
hire  a  lobbyist  in  Washington,"  he  se 

More  than  800  state  and  local  gov 
ments,  or  their  arms,  employed  a  lobl  " 
on  Capitol  Hill  in  2005,  some  more  * 
one,  according  to  a  count  done  for  J  ( 
nessWeek  by  the  Web  site  lobbyists.^ 
Municipalities  can't  be  blamed  "for  se* 
more  and  more  [earmarked]  projectscT 
saying,  "we're  going  to  do  everythini 
our  power  to  line  up  with  that,'" 
Congressman  Mike  Pence  (R-Ind.).  LI 
cal  2006,  Congress  passed  bills  contaul_ 
more  than  12,000  earmarks;  as  recent 1 1 
1998,  the  number  was  just  over  2,00< 

Some  lawmakers  object  to  lobbyists  f 
ing  credit  for  dollars  that  would  flow  t  r 
local  level  whether  or  not  private  adva  I 
were  on  patrol.  "It's  a  waste  of  moi  J 
says  Representative  Barney  Frank  • 
Mass.).  He  says  that  he  and  other  meirrf 
of  his  delegation  are  perfectly  capab 
winning  their  state  what  it  deserves.  1 
of  the  towns  or  counties  in  his  district'  I 
ploys  lobbyists,  although  Massachu  I 
does  have  one,  federal  records  show.   J 

Orange  County  began  hiring  lobb  T 
in  the  early  '90s  to  seek  more  federa  f 
for  roads  and  other  infrastructure  ne- 1 
to  deliver  growing  crowds  of  touris  I 
theme  parks  in  the  Orlando  area,  f 
Washington  firm  Alcalde  &  Fay,  w  | 
specializes  in  the  municipal  niche,  I 
died  the  Orange  County  account 
about  a  decade.  Orange  County  typi  j 
paid  Alcalde  $80,000  a  year  in  the 
and  early  2000s,  according  to  fe<| 
records.  There  were  solid  results,  | 
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Asia-Pacific  region  is  now  the  engine  room  of  world  economic 
th  and  has  strong  prospects  for  continued  growth  well  into  the 
•e.  By  2015  it  is  forecast  that  Asia's  economies  will  account  for 
er  cent  of  global  GDP  (PPP*)1,  significantly  more  than  the  United 
es  and  Europe  combined.  It  therefore  makes  good  business  sense 
elude  an  Asia-Pacific  based  business  in  your  growth  strategy. 
stralia-the  world's  most  resilient  economy2-is  now  in  its  15th  year  of 
nuous  growth  and  provides  global  companies  with  a  solid  platform  for 
.Pacific  based  investment. 

jh  its  strong  business  and  cultural  links  with  Asia,  and  with  a  time  zone 
straddles  the  Asian,  European  and  US  business  days,  Australia  is  ideally 
joned  to  provide  the  skills,  resources  and  high  quality,  value-add  services 
pet  Asia's  development  needs  and  its  rapidly  growing  consumer  market, 
■lied  by  the  rapid  growth  of  China  and  India  in  particular,  it  is  estimated 
the  number  of  consumers  in  Asia  with  incomes  over  US$5,000  per 
jn  will  double  from  434  million  in  2005  to  more  than  860  million  in  20103. 
"alia  is  perfectly  positioned  to  access  this  rapidly  expanding  market, 
itralia's  top  four  merchandise  trading  partners  are  Japan,  China, 
3  and  the  United  States4.  The  United  States,  Japan,  Hong  Kong  and 
ipore  are  also  among  Australia's  top  ten  sources  of  inward  investment. 

Australia  is  well  known  for  its  commodity  exports,  services  account 
most  80  per  cent  of  economic  activity4.  Over  the  five  years  to  2004, 
alia's  services  exports  to  China  alone  almost  quadrupled,  while  services 
"ts  to  India  and  Korea  increased  by  131  and  86  per  cent  respectively4, 
tralia  currently  has  Free  Trade  Agreements  (FTAs)  in  place  with  the 
Jd  States,  Singapore,  Thailand  and  New  Zealand.  It  is  also  negotiating 
with  China,  Malaysia,  United  Arab  Emirates,  and  ASEAN  (Association 

Asian  Nations),  and  is  examining  the  feasibility  of  an  FTA  with  Japan, 
py  investors  from  the  USA  have  already  discovered  the  competitive 
"itages  of  Australia  as  a  place  to  do  business,  with  the  US  accounting 
5  per  cent  of  the  stock  of  all  foreign  direct  investment  in  Australia. 


So,  with  Australia  being  the  fastest  place  in  the  world  to  start  a 
business5,  your  Asia-Pacific  investment  decision  could  not  be  simpler. 
The  future  is  here-in  Australia. 


Don't  make  an  investment  decision 
in  the  Asia-Pacific  region  without 
visiting  www.investaustralia.com 


Australian  Government 


Invest  Australia 


INVEST  IN  AUSTRALIA 

AND  JOIN  THESE  SUCCESSFUL  COMPANIES 


American 

•  EDS 

•  Hewlett  Packard 

•  Merck  Sharp 

Express 

•  Eli  Lily 

•  Honeywell 

&  Dohme 

Citigroup 

•  GE  Capital 

•  IBM 

•  Pfizer 

CSC 

•  General  Motors 

•  JP  Morgan 

•  Reuters 

Du  Pont 

Holden 

•  Microsoft 

•  Verisign 

AUSTRALIA  I  AT  A  GLANCE 


•  World's  most  resilient  economy-for  the  fourth  year  in  succession  (IMD  WCY  2005) 

•  Lowest  risk  of  political  instability  in  the  Asia-Pacific  and  second  lowest  in  the  world 
(IMD  WCY  2005) 

•  Experienced  a  90%  increase  in  the  stock  of  foreign  direct  investment  over  the  last 
five  years  to  US$211b  in  December  2005  (ABS  2006) 

•  15  years  of  continuous  expansion  with  forecast  growth  of  3.2%  in  2006  compared 
to  the  OECD  average  of  2.9%  (OECD  2006) 

■  Ranked  first  in  the  Asia-Pacific  for  overall  productivity  per  person  employed 
(IMD  WCY  2005) 

•  No  country  in  the  Asia-Pacific  region  can  match  Australia's  range  of  multilingual 
skills,  with  Chinese  dialects  being  prominent  (ABS  2006) 

[1]  Consensus  Economics;  IMF;  economics  ®  ANZ  [2]  IMD  World  Competitiveness  Yearbook  (WCY)  2005 
[3]  Invest  Australia  estimate  [4]  Australian  Bureau  of  Statistics  (ABS)  2006   [5]  World  Bank  2005 
*GDP  based  or.  purchasing  power  parity 
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Prtuquese  word  for  firewall  is 
iW^TiHkifd  de  fogo.  The  Chinese  word  for  password  is  mee-mah.  My  company  is  in' 
.     forty-five  cities  in  seventeen  countries  now.  Ar  d  I  can  say  secure  in  every  one. 
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overnment  Lobbvin 


fore  for  $23  million 

for  road  improvements 

g??J?ge  $500,000" 

^  *J-X  A  *-J         for  a  center  for  the  mentally  ill 
me  Of  What        and  drug  abusers 

vfS  L°!b„ying  $400,000 


ped  bring 
Florida 
ale: 


for  traffic-light  equipment 

$1007000 

for  a  mobile  after-school  center 


;350,000  to  improve  an  abandoned 
.  facility  and  $449,000  for  a  special 
for  drug  cases. 

t  by  2004,  Orange  County  had 
n  dissatisfied.  Like  some  other  firms 
ing  on  modestiy  paying  municipal 
nments,  Alcalde  had  a  large  volume 
/eminent  clients.  It  represented  more 
two  dozen  Florida  interests,  includ- 
leminole  County  to  Orange's  north 
Dsceola  to  the  south.  In  the  view  of 
ge  County  officials,  Alcalde's  advoca- 
s  spread  a  little  too  thin,  and  the  firm 
:ed  credit  for  only  one  score  in  2003- 
200,000  for  a  senior  citizen  center, 
ange  County  shifted  its  business  to 
staMattoon,  which  stressed  that  it 
represent  any  other  municipal 
s  in  Florida.  Podesta  also  noted  that 
al  of  its  members  had  recently 
ed  for  the  congressional  committees 
control  spending.  Anchoring  Al- 
s  failed  effort  to  keep  the  account 


was  a  former  Florida  congressman 
whose  Capitol  Hill  days  were  further  in 
the  past:  LA  "Skip"  Bafalis,  now  76,  who 
served  from  1973  to  1983. 

GOOD  CONNECTIONS 

ORANGE  COUNTY'S  NEW  lead  lobbyist 
from  Podesta  is  Elizabeth  Morra,  41,  who 
worked  as  communications  director  for 
the  powerful  House  Appropriations 
Committee  until  leaving  for  the  private 
sector  in  2001.  She  represents  such  cor- 
porations as  Altria  Group  and  BellSouth 
Corp.,  and  her  only  other  government 
client  is  New  Mexico. 

Alcalde's  president,  Kevin  J.  Fay,  says 
his  firm  "did  a  very  good  job  for  Orange 
County."  Referring  to  Alcalde's  repre- 
senting potential  rival  Florida  counties, 
he  says  the  firm  lobbies  for  each  client's 
projects  on  their  own  merits. 

Orange  County  Representative  Conine 
Brown  says  outside  advocates  can  make  a 
real  difference.  Brown,  a 
Democrat,  explains  that 
lobbyists  help  keep  track 
of  the  complicated  and 
voluminous  appropria- 
tions process.  "Your  staff 
just  cannot  do  it"  because 
of  other  commitments, 
she  says.  Morra  mobilized 
local  business  leaders  to 
write  letters  of  support  for 
Orange  County's  road  im- 
provement effort  and  con- 
firmed that  each  region's 
member  of  Congress 
pegged  the  money  as  their 
top  priority  for  the  appro- 
priations committee. 
Brown  appreciates  the  lobbyist's  art 
from  a  personal  perspective.  Her  daugh- 
ter, Shantrel  Brown,  works  for  Alcalde  & 
Fay.  The  younger  Brown  has  represented 
Florida  A&M  University  and  Miami-Dade 
County,  but  her  mother  says  there  is  no 
intrafamily  arm-twisting. 

Republican  Ric  Keller,  who  also  repre- 
sents part  of  Orange  County,  agrees  that 
lobbyists  can  be  helpful,  but  only  up  to  a 
point.  "I'm  going  to  bust  my  butt  to  help 
Orange  County,  whether  they  hire  a  lob- 
byist or  not,"  he  says.  Keller  supported  all 
of  the  items  the  county  wanted  from  last 
year's  federal  appropriations  process,  ex- 
cept for  one:  a  Rec-'n'-Roll  mobile  after- 
school  center,  which  he  thought  was  un- 
necessary. But  in  the  end,  the  county  got 
the  after-school  center,  too.  II 
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To  find  out  whether 
your  municipality  has  hired  a  private  lobbyist, 
go  to  www.businessweek.com/extras 
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Grow  everywhere 
without  risking 
everything. 

Dynamic  Networking  from 
AT&T  is  a  comprehensive 
approach  to  optimizing 
business  performance, 
enabling  secure,  efficient 
global  expansion. 

Gain  insights  on  the 
challenges  and 
opportunities  of 
international  growth  and 
the  critical  role  of  IT  in 
our  Networking  Views 
newsletter. 

This  issue's  topics  include: 

Competing  Globally:  The 
Risks  and  Rewards  of  M&A. 

Foreign  Investment 
Scorecard:  Ratings  for 
35  countries. 

Avoiding  "Safety  Culture" 
Shock:  Security  concerns 
of  global  expansion. 

An  Acquisition  Comes 
Together:  Interview  with 
AT&T  CTO,  John  Stankey. 

To  learn  more  about 
Dynamic  Networking  and 
see  how  other  companies 
are  expanding  globally, 
read  the  Networking 
Views  newsletter  at 
att.com/yourworld. 
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AMD:  Chipping 
Away  at  Intel's  Lead 

How  new  strategies  ended  its  rival's 
monopoly  in  both  server  and  PC  chips 


BY  CLIFF  EDWARDS 

JUST  WEEKS  INTO  HIS 
tenure  as  Advanced  Micro 
Devices  Inc.'s  new  world- 
wide vice-president  of 
consumer  channel  sales, 
Stephen  DiFranco  was  won- 
dering whether  he  should 
have  come  to  the  chip  industry's  peren- 
nial underdog.  Sitting  in  a  room  with 
Circuit  City  Stores  Inc.'s  PC -buying  team 
on  a  drab  fall  day  in  October,  2004, 
DiFranco  grew  increasingly  disheartened 
as  the  retailers  ticked  off  a  litany  of  rea- 
sons why  rival  Intel  Corp.  had  a  lock  on 
their  business.  Intel  offered  a  trusted 
name,  more  marketing  money,  and  better 
support,  they  reminded  him.  "I  kept  say- 
ing to  myself,  'My  God!  How  do  you  com- 
pete against  that?' "  DiFranco  recalls. 

Eight  months  later,  at  the  June  strategy 
meeting,  DiFranco  delivered  his  answer 
to  skeptical  CEO  Hector  de  Jesus  Ruiz  and 
other  AMD  leaders.  In  a  presentation  he 
dubbed  "War  in  the  Store,"  DiFranco  laid 
out  an  ambitious  campaign  to  outmaneu- 
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ver  Intel  at  retail  with  more  products  and 
better  PC  configurations  rather  than  try- 
ing to  go  toe-to-toe  with  expensive  mar- 
keting campaigns. 

It  wasn't  an  easy  sell.  The  execs  noted 
that  AMD  doesn't  make  PCs  that  consumers 
buy  directly  and  would  be  forced  to  rely  on 
partners  such  as  Hewlett-Packard,  Gateway 
and  Toshiba,  and  hundreds  of  retailers 
around  the  world,  to  meet 
its  goals.  "In  truth,  some  of 
us  didn't  like  the  idea  at 
first,"  Ruiz  says.  But  a  year 
later,  the  results  are  clear. 
While  Intel  execs  scoff  that 
AMD's  surprising  surge  re- 
flects only  its  success  selling 
high-end  server  chips, 
DiFranco's  retail  strategy 
was  a  major  factor  in  boost- 
ing AMD's  worldwide  share 
of  mainstream  micro- 
processors to  15.3%  in  the 
first  quarter,  from  5.7%  a 
year  earlier,  according  to  In- 
ternational Data  Corp. 


THE  STAT 


15.3% 

AMD's  share  of  the 
worldwide  market 
for  mainstream  PC 
microprocessors, 
up  from  5.7%  a 
year  ago 

Data:  International  Data  Corp. 


IN  THE  TRENCHES  And  it  may 

AMD's  DiFranco  bet  that  stores  pla 

that  buyers  would  opt  ^  unsung  roli  to 

formorepowerful  PCs  snaring     m 

biggest  catch 
date:  Dell  Inc.  Using  more  powerful  A] 
chips  in  their  consumer  and  business  s 
tems,  particularly  servers,  gave  HP,  Gj 
way,  and  Toshiba  an  edge  against  Del 
alysts   say.  That's  even  more 
high-growth  areas  overseas  where 
stores'  presence  is  preferred  ove: 
Round  Rock  (Tex.)  company's  built-to- 
der  business.  The  pressure  was  a  big  r  f 
son  for  Dell's  announcement  on  May 
that,  after  seven  straight  quarters  of  1 
gains,  Dell  would  start  using  AMD  chip 
its  servers  later  this  year.  "The  competi 
dynamic  has  been  more  intense  tha 
expected,"  Dell  CEO  Kevin  B.  Rol 
analysts.  And  there  may  be  yet  ano 
shoe  to  drop:  Dell  continues  talking1 
AMD  about  using  its  chips  in  mainst 
desktops  and  notebooks. 

AN  EDGE  IN  EFFICIENCY 

SUDDENLY,  AMD'S  AMBITION  to  c: 
true  duopoly  in  microprocessors 
longer  a  pipe  dream.  It  now  holds  26' 
the  lucrative  U.S.  server-chip  bust 
and  a  stunning  48%  of  so-called  mull 
processors,  which  put  at  least  two 
on  a  single  sliver  of  silicon.  Three 
ago,  the  high-end  server  business 
tel's   alone.   Most  significantly, 
gross  margin  passed  Intel's  for  thi 
time  last  quarter— 58.5%,  vs.  55.1%. 

AMD  owes  its  success  in  no  sm 
to  Intel's  missteps.  On  the  corporate 
front,  Intel  for  the  past  two  years  has    (has 
caught  flat-footed  by  demands  from| 
tomers  for  chips  that  are  both  power 
and  energy-efficient.  Its  engineers  ins  t  i  cl 
worked  on  the  high-end  Itanium  se  1 1 
chip,  which  required  customers  to  rewi 
software  if  they  were  to  get  the  most  o   t 
it,  while  AMD's  Opteron  did  not.  Wb  s 
more,  the  AMD  techno   Ser. 
can  save  big  compa  I 
big  bucks  on  electri 
and  the  chips  take  up 
space  in  data  centers  1- 
cause  they  don't  need 
cooling  fans. 

Intel  is  only  st; 
match  the  technolo 
the  interim,  Dream' 
Animation  SKG  Inc 
the  Philadelphia  Sto 
change  Inc.  joined  a 
of  companies    repli 
servers  based  on  I] 
Xeon  chips  with  thos 
ing  AMD's  Opteron. 
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ti  War  in  the  Store,  DiFranco  bet 
tailers  and  consumers  also  would 
ip  AMD-based  products  that  out- 
ned  Intel's,  even  if  they  cost  more, 
months  before  presenting  his  plan 
D's  execs,  DiFranco  skulked  in 
computer  aisles  to  comparison- 
He  forged  deeper  ties  with  ATI 
)logies  Inc.  and  NVIDIA  Corp., 
3  of  chips  for  high-speed  gaming 
cs,  by  hobnobbing  with  techies  in 
V's  labs  in  Moscow  and  Beijing  and 
.g  line  up  AMD   systems  for 
•onsored  gaming  parties.  Threat- 
ened  by   Intel's   ap- 
proach of  marrying  its 
own    graphics    chips 
qICS       an<^    microprocessor, 
the    companies   wel- 
comed  AMD,   which 
doesn't  make  graphics 
chips,  with  open  arms. 
DiFranco       chan- 
neled   millions    that 
had  been  earmarked 
for  a  branding  cam- 
paign to  stores,  in  the 
form  of  rebates,  in- 
promotions,  employee  training, 
space  in  Sunday  circulars.  And  he 
ky  in  December,  when  Intel  stum- 
to  a  parts  shortage  for  its  desktop 
hen  Intel  earmarked  key  compo- 
for  Dell,  its  closest  PC  partner, 
uickly  dispatched  top  salespeople 
te  void  for  irked  competitors.  Now 
ased  desktops  dominate  shelves 
Buy,  Circuit  City,  and  other  stores. 
I  execs  say  they're  ready  to  make 
las  been  a  lopsided  race  more 
titive.  Within  weeks,  they  will  be- 
ling  the  first  in  a  family  of  re- 
el chips,  called  the  Core  2,  that 
sip  less  energy  while  delivering 
)erformance.  "We  believe  we  will 
genie  back  in  the  bottle  with  our 
meration  microprocessor,"  says 
enior  Vice-President  and  Chief 
ing  Officer  Eric  B.  Kim. 
fired-up  AMD  team  is  girding,  as 
MD  has  spent  millions  of  dollars 
ly  billboards  along  Highway  101 
:on  Valley  and  in  New  Yorks 
Square  to  convince  corporate 
that  its  server  chips  will  still  de- 
e  best  bang  for  the  buck.  And  in 
r  it  will  roll  out  gamers'  PC  rigs 
ck  four  processors  onto  one  chip 
tning-fast  performance.  DiFran- 
lm  about  what  goals  he  will  pres- 
us  June's  AMD  leadership  retreat. 
sat  of  Sun  Tzu's  Art  of  War,  he 
optically  that  "you  fight  the  battle 
taw  you're  going  to  win."  ■ 


Servers  As  High  As 
An  Elephant's  Eye 

As  Web-basea  computing  surges,  massive 
"server  farms"  are  springing  up 


BY  PETER  BURROWS 

VER  SINCE  THE  GRAND 
Coulee  Dam  turned  the 
surrounding  high  desert 
into  prime  farmland  in  the 
1950s,  the  central  Wash- 
ington town  of  Quincy  has 
been  known,  to  the  extent 
it  was  known  at  all,  for  its  potatoes.  But 
earlier  this  year,  Quincy  became  the  lat- 
est hot  spot  on  the  Internet. 

In  a  matter  of  weeks  both  Yahoo!  Inc. 
and  Microsoft  Corp.  an- 
nounced they  would  build 
huge  new  Internet  data 
centers  in  the  area.  These 
are  the  facilities  that  house 
vast  "server  farms"  com- 
prising computers  and 
other  gear  to  handle  the 
flow  of  traffic  on  the  Net. 

Real  estate  prices  are 
spiking  around  Quincy 
amid  talk  that  the  Net 
building  boom  is  just  get- 
ting started.  "Some  plots 
you  could  have  had  for 
$6,000,  folks  are  asking 
$50,000  for  now,"  says 
Patric  Connelly,  one  of  the  three  town 
commissioners  who  inked  the  Microsoft 
and  Yahoo  deals. 

The  land  boom  illustrates  the  point  at 
which  cyberspace  intersects  with  terra 
firma.  There  is  an  increasing  shortage  of 
facilities  equipped  to  massage,  transmit, 
and  store  the  data  flowing  from  the  surge 
in  Web-based  software  and  services.  You 
may  not  give  it  a  thought  while  firing  up 
a  Google  search,  downloading  a  song 
from  iTunes,  or  chatting  on  the  phone 
via  Vonage's  Internet  service.  But  all 
those  tasks  have  to  be  processed  on  com- 
puters somewhere.  And  there  are  only  so 
many  places  that  offer  the  necessary 


cheap  power  (hydroelectric,  in  Quincy' s 
case)  and  access  to  big  fiber-optic  net- 
works that  can  economically  host  giant 
rooms  full  of  them.  "It's  kind  of  like  find- 
ing a  needle  in  a  haystack,"  says 
Michael  F.  Foust,  CEO  of  Digital  Realty 
Trust  Inc.,  a  San  Francisco  real  estate  in- 
vestment trust  that  is  a  leading  develop- 
er of  data  centers. 

As  more  and  more  of  our  digital  do- 
ings take  place  via  Net-based  services 
rather  than  on  software  that  resides  in 
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our  home  PCs,  it's  driving  up 
costs  for  this  most  unsexy  side  of 
techdom.  In  the  past  year  owners  of 
commercial  hosting  centers  have  been 
able  to  increase  their  prices  by  20%  or 
more,  say  some  data  center  operators. 
Gartner  Group  Inc.  expects  prices  to  rise 
as  much  as  70%  in  the  next  year. 

If  more  server  farms  aren't  built— and 
a  state-of-the-art  data  center  can  cost  up 
to  $1,000  a  square  foot,  five  times  the 
cost  of  conventional  office  space— the 
squeeze  might  even  crimp  the  ability  of 
Net  up-and-comers  to  bring  new  inno- 
vations to  market.  "I'm  not  seeing  what  I 
need  to  see"  in  terms  of  new  capacity 
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The  Internet 


coming  online,  says  Jay  Adelson, 
the  CEO  of  social  networking 
Web  site  Digg.com,  who  also 
started  Equinix  Inc.,  a  Foster  City 
(Calif.)  company  that  operates 
centers.  Digg.com  secured  space 
in  Equinix  facilities,  but  Adel- 
son asks:  "There  are  hundreds 
of  me  out  there,  and  where  are 
we  all  going  to  go?  There  isn't 
[enough]  data  center  space." 

All  this  amounts  to  a  gold 
rush  for  the  companies  supply- 
ing land,  equipment,  and  serv- 
ices for  data  centers.  Equinix3 
stock  price  is  up  about  65% 
since  a  year  ago  (chart).  Rack- 
able  Systems  Inc.,  which  sells 
highly  efficient  servers  and 
data  storage  equipment,  has 
more  than  tripled  its  stock 
price  since  going  public  in 
June,  2005.  And  a  surge  in  de- 
mand for  Advanced  Micro  De- 
vices Inc.'s  power-sipping  serv- 
er chips  is  one  reason  it  is 
humbling  rival  Intel  Corp. 
Then  there  are  the  rising  data 
requirements  for  financial  insti- 
tutions, which  need  to  keep 
more  copies  of  records,  and  the 
fed's  security  concerns.  The  re- 
sult? "This  is  the  strongest  de- 
mand I've  seen  in  25  years," 
says  Peter  Gross,  CEO  of  EYP 
Mission  Critical  Facilities  Inc.,  a 
Manhattan  engineering  firm. 

DATA  DUST  BOWL 

THIS  SHORTAGE  IS  coming  as 
a  shock  to  not  a  few  Net  outfits. 
During  the  booming  late  '90s, 
companies  such  as  Exodus, 
Communications,  AboveNet, 
and  MCI  built  hundreds  of 
server  farms  on  the  assumption 
that  Web  business  had 
nowhere  to  go  but  up.  After  the  bust  left 
many  players  wallowing  in  debt,  empty 
facilities  could  be  purchased  for  pennies 
on  the  dollar,  so  few  new  ones  were  built. 
Now,  though,  that  excess  capacity  has 
been  absorbed.  Equinix  has  announced 
plans  to  build  two  massive  centers,  in  Los 
Angeles  and  Chicago.  Real  estate  devel- 
opers such  as  Digital  Realty  Trust  and 
Washington  (D.C.)-based  DuPont  Fabros 
Development  are  expanding  dozens  of  ex- 
isting facilities.  Hewlett-Packard  Co.,  Wa- 
chovia Corp.,  and  other  major  corpora- 
tions are  building  vast  new  facilities  to 
house  their  own  internal  computer 
banks.  But  developers  are  still  moving 
cautiously  to  build  new  centers.  "The  dol- 
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BETTING  THE  FARM 


Stocks  of  companies  that  equip  and  operate  data 
centers  have  seen  a  runup  over  the  past  year 
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lars  required  are  just  so  big  that  no  one  is 
going  to  go  out  and  build  and  hope  they 
will  come,"  says  Lammot  DuPont,  a  scion 
of  the  chemical  family  and  principal  at 
DuPont  Fabros,  which  is  only  now  build- 
ing its  first  new  data  center  after  acquir- 
ing nearly  a  dozen  in  recent  years. 

The  big  Net  companies  themselves 
have  no  choice  but  to  build  if  they  hope  to 
execute  their  grand  online  schemes.  Take 
Microsoft.  For  years  its  empire  was  built 
on  desktop  software— in  essence,  out- 
sourcing the  job  of  running  its  products 
to  customers  who  maintained  code  on 
their  PC  hard  drives.  Now  Microsoft  is 
launching  initiatives  to  take  on  Google 
and  others,  including  development  of 
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EQUINIX  IN  SAN  JOSE  The 

company  is  building  two  mo 
centers  near  L.A.  and  Chicaj 

Web-based  versions  of  such  1 
ship  products  as  Windows 
Office.  That  requires  a  huge  _ 
vestment  in  traffic-proces! 
capacity:  The  company  plan 
boost  capital  spending  f 
$100  million  in  2005  to  $ 
million  in  2007,  analysts  say 
Microsoft  already  owns  se 
farms  that  are  equal  in  size 
dozen  Madison  Square  Garc 
and  consume  as  much  powe 
100,000  homes.  The  comp 
deployed  more  new  server 
the  first  quarter  of  this  year  t 
in  any  full  year  in  its  history 
With  $34  billion  in  casbJi 
crosoft  obviously  can  afford 
meet  its  data  crunching  ne 
But  others  will  have  to  dig  d 
Building  new  data  centers 
take  more  than  a  year, 
they're  a  lot  more  complex 
their  warehouse-like  exti 
suggest.  They  must  be  oul 
with  massive  air  conditione 
prevent  the  thousands  of  packer 
servers  from  overheating,  as  well  as  I 
motive-sized  generators  in  case  of  bl 
outs.  "The  power  goes  down  more  c 
than  you'd  like  to  think,"  says  Ml 
Backaus,  chief  business  officeri 
Equinix.  It  once  lost  power  when  a  sf 
rel  bit  into  a  power  line. 

Data  center  operators  must  con 
ly  devise  new  tricks  to  accommoda 
power  consumed  by  today's  screa 
fast  tech  gear.  So-called  blade  serveri 
be  packed  into  cabinets  like  books  h| 
shelf.  But  this  configuration  geneii 
more  heat,  increasing  demand  for  en 
to  run  cooling  systems.  In  fact,  50% 
center's  monthly  energy  bill  can  g( 
cooling,  says  EYP's  Gross.  That's  -■ 
Equinix  is  replacing  the  traditijj 
"raised^  floor"  with  cables  that  run  (1 
head  in  a  raised  ceiling,  allowing  n  r 
more  room  for  heat  to  dissipate. 

Still,  any  way  you  slice  it,  server  fi 
require  lots   and  lots  of  power. 
Equinix  center  being  built  near  Chin 
will  consume  20  megawatts,  four  tini 
typical  center  operating  today.  Din 
Fabros  plans  to  build  a  36-MW  fi 
That's  enough  power  to  satisfy  a 
city.  Which  explains  why  the  techie^ 
converging  on  Quincy.  Because  oft 
nearby  dams,  power  there  costs  1.89' 
kilowatt-hour,  vs.  more  than  15<t  in 
con  Valley  or  Manhattan.  ■ 
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Florida  Guardian  ad  Litem  Saw  the  Future  of  Child  Advocacy. 

\  Citrix  Provided  Access. 


"Custody  rulings.  Foster  care.  Adoptions.  Our  founding  vision  was  to  give  every  abused 
and  neglected  child  in  Florida  a  strong  advocate  in  court.  Two  years  later,  we're  well  on 
our  way.  Today,  program  staff,  attorneys  and  over  5,000  volunteers  represent  more 
than  27,000  children.  Instead  of  information  in  file  drawers  scattered  all  over  the  state, 
Citrix  software  gives  advocates  secure  access  to  our  case  management  system  from 
anywhere.  Resources  are  precious,  so  we  must  apply  them  wisely,  not  waste  time 
chasing  data.  These  kids  depend  on  us.  That's  why  we're  depending  on  Citrix  to  take 
us  the  rest  of  the  way  to  advocate  every  Florida  child  in  need. " 

JOHNNY  C.  WHITE 
CIO 
Florida  Guardian  ad  Litem  Program 


Access  your  future  today  at 
citrix.com. 
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Going  from  the 
Lab  to  Limbo 

The  FDA  has  been  delaying  decisions  on 
applications,  and  drugmakers  are  fuming 


BY  CATHERINE  ARNST 

SHARES  OF  NEUROCRINE 
Biosciences  Inc.  plunged 
62%  in  one  day  last 
month,  wiping  out  more 
than  $1  billion  worth  of 
shareholder  equity.  The 
fire  sale  was  ignited  by  an 
unexpected  action  by  the  Food  &  Drug 
Administration  on  Neurocrine's  applica- 
tion for  a  new  insomnia  drug,  indiplon. 
Do  not  assume,  however,  that  the  FDA  re- 
jected the  drug.  For  the  three  different 
doses  of  indiplon  under  consideration  it 
issued  two  "approvable"  letters  and  one 
"non-approvable"  letter.  In  other  words, 
two  "maybes,"  one  "probably  not." 

These  awkwardly  named  "approv- 
able" letters  are  not  uncommon— there 
have  been  more  than  10  since  the  begin- 
ning of  the  year.  The  indiplon  case 
caused  considerable  grumbling  in  the 
pharma  industry,  however.  Such  letters 
can  be  provoked  by  safety  and  efficacy  is- 
sues or  minor  concerns  about  the  word- 
ing of  the  medicine's  label.  This  time,  says 
Neurocrine,  the  approvable  verdict  was 
issued  because  the  FDA  didn't  have  time 
to  review  the  data. 

Not  enough  time?  Dr.  John 
Jenkins,  head  of  the  FDA's  Office 
of  New  Drugs  would  not  com- 
ment directly  on  indiplon,  but  he 
did  say  that  "a  company  may 
amend  an  application  with  a 
new  study  that  comes  in  fairly 
late  in  the  review  process."  In 
other  words,  the  agency  can  get 
swamped— and  in  January,  Neu- 
rocrine was  still  submitting  re- 
sults requested  by  the  FDA. 

The  indiplon  case  is  seen  by 
some  FDA  watchers  as  part  of  a 
worrisome  slowdown  at  the 
agency,  at  a  time  when  the  in- 
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Approved  by  the  FDA?  Not  Quite 

Instead  of  approving  or  rejecting  new  drugs  outright,  the  FDA 
sometimes  postpones  the  decision  by  issuing  an  "approvable"  letter 


INDICATION 


FDA  EXPLANATION" 


Indiplon 

(Neurocrine/Pfizer) 


Insomnia 


Not  enough  time  to  review  data 


Nuvigil 

(Cephalon) 


Sleep  disorders 


Linked  to  another  Cephalon 
drug  that  is  undergoing  review 


Thelin 

(Encysive) 


Pulmonary  arterial 
hypertension 


Additional  information  and 
clinical  trial  work  required 


Rimonabant 

(Sanofi-Aventis) 


Weight  loss 


No  reason  publicly  announced 


■as  described  to  BusinessWeek  by  the  companies 


Data:  Companies.  BusinessWeek 


dustry  is  already  suffering  from  a  ma ' 
of  its  own  making.  A  dearth  of  promi 
drugs  in  the  pipeline  and  safety  cone > " 
about  drugs  already  on  the  market    J 
sent  pharma  and  biotech  stock  prices  i 
a  trough.  Even  the  upcoming  Amei ;  p 
Society  of  Clinical   Oncology   (A'  & 
meeting,  in  Atlanta  June  2-6,  is  a  bil  1 
downer.  The  meeting  had  beamed  a  ¥ 
tering  light  on  the  pharma  industr  fc 
past  few  years  by  showcasing  majo:  P 
vances  against  cancer.  This  year,  no  P 
announcements  are  expected. 

Amid  all  this  comes  the  FDA's  versi  |« 
a  time-out.  By  law,  the  agency  must  i 
some  kind  of  decision  within  6  t1 
months  of  a  new  drug  filing;  an  ap] 
able  letter,  however,  wins  the  agenc^ 
other  two  to  six  months  after  an  app 
tion  is  refiled— and  a  refiling  can 
anywhere  from  months  to  years.  Sine 
vast  majority  of  these  drugs  go  on  tc4» 
approval,  "I  really  don't  get  this,"  say  h 
Steven  E.  Nissen,  a  cardiologist  ai  la 
Cleveland  Clinic.  He  notes  that  the  pit  i) 
of  outside  experts  that  guide  the  FDf  5! 
drug  applications  always  reach  a  decc  h 
by  their  deadlines.  "I  know  [the  FEU  W 
underfunded  and  understaffed,  but  a.«  |i 
is  either  approvable  or  if  s  not.  Thn  to 
provable  letter  sends  mixed  messages  '4 

NO  SURE  THING  a 

IT  IS  ACTUALLY  becoming  unusual  |i  kft 
new  drug  to  avoid  such  an  interim  pp  ill. 
And  even  as  approvable  notices  havei  iQ 
liferated,  the  number  of  approvals  hai  im 
en,  from  119  in  2004  to  80  last  year.  Itli  ;F 
just  the  lack  of  new  applications.  AjV  ni 
watchers  say  the  FDA  has  also  become  i»  ion 
averse  as  a  result  of  the  debacle  over  B  j  s  ii 
&  Co.'s  painkiller,  Vioxx,  withdrawn t! 
2004.  Writing  about  "safety  signals'-  are 
might  have  been  acceptable  in  the  pp  i 
First  Albany  Capital  report  notes:  rote 
FDA's  tolerance . . .  appears  to  havr  le 
clined,"  leading  to  "unsettling  surprii  «igf 
Those  surprises  hav4» 
volved  some  high-p 
drugs.  Sanofi-Aventis' 
drug  Rimonabant,  Enc 
Pharmaceuticals'  Thelii 
pulmonary  arterial  hype 
sion,  and  Cephalon's  N" 
for  sleep  disorders  were ; 
pected  to  win  FDA  appi 
in  the  first  half  of  this  yea 
turned:  "Approvable." 

The  FDA  defends  its 
pointing  to  a  recent  Booz 
Hamilton  Inc.  study  cor  |A  I 
sioned  by  the  agency.  It 
that  companies  that  con;   $1. 
with  the  FDA  before  sti 
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nal  clinical  trial  required  for  an  ap- 
tion  had  the  best  chance  of  winning 
jval  on  the  first  go-round.  Even 
however,  their  chances  were  liftie 
r  than  a  coin  toss.  Only  52%  of  the 
>anies  that  held  such  meetings  won 
jval  in  the  first  review  cycle. 

\ILING  TACTICS 

PANIES  ARE  OFTEN  surprised  by 
jvable  letters.  When  Cubist  Phar- 
uticals  Inc.  received  one  on  Mar.  24 
ew  uses  for  its  Cubicin  antibiotic, 
;vere  holding  face-to-face  meetings 
FDA  officials  that  same  day,"  says 
|  Financial  Officer  David  W.J.  Mc- 
But  the  agency  hadn't  nailed  down 
nguage  on  the  drug's  label.  Cubicin 
approval  May  26  for  two  antibiotic- 
ant  blood  infections  that  kill 
)0  people  a  year  in  the  U.S. 
lumber  of  approvable  letters  ask  for 
ler  round  of  clinical  trials,  which  can 
I  a  drug  completely.  Bristol-Myers 
>b  Co.  announced  in  May  that  it  is 
g  Pargluva,  a  diabetes  drug  that  re- 
i  an  approvable  letter  last  October. 
fDA  was  concerned  about  the  drug's 
I  and  Bristol  said  it  would  take  five 
l  to  do  the  additional  trials  request- 
lephalon  dropped  Myotrophin  for 
jehrig's  Disease  after  receiving  an 
»vable  letter  in  1998  because  it 
n't  afford  to  conduct  another  clini- 
ial.  (A  disease  foundation  and  the 
Clinic  stepped  into  the  breach  in 
[and  are  co-funding  a  new  trial.) 
e  FDA's  Jenkins  acknowledges  that 
vable  letters  have  become  more 
jon  in  recent  years  but  puts  these 
p  in  a  positive  light.  "If  you've 
i  that  a  product  is  effective,  but 
are  still  issues  that  need  to  be  ad- 
id,  including  safety  questions,  we 
obably  more  likely  to  issue  an  ap- 
ble  letter,"  he  says.  In  the  past,  the 
(light  have  simply  rejected  the  drug, 
ny  approvable  letters  are  issued  for 
already  cleared  for  other  uses.  Take 
mid,  Celgene  Corp.'s  version  of 
pmide,  pulled  from  the  market  as  a 
iig  aid  in  the  1960s.  The  FDA  O.IC'd 
mid  for  leprosy  in  1998,  but  the 
also  works  against  a  deadly  bone 
tw  cancer,  multiple  myeloma.  Cel- 
sought  approval  for  this  drug  in 
ary,  2004,  and  received  not  one  but 
pprovable  letters,  the  second  last 
nber.  The  agency  finally  gave  the 
ead  in  May,  a  relief  for  patients, 
fh  Thalomid  was  already  widely 
ibed  for  myeloma  off-label,  it  can 
gh  to  get  insurance  coverage  with- 
FDA  approval.  ■ 


ONE-ON-ONE 

Corporate  nurse 
Parks  teaches  MS 
patient  Novak  how 
to  administer  Rebif 


Big  Pharma's  Nurse 
Will  See  You  Now 

Drug  companies  are  hiring  RNs  to 
educate  patients— and  boost  marketing 


BY  MICHAEL  ARNDT 

WHENEVER  DR. 
Victor  M.  Rivera 
diagnoses  a  pa- 
tient with  multiple 
sclerosis,  one  of 
the  first  things  he 
does  is  arrange  a 
home  visit  by  a  registered  nurse  such  as 
Alecia  Parks.  Certified  in  MS  treatment, 
Parks  spends  up  to  two  hours  teaching  a 


new  patient  how  to  give  self-injections 
and  explaining  the  possible  side  effects  of 
Rebif,  a  drug  co-marketed  by  Serono  Inc. 
and  Pfizer  Inc.  She'll  then  call  periodically 
to  make  sure  patients  are  still  giving 
themselves  shots  three  times  a  week  as 
prescribed.  Rivera,  medical  director  of  the 
Maxine  Mesinger  MS  Clinic  in  Houston, 
says  more  patients  stay  on  the  drug 
thanks  to  the  personal  attention. 

While  Rivera  refers  patients  to  Parks, 
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she  does  not  work  for  his  clinic  or  a 
public-health  agency.  Her  employer? 
Serono  and  Pfizer.  Through  an  outfit 
called  MS  Lifelines,  the  drugmakers  field 
full-time  nurses  in  the  nation's  30  largest 
metro  markets  to  help  patients  start  and 
stick  with  their  product,  which  has  a 
wholesale  price  of  $19,200  a  year,  by  giv- 
ing them  free  medical  advice. 

For  a  host  of  reasons,  not  least  their  own 
self-interest,  Big  Pharma  is  staffing  up  on 
nurses.  Three  other  companies  with  MS 
medications  have  on  their  payrolls  nurse 
educators  like  Parks,  who  work  exclusive- 
ly with  patients  receiving  drugs  sold  by  the 
nurse's  employer.  To  help  out  diabetes  pa- 
tients, Eli  Lilly  &  Co.  marshals  600  part- 
time  nurses  across  the  country  to  conduct 
group  classes  with  patients  in  doctors'  of- 
fices, while  rival  Aventis  Pharmaceuticals 
Inc.  just  hired  70  full-time  certified  dia- 
betes educators  for  in-office  instruction. 
Since  2005,  Hoffman-La  Roche  Inc.  has 
employed  a  dozen  experienced  nurses  to 
teach  HIV  patients  how  to  use  its  injectable 
drug  Fuzeon.  "The  feedback  has  been  phe- 
nomenal," says  Lynne  Shorney,  an  educa- 
tor who  joined  with  Aventis  in  Dallas  in 
November.  "This  is  a  great  way  to  have 
one-on-ones  with  patients." 

In  recent  years,  critics  of  the  drug  in- 
dustry have  raked  it  over  the  coals  for 
marketing  its  products  too  aggressively. 
And  federal  regulators  have  rapped  com- 
panies on  the  knuckles  for  practices 
ranging  from  flying  doctors  to  posh  re- 
sorts for  conferences  to  cutting  five-figure 
checks  to  doctors  for  consulting  services. 
Academics  who  study  this  sector  are  es- 
pecially critical  of  sales  pitches  that  drug 
companies  make  directly  to  consumers. 
That  includes  promoting  drugs  for  com- 
plaints that  can  often  be  treated  without 
prescription  medicines. 

Even  as  these  moves  have  come  under 
a  microscope,  however,  drugmakers  must 
discover  new  ways  to  boost  sales.  Simply 


Patients  say 
these  nurses 
are  more 
attentive 
than  their 
own  doctors 


adding  more  sales  reps  won't  fly.  They  are 
already  so  numerous  that  physicians  are 
now  holding  sales  visits  down  to  an  aver- 
age of  90  seconds. 

In  such  a  context,  the  nursing  pro- 
grams are  attractive  to  the  drugmakers 
because  they  help  hold  patients  to  the  rec- 
ommended drug  regimen. 
Patients  with  progressive 
illnesses  such  as  MS  and  di- 
abetes are  supposed  to  stay 
on  medicines  for  their 
whole  lives,  but  many  quit 
because  they  feel  no  symp- 
toms, or  because  the  thera- 
py adds  to  their  discomfort. 
Jaideep  Bajaj,  a  Princeton 
(N.J.)  managing  director  at 
medical  marketing  consult- 
ant ZS  Associates,  esti- 
mates that  this  sort  of  pa- 
tient noncompliance  may  deprive  the 
drug  industry  of  $30  billion  in  sales  each 
year.  The  nurses,  in  short,  serve  compa- 
nies and  patients  alike.  "In  principle,  this 
sounds  like  a  win-win  situation,"  says 
George  J.  Annas,  a  professor  of  health  law 
and  bioethics  at  Boston  University's 
school  of  public  health. 

TOO  MUCH  INFLUENCE? 

ADMITTEDLY,  THE  NURSES  talk  up  their 
employers'  products,  both  to  the  patients 
and  to  medical  personnel  in  doctors'  of- 
fices. And  while  they  are  encouraging 
worthwhile  treatments  today,  some 
watchdogs  worry  about  overmedicating 
patients  if  these  programs  are  expanded 
to  include  many  different  drugs.  Watch- 
dogs also  wonder  if  hospitals  can  keep  up 
with  drugmakers  on  salary  and  benefits. 
In  a  current  help-wanted  ad,  one  drug 
company  is  offering  $72,000  a  year,  plus 
benefits  that  include  stock  options  and  a 
car  allowance,  for  nurses  trained  in  treat- 
ing kidney  disease.  That  is  50%  more 
than  registered  nurses  make  on  average. 


Doing  Well  by  Doing  Good 


Drug  companies 
take  flak  for  their 
aggressive 
marketing,  but 
sometimes  their 
ploys  are  good  for 
the  patient.  Here's 
the  applaudable.. 
and  the  less 
laudable: 


ENLIGHTENED  SELF-INTEREST      PLAIN  OLD  SELF-INTEREST 


■  Drugmakers  hire  nurse 
educators  to  advise  patients 
with  lifelong  diseases 


■  They  run  giveaway 
programs  for  patients  who 
can't  afford  costly  medicines 

■  They  relax  patent 
enforcement  on  AIDS 
treatments  in  developing 
nations 


■  Drug  companies  extend 
patents  to  keep  generic 
treatments  off  the  market 

■  They  lobby  to  prevent 
consumers  from  importing 
cheaper  drugs  from  abroad 


■  They  sometimes  promote 
prescription  drugs  for  uses 
other  than  those  the  FDA  has 
approved 


Will  the  efforts  of  nurse  educators 
ate  a  new  wedge  of  influence  for  c 
marketers?  Not  necessarily.  They  c 
make  diagnoses  or  write  prescripts 
And  they  say  their  links  to  drugma 
are  clear  from  the  get-go.  Patients 
mostly  grateful  for  the  extra  attent 
Even  those  with  life-thr 
ening  diseases  often  car 
get  individual  instruc 
from  their  doctor  or  o 
medical  professionals, 
surance  companies  ( 
some  programs,  but  pari 
must  often  pick  up  pai 
the  tab.  "It's  one  ofi 
ironies  of  our  health- 
system  that  the  only  pe 
who  seem  to  care  al 
compliance  are  not  t 
health  insurers  or 
providers  but  the  drug  companies  n 
want  to  sell  their  drugs,"  says  Matl 
Holt,  a  health-care  consultant  in 
Francisco. 

Time-pressed  doctors  also  appreji 
the  drug  industry's  help.  Since  thew 
call  in  the  nurses  at  no  expense,  pi 
cians  do  not  have  to  hire  or  train  i 
own  nurses  to  instruct  and  check  u] 
patients    with    chronic    diseases, 
things  being  equal— the  same  efficai 
same  costs— I  would  go  with  the  phaji 
ceutical  company  offering  this  servf 
says  Dr.  Walter  "Duane"  Hinshaw, 
runs  a  family  clinic  in  Garland,  Tex 

Serono,   a  Swiss   biotech   com| 
based  in  Geneva,  and  Pfizer  started 'J 
a  pilot  program  in  2004,  two  years  K 
Rebif  was  approved  by  the  Food  &  I 
Administration.  The  partners  haveS'| 
built  up  a  staff  of  35  licensed  ro 
screened  by  a  subsidiary  of  Quia 
Transnational  Corp.,  a  Research  Tria 
Park    (N.C.)    pharmaceutical-indi  l» 
contractor  that  also  assembled  Ave/  rjl 
nurse-educator  team.  James  E.  H< 
Serono's    executive    vice-presiden 
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neurology,  says  he  hasn't  heard  any  < 
plaints  from  patients  about  receivin 
struction  from  nurses  on  a  corpc 
payroll.  Indeed,  he  says  patients  gi 
ally  report  that  the  nurses  give  t 
more  time  and  better  care  than  their 
doctors  do. 

Jason  Novak,  29,  of  Houston,  who 
diagnosed  with  MS  when  he  was  I 
been  getting  help  from  Parks  since  R 
put  him  on  Rebif  two  years  ago.  N 
says  he  has  always  known  that  I 
works  for  MS  LifeLines,  which  is  o\ 
by  Serono  and  Pfizer.  Does  that  ma 
Not  at  all,  he  says.  "Everyone  is  an> 
ployee  of  someone." 
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20th  Anniversary  of  International  Flights 
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e  Grand  Prize  Winner  will  be  awarded 
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Category  2 


fnmories@Air 

A  photo  that  captures  the  pleasure 
of  traveling  by  ANA  with 
your  family  or  friends. 


Memories  of  Traveling  by  ANA 

ture  in  a  photograph  a  sight,  encounter  or 
ng  you  experienced  on  board  an  ANA  flight,  at 
airport,  or  in  the  ANA  Airport  Lounge.  There  are 
categories,  Business@Air  and  Memories@Air, 
you  can  enter  a  photo  for  each  category. 


•  Grand  Prize 
•1st  Place 

•  2nd  Place 

•Canon Special  Prize 


One  Winner 

Two  Winners 

(One  for  Each  Category) 

Two  Winners 

(One  for  Each  Category) 

Five  Winners 


200,000  AMC  Miles 
50,000  AMC  Miles 
25,000  AMC  Miles 

T&verShol  SD4BO 

DIGITAL  CfLPH 
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Artist  Mr.  Hiroshi  Sugimoto 

Mr  Sugimoto,  based  in  NX  is  a 
renowned  photographer  whose  works 
have  been  collected  by  The  Museum 
of  Modern  Art.  His  creations  have 
been  exhibited  around  the  world. 


RMMMHMJk      ■  This  contest  is  open  to  ANA  Mileage  Club  (AMC)  members  whose 
illiniKflElflpfri    registered  address  is  in  the  United  States  of  America  and  who  are  18  years 
of  age  or  older.  No  purchase  necessary.  You  can  immediately  apply  for  an 
AMC  membership  (no  enrollment  fee  and  no  annual  fee)  at  www.fly- 
ana.com  if  you  are  not  already  enrolled.    W  Go  to  www.fly-ana.com  and 


follow  the  link  to  the  ANA  Photos@Air  Contest  page.  Fill  out  the 
application  form  and  attach  your  photo  (in  JPEG  format,  maximum  file  size 
2MB)  for  submission.  ■  Only  photos  taken  in  the  airport  (including  boarding 
gate  areas,  ANA  Airport  Lounge  and  other  airport  facilities)  or  aboard 
ANA  flights  (international  or  Japan  domestic)  are  eligible  for  submission. 


m 


All  entrants  must  read  the  following.   I  lEmpl°)*ce!  °'  M 
5 — I  Canon  USA,  Inc..  tl 


'  ANA. 
.,  their 

respective  subsidiaries,  affiliates,  as  of  their  immediate 

families  and  households  are  not  eligible  to  enter.  All  entrants  must  be 
1 8  years  of  age  or  older  at  the-  time  ofent  Each  entranl  may  submit 
one  (I)  photograph  m  each  categoi  ib<  litted  phol  ../apns  may 

be  in  color  or  black  and  white  limited  to  original 

digital  photographs  for  which  the  e  ■  hor  aid  copyright 


holder,  and  must  not  have  been  published  or  exhibited  previously. 
Submissions  will  not  be  returned.  Prize-winning  photographs  and  their 
accompanying  stories  become  the  property  of  ANA  which  retains  the 
nght  to  use  them  in  any  way.  in  any  and  all  media,  without  timrtauon. 
Entrants  are  responsible  for  obtaining  the  consent  of  each  person 
depicted  in  the  submissions  to  tne  use  of  his  or  her  image  and  likeness, 
and  to  be  bound  by  the  Official  Rules.  'Entrants  must  read  the  Official 
Rules  posted  on  our  websrte  for  complete  terms  and  conditions. 
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r  website  for  complete  information  regarding  ANA  Photos@Air  Contest 


www.fly-ana.com  cosponsor:    C-^cVIIOTI 
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PEOPLE      WHO      MAKE      GREAT      COMPANIES      WORK 


The  online  classified  and  community  site,  craigslist,  is  irreverent,  spicy,  humorous,  and  indispensably  practical.  And  it 
garners  more  than  four  billion  page  views  per  month.  Perhaps  no  other  business  in  the  world  has  combined  such  reach 
with  such  extraordinary  sense  of  neighborhood.  How?  "We've  tried  to  make  Internet  transactions  more  personal,  more 
human,"  says  San  Francisco-based  founder  Craig  Newmark.  "craigslist  is  really  a  collection  of  communities,  with  social 
capital  and  trust  in  more  than  200  cities.  My  role  is  to  nurture  and  protect  that  culture  of  trust." 

Perkins  Coie:  Legal  Counsel  to  great  companies  like  craigslist. 

ANCHORAGE  •  BEIJING  •  B  E  L  L  E  V  U  E  •  BOISE  •  CHICAGO  ■  DENVER  •  LOS  ANGELES  •  MENLO  PARK 
OLYMPIA  •  PHOENIX  •  PORTLAND  •  SAN  FRANCISCO  •  SEATTLE  •  WASHINGTON.  DC. 
Contact:   800.586  8441    Perkins  Coie  llp  and  Affiliates 


Perkins 
Coie 

attorneys  at  law 

wwwperkin5c0ie.com 


Work  alongside  the  country's  most  educated  workforce 
and  there's  never  a  shortage  of  answers. 


Fairfax  County,  Virginia,  has  a  workforce  with  three  times  the  national  average  of  graduate 
and  professional  degrees.  and  4,goo  technology  firms  to  employ  them.  when  your 
colleagues  are  this  impressive,  you'll  be  surrounded  by  answers.  to  see  how  your  company 
can  benefit  from  a  move  to  fairfax  county,  visit  e-cou  ntry.org  or  call  us  at  703-79o-o60o. 

Fairfax  County.  The  power  of  ideas. 


Marketing  Workout  Wear 


he's  Not  an 
Iso-Ran  Now 

detic  boutiques  that  cater  exclusively 
vomen  are  doing  a  bang-up  business 


UISE  LEE 

nEATHER  SHATZ,  A 
swimmer,  biker,  and  run- 
ner, spends  hundreds  of 
dollars  a  year  on  clothes 
for  her  exercise  habit.  But 
the  44-year-old  sales 
manager  for  an  event 
;tion  company  avoids  shopping  at 
x  sporting  goods  stores,  even  those 
ive  added  women's  departments  to 
ual  male-heavy  mix.  Instead,  she 
for  Lucy,  a  women's  athletic  store 
i  with  yoga  pants  and  sports  bras 
ny  a  clunky  black  high-top  basket- 
oe  in  sight.  "If  s  woman-friendly, 
and  cheery,"  says  Shatz,  after 
ng  $90  on  a  hooded  jacket  and  two 
>ps.  "The  clothes 
feminine  colors, 
ju  feel  good  in 


I  LOVE LUCY  A 

San  Jose  Lucy 

Activewear 

outlet 


ing  to  score  with 

lers   like   Shatz, 

:  apparel  stores  that  target  women 
the  rise.  The  28-location  Lucy  Ac- 
ir  Inc.  is  roughly  doubling  its  ex- 
n  rate,  to  15  to  25  new  stores  a 
hico's  FAS  took  a  stake  in  the  com- 
last  fall.  Finish  Line  Inc.  just 
I  the  first  four  locations  of  its 
d  200-oudet  Paiva  chain.  And 
an  retailer  lululemon  athletica 
hich  has  eight  U.S.  stores,  plans  to 
;ht  more  this  year.  The  big  guys  are 
ng  in,  too:  Nike  Inc.,  an  early  play- 
:ourting  women,  has  opened  12 
omen  stores  since  2003  and  plans 
it  sales  through  its  Web  site  and  re- 
like  Paiva.  Limited  Brands  Inc.'s 
a's    Secret  just   launched    Sexy 

rline  of  exercise  wear  in  bold  col- 
canary  yellow  and  purple, 
len  have  often  been  regarded  as  an 
DUght  in  sporting  goods  stores,  lost 


A  Store  of 
One's  Own 

FINISH  LINE  Aims  to  expand  Paiva 
women's  athletic  chain  from  4  to  200. 

LIMITED  BRANDS  Added  sports  bra  and 
activewear  line,  Sexy  Sport,  to  all  1,000 
Victoria's  Secret  stores. 

LUCY  Ramping  up  from  9  new  outlets  a 
year  to  15  to  25;  Chico's  FAS  bought  an 
interest  in  the  chain  last  fall. 

LULULEMON  ATHLETICA  Canada  based 
chain  expanding  east  from  mostly  West 
Coast  stores.  Target:  200  stores  in  4  years. 

NIKE  Launched  12  NikeWomen  stores 
since  2003.  Plans  to  boost  sales  through 
its  Web  site  and  retailers  like  Paiva. 


in  a  sea  of  XXL  royal  blue  men's  basket- 
ball jerseys.  "The  industry's  been  a  good 
oF  boy  industry,  run  by  men  for  men," 
says  Matthew  Powell,  an  analyst  at  re- 
searcher Sports  One  Source  in  Princeton, 
N.J.  They've  "done  a  horrible  job  of  serv- 
ing women."  The  potential  customer 
base  is  huge,  but  "the  question  is  how  of- 
ten [women]  will  shop  at  these  stores,"  he 
adds.  "If  there's  a  great  store  [a  woman] 
can  go  to,  she  may  shop  more  often." 

FEMALE  GYM  RATS 

indeed,  THE  TARGET  audience  is  grow- 
ing. Participation  in  yoga  rose  18%  last 
year,  to  14.7  million,  the  fastest  growth 
rate  among  19  activities  surveyed  by 
American  Sports  Data  Inc.  Women  aged 
25  to  40  are  a  target,  but  boomers  are  also 
driving  the  trend.  According  to  the  Inter- 
national Health,  Racquet  &  Sportsclub 
Assn.,  the  latest  numbers  for  gym  mem- 
bership among  women  aged  45  to  64 
show  a  51%  rise  between  2000  and  2004. 
That's  showing  up  in  sales  of  women's 
athletic  apparel,  which  in  2004  totaled 
$4.9  billion,  up  8.8%  from  2002.  Accord- 
ing to  the  Sporting  Goods  Manufacturers 
Assn.,  men's  sales  were  flat. 

For  retailers,  the  challenge  is  to  create  a 
store  that  appeals  to  women  without  re- 
sorting to  painting  the  whole  place  pink. 
At  Lucy,  instead  of  displaying  images  of 
sweaty  bodies  on  the  wall,  posters  bear- 
ing calming  one-word  slogans  such  as 
"balance"  and  "breathe"  show  silhou- 
ettes of  women  exercising.  "The  posters 
are  about  being  happy,  vs.  being  in  the 
Olympics,"  says  Michael  J.  Edwards,  CEO 
of  Portland  (Ore.)-based  Lucy. 

To  help  avoid  products  that  look  and 
feel  like  shrunken-down  menswear,  Lucy 
employs  an  all-female  staff  of  25  to  design 
and  merchandise  its  private-label  goods, 
which  account  for  60%  of  sales.  Part  of 
the  task  is  to  address  hangups  over  body 
image.  Among  the  results:  Some  tops  are 
two  inches  longer  than  regular  ones  so 
that  women  can  avoid  baring  bellies 
when  stretching.  And  pants  are  sold  only 
in  dark  colors.  Bright  colors  "are  too  no- 
ticeable on  the  hips,"  says  Gigi  Munoz,  a 
store  manager  in  Burlingame,  Calif. 

The  payoff  for  privately  held  Lucy: 
same-store  sales  growth  north  of  10%, 
says  Edwards.  The  average  for  specialty 
apparel  stores  is  about  2%.  Annual  sales 
per  square  foot,  at  $600,  are  triple  those 
of  traditional  sports  stores.  Lululemon, 
meanwhile,  says  sales  have  doubled  for 
the  past  three  years.  With  stats  like  that, 
the  field  for  women's  athletic  apparel  may 
quickly  become  more  crowded  than  a 
yoga  class  on  Saturday  morning.  ■ 
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\/iy  Retreat, 
[neShed 

standing  backyard  rooms,  even  the  prefab 
ions,  are  getting  fancy.  BY  LARRY  ARMSTRONG 


no  youVe  outgrown 
your  home  and  need  a  lit- 
tle more  room  for  an  of- 
^  fice  or  studio.  Or  maybe 

^^  you  want  to  add  an  archi- 
^^^^  tectural  element  to  show- 
^m  case  your  patio,  pool,  or 
U  deck.  Or  maybe  you  just 
^^r  want  to  have  a  quiet  space 
can  get  away  from  it  all.  One  an- 
:  a  backyard  room. 
yYe  called  garden  buildings  in  Eng- 
nd  are  popular  throughout  Europe, 
mericans  are  embracing  the  idea  of 
;  a  freestanding  room  to  the  back  of 
roperty.  It's  part  of  the  trend  of  mov- 
outdoors  in  and  the  indoors  out. 
.,  you  probably  call  them  sheds  and 
of  them  as  a  place  to  store  lawn 
•s.  But  the  lowly  shed  has  grown 
th  the  addition  of  windows,  shin- 
>ofs,  and  window  boxes,  the  mun- 
;hed  begins  to  look  and  function 
ike  a  cottage  or  maybe  a  playhouse, 
ou're  an  accomplished  do-it-your- 
rou  can  buy  and  build  a  prefabricat- 
in  a  few  days  for  as  Utile  as  $5,000  or 
0,  far  below  the  cost  to  add  a  simi- 
zed  room  to  your  house.  For  prices 
;  at  not  much  more,  you  can  get  an 
ndent  dealer  locally  who  specializes 
yard  structures  to  build  one.  At  the 
end,  an  enclosed,  outdoor  pavilion 
2d  by  Michael  Graves  for  Target  and 
r  a  Lindal  Cedar  Homes  dealer  (lin- 
i)  can  run  $40,000  to  $60,000. 

{CEILINGS 

EST  PLACE  to  begin  your  search 
ae  Internet.  That's  what  Jill  Kelly 
len  she  wanted  a  retreat  in  her 
ird,  an  office  where  she  could 
in  her  novel.  Kelly,  a  social  work- 
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WORKROOM  er  on  the  faculty  of 

Cedarshed's  California  State  Uni- 

office  kit  starts  versity,  Sacramento, 
at  $12,999  ended    up    with    a 

^^™  10-ft.-by-12-ft.  cedar- 

sided  structure  from  Summerwood 
Products  (summerwood.com),  com- 
plete with  five  double-casement  win- 
dows, a  nine-pane  door,  and  an  interior 
cedar  ceiling. 

The  price,  delivered,  was  $8,895.  It 
came  as  pre-assembled  panels,  and  she 
hired  a  carpenter  to  erect  it  under  an  old 
camphor  tree  in  her  backyard  and  finish 
the  interior.  For  that  labor  and  extra  ma- 
terials, she  paid  an  additional  $8,000. 

Another  option  is  the  new  Ultimate 
Backyard  Office  kit  from  Cedarshed  In- 
dustries (cedarshed.com).  Starting  at 
$12,999,  it's  a  10-ft.-by-12-ft.  finished  of- 
fice with  an  attached  9-ft.-by-9-ft.  deck 
and  comes  as  panels,  including  floors, 
walls  with  prehung  windows  and  doors, 
and  a  shingled  roof.  It's  also  sold  by 
Lowe's  (lowes.com). 

The  most  popular  sizes  of  backyard 
buildings  are  10  ft.  by  12  ft.  and  8  ft.  by  15 
ft.,  and  there's  a  reason.  In  most  jurisdic- 


tions, that's  the  largest  you  can  build 
without  a  permit.  Any  bigger,  and  you'll 
have  to  spend  an  extra  $700  to  $1,500  for 
permits  and  city  fees,  depending  on 
where  you  live,  says  builder  Paul  John- 
ston, who  owns  The  Shed  Shop  (shed- 
shop.com)  in  Fremont,  Calif. 

Two  years  ago,  Johnston,  who  works 
only  in  the  Bay  area,  started  selling  a 
backyard  room  package  in  addition  to  the 
outside  framework.  The  package  adds 
windows  and  upgraded  doors,  a  finished 
interior,  paint,  carpeting,  electricity,  and 
air  conditioning,  and  takes  the  room  from 
a  base  price  of  $4,382  for  a  10-ft.-by-12-ft. 
model,  for  example,  to  about  $10,000. 

If,  by  now,  you're  already  designing 
your  backyard  office  in  your  head,  here's 
what  to  keep  in  mind.  Even  without  a 
building  permit,  you'll  have  to  abide  by 
zoning  regulations.  Usually, 
the  structure  will  have  to  be 
set  back  a  couple  of  feet  from 
your  property  lines.  If  you're 
going  to  wire  it,  you'll  proba- 
bly need  an  electrical  permit. 
Also,  check  with  your  home- 
owners' association,  if  you 
have  one.  The  building  may 
have  to  be  situated  so  that  if  s 
not  visible  from  the  street,  or 
its  roof  may  have  to  match 
that  of  the  main  house. 

Most  of  these  buildings 
come  with  a  floor.  If  you  have  a 
relatively  level  site  you  can 
support  the  floor  frame  with  patio  stones  or 
concrete  blocks.  Otherwise,  or  if  your  city 
requires  it  for  larger  structures,  you'll  need 
some  kind  of  foundation,  such  as  concrete 
piers  or  a  poured  slab.  Maybe  you  already 
have  one:  You  can  put  your  outdoor  office 
on  the  corner  of  a  patio  or  extend  the  wood 
framing  of  a  deck  to  accommodate  it. 

If  you  want  plumbing  for  a  bathroom 
or  small  kitchenette,  you're  better  off  hir- 
ing a  contractor  to  guide  you  through  the 
maze.  A  simple  backyard  office  or  studio, 
even  with  electricity,  is  what's  known  as 
an  "accessory  building,"  just  like  a  gaze- 
bo or— in  fact— a  storage  shed.  Plumbing 
is  likely  to  turn  your  small  addition  into 
"habitable  space"  that's  subject  to  the 
same  building  code  as  your  house. 

Finally,  figure  out  how  you'll  keep  the 
rest  of  your  family  from  moving  into  your 
backyard  haven.  You  may  consider  it  your 
home  office,  but  others  may  think  it's  a 
music  room  or  an  exercise  studio.  Maybe 
you  should  think  about  getting  two.  II 


BusinessWeek  online 


See  a  large  variety 
of  backyard  buildings  in  a  slide  show  at 
businessweek.com/extras 

June  12.  2006  I  BusinessWeek  I  81 
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The  Stones  Never 
Sounded  So  Good 

New  outdoor  speakers  blend  into  the  landscape  to 
please  the  eyes  and  the  ears.  BY  JAMES  K.  WILLCOX 


FOR  THE  PAST  FEW  WEEKS, 
I've  been  indulging  in  what 
is  fast  becoming  a  favorite 
summertime  activity:  get- 
ting home  from  work,  kick- 
ing back  in  an  outdoor 
lounge  chair  with  a  cold 
beer,  and  listening  to  a  pair  of  rocks. 

Well,  they're  not  actually  rocks. 
They're  Paradigm  Rock  Monitor  60-SM 
loudspeakers  ($249  each)  cleverly  con- 
structed to  look  like  rocks.  Perhaps  sur- 
prisingly, they  sound  great.  Best  of  all, 
even  when  I'm  blasting  Back  in  Black,  my 
neighbor  is  unlikely  to  complain.  After  all, 
what's  he  going  to  do,  ask  me  to  turn  my 
rocks  down  a  few  decibels? 

The  increasing  popu- 
larity of  outdoor  loud- 
speakers—or landscape 
speakers,  as  they're  more 
elegantly  called— is  part 
of  a  trend  toward  all-but- 
invisibie  "architectural" 
electronics.  Just  as  wall- 
mounted  flat-panel  TVs 
and  in-wall  speakers  are 
transforming  how  audio 
and  video  gear  looks  in- 
side the  home,  speakers 
shaped     like     boulders, 


planters,  and  even  fish  are  making  audio 
equipment  blend  into  outdoor  spaces. 

Not  surprisingly,  reaching  sonic  nirvana 
in  the  open  air  presents  a  challenge.  Since 
the  speakers  will  be  exposed  to  the  ele- 
ments, their  enclosures  need  to  be  durable 
and  weatherproof.  Moreover,  the  absence 
of  walls  or  other  reflective  surfaces  means 
sound  coming  from  outdoor  speakers  will 
dissipate  quickly,  gready  reducing  the 
area  of  coverage  achieved  with  comparable 
indoor  models.  As  a  result,  many  outdoor 
speakers,  such  as  the  SpeakerCraft  Wide 
Coverage  Rox  ($299  each)  I  tested,  feature 
offset  woofers  and  tweeters  that  fire  in  op- 
posite directions,  spreading  the  sound  over 
a  larger  area.  Others,  such  as  the  cylindri- 
cal Bose  Free  Space  51 
($404  to  $450  per  pair), 
sport  designs  that  radiate 
sound  in  all  directions. 

Outdoor  speakers  are 
by  no  means  new.  Splash- 
resistant  bookshelf-style 
models,  mounted  under 
roof  eaves  and  soffits,  have 

FLOWER  POWER  Rockustics' 
Omniplanter  speaker  can 
be  used  with  real  plants 


been  around  for  years.  Technically,  sc  1 
rock-shaped  speakers,  which  ma* 
into  backyards  after  years  of  use  in 
mercial  installations  such  as  amuse, 
parks.  What1  s  new  is  the  dizzying  an 
choices.  Rockustics,  which  pioneerr 
category,  has  nearly  30  models  thai 
the  gamut  from  amusingly  named  i1 
speakers  (such  as  the  Pavarocci, 
$600  a  pair)  to  planter  speakers  tha 
be  used  with  real  flowers  to  the  o: 
hanging  CocoNutz  ($450  to  $500  a 
StereoStone  offers  more  than  a  i 
rock-shaped  models,  including  the 
Verdes,  a  speaker  rock  that  can  be  mn|  I 
ed  in  exterior  stone  walls  or  barbi 
(about    $150    each),   along   withh 
planter-type  speakers. 

PUMP  IT  UP 

COMPANIES  EVEN  MAKE  speakenjj 
resemble  benches,  shiny  garden  orb i 
fish  and  frogs  for  around  ponds  and<j 
tains.  Should  you  want  to  pump  u  I 
bass,  outdoor  subwoofers  abound.  L 
models  ranging  from  the  povl. 
(Rockustics'  $3,500,  300-watt  W| 
Woof  sub)  to  the  unusual  (StereoSu 
$400  Tree  Stump  Sub). 

Along  with  the  wider  assortmecj 
other  marked  change  is  dramatical^ 
proved  sound  quality.  Many  well-raj 
ed  home-speaker  brands,  such  as ' 
Niles,  Paradigm,  Russound,  Soej 
and  SpeakerCraft,  have  entered  thd 
gory,  bringing  improved  technoloj 
outdoor  products.  Both  the  Para, 
Rock  Monitors  and  the  Speakeij 
Wide  Coverage  Rox  that  I  tested  uj 
same  high-quality  dome  tweeters 
polypropylene  woofers  found  in 
highly  rated  indoor  speaker  models  j 

With  so  many  ways  to  get  great ! 
outdoors,  it  seems  a  shame  to  settle 
boxy,  generic  model.  My  suggestioi 
get  a  speaker  that  really  rocks— an 
what  your  neighbor  has  to  say  aboul 
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The  273-hp, 

8-passenger 

Sequoia  is  buiit  to 

take  families  far 

away.  And  with 

its  exclusive  Star 

Safety  System,™ 

the  Sequoia  gives 

you  peace  of 

mind,  no  matter 

how  many 

bars  your  cell 

phone  has. 

Visit  toyota.com 

for  more. 


TOYOTA  I  moving  forward  > 


Bicycles 


A  Commuter's 
Secret  Weapon 

Folding  bikes  aren't  oddities  anymore.  They  perform  better  in 
traffic,  and  the  convenience  can't  be  beat.  BY  JOHN  CAREY 


PARKER  SNOWE  USED  TO 
ride  the  train  into  town, 
then  hoof  it  to  his  office. 
"But  I  got  tired  of  walking 
1/2  miles,"  he  says.  So  a  year 
ago  the  director  of  the 
Wharton  School's  interna- 
tional programs  found  the  perfect  solu- 
tion: a  folding  bike.  Now,  Snowe,  48,  ped- 
als 2/2  miles  from  his  home  to  the  Media 
(Pa.)  train  station,  folds  the  bike,  and  car- 
ries it  onto  the  train.  In  Philadelphia  he 
unfolds  it,  zips  to  work,  and  parks  it  in  his 
office.  "If  s  easy  to  carry,  a  lot  of  fun,  and 
a  great  conversation  piece, "  he  adds. 

Once  ridden  only  by  hard-core  enthu- 
siasts, these  typically  small-wheeled, 
hinged  bicycles  are  becoming  more 
mainstream.  Dahon,  based  in  Duarte, 
Calif.,  dominates  the  market  with  more 
than  a  two-thirds  share.  It  sold  285,000 
bikes  around  the  world  last  year,  up  25% 
from  2004.  And  sales  in  the  U.S.  are  ex- 
pected to  climb  50%  this  year.  Why?  More 
people  are  discovering  how  handy  these 
contraptions  are. 

Vienna  (Va.)  bike  shop  owner  John 
Brunow  became  a  fan  on  September  11. 
With  the  Pentagon  burning  and  roads 
gridlocked,  he  thought  he  might  have  to 
ride  a  tandem  into  D.C.  to  get  his  wife 
home  from  her  job.  That  wasn't  neces- 
sary, but  he  got  her  a  folding  bike  to  keep 
in  her  office  just  in  case.  He  also  began  to 
stock  them.  Now,  folders  have  become 
25%  of  his  business,  though  most  buyers 
don't  come  in  looking  for  them.  One  big 
group  of  customers:  suburban  moms. 


BusmesS\\e«c  oiilmt 


To  view  a  slide  show  of 
folding  bikes,  go  to  businessweek.com/extras 


BusfoessWfeefc  Mfee&end  Watch  these  bicycles 
in  action  and  see  how  they  fold. 
Check  your  local  listings  or  go  to 
businessweekweekend.com 


'L.ICS 


They  put  one  in  the  trunk  and  take  it  for 
a  ride  while  waiting  for  the  kids  to  com- 
plete their  activities. 

When    he   was    doing   trade 
shows  in  Europe,  Seattle-based 
David  Black  liked  the  conven- 
ience of  the  German-designed 
Birdy  folder  so  much  he 
signed  on  to  become  its 
U.S.    distributor.    Now, 
"I  wouldn't  be  caught 
dead    without    it,"    he 
says.  Folders  are  popu- 
lar among  airline  pilots, 
RV  and   boat   owners, 
and     executives     who 
don't  want  to  miss  any 
training  days  when  they're 
on  the  road. 

Even  so,  folding  bicycles 
still    meet    with    skepticism. 
Aren't  they  slow,  rickety,  and  silly- 
looking,  people  ask.  As  a  Washington- 
based  bike  commuter  who  rides  5,000 
miles  a  year,  I  figured  I'd  be  a  good  judge. 

I  couldn't  test  all  the  models  available. 
There  are  scores  of  them  in  all  price 
ranges.  So  I  gathered  four  for  an  extended 
test.  I  rode  them  from  home  to  Business- 
Week's offices  in  D.C.  (a  20-mile  round- 
trip),  carried  them  into  restaurants, 
stashed  them  in  car  trunks,  brought  them 
on  the  Metro,  and  used  them  on  longer, 
hilly  rides.  I  also  tried  Dahon's  best-sell- 
ing Speed  D7  and  a  British  Brompton. 

The  good  news  is  how  capable  all  of 
these  bikes  are.  Their  small  wheels  actu- 
ally make  the  folders  nimbler  and  quicker 
to  accelerate  than  regular  bikes— just  the 
thing  for  slipping  through  traffic.  And  I 
was  surprised  by  how  often  onlookers 
said:  "Cool  bike!" 

Each  model  did  different  things  well.  So 
choose  carefully;  pick  the  brand  and  mod- 
el that  suits  you  best.  Here's  my  guide: 


Pick  Your  Pai 


BROMPTON  P3L 

A  $900  British  bike  that  compacts  into  ai 
22-in.  x  23-in.  x  11-in.  bundle,  it's  a  breezi 
trunk  or  take  on  the  train.  Not  for  long  jau 
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mpromise  in  performance  here-it's 
1  long  rides  and  a  good  value  at  $679. 
en  folded,  it's  twice  as  big  as  the  P3L. 


BIRDY 

Strong  and  stable,  with  a  suspension  that 
smoothes  out  bumps,  this  bike  is  only  a  bit  bigger 
than  the  P3L  when  folded.  No  wonder  it's  $1,250. 


SMALLEST,  CLEVEREST  FOLD  The  Bromp- 
ton.  This  British  bike  compacts  into  an 
amazing  22-in.  x  23-in.  x  11-in.  bundle, 
making  it  the  easiest  to  put  in  a  trunk  or 
take  on  the  train.  "It's  a  bike  when  you 
want  it  and  a  parcel  when  you  don't," 
says  Mike  McGettigan,  owner  of  Trophy 
Bikes  in  Philadelphia.  The  roughly  $900 
P3L  model  I  tested  is  ideal  for  short  urban 
commutes  and  errands.  But  the  26-lb. 
bike  has  only  three  gears.  (There  are  also 
two-  and  six-speed  versions.)  I  wouldn't 
want  it  for  a  50-mile  jaunt. 

SMOOTHEST  RIDE  The  Birdy.  Its  suspen- 
sion smoothes  out  bumps,  and  when  fold- 
ed it's  only  a  bit  bigger  than  the  Bromp- 
ton.  It  weighs  25  lbs.,  and  the  bike  is 
strong  and  stable.  Cost:  $1,250. 

MOST  LIKE  A  "REAL"  BIKE  The  Xootr 
Swift.  With  an  aluminum  frame,  high- 
pressure  tires,  and  a  geometry  similar  to 
a  full-size  bike's,  the  24-lb.  Xootr  requires 
no  compromise  in  performance.  It's  the 
most  stable  and  the  easiest  to  ride  no- 
hands,  making  it  the  best  in  this 
group  for  long,  comfortable  rides. 
Quick  to  fold  and  easy  to  carry, 
if  s  a  good  value  at  $679.  The 
downside?  When  folded,  it's 
more  than  twice  the  size  of  the 
Brompton. 

FASTEST  The  Dahon  Speed 
Pro  TT.  I  took  a  perverse  pleas- 
ure in  humbling  Lance  Arm- 
strong   wannabes    with    this 
flashy  orange  and  black,  25-lb., 
$1,199  speedster.  It  has  narrow 
tires,  a  racing  saddle,  and  handle- 
bars that  allow  a  more  aerodynamic 
position.  But  while  it's  a  delight  on 
smooth   pavement,   even   a   vibration- 
damping  front  hub  didn't  prevent  the  bike 
from  jarring  my  bones  on  bumpy  roads. 

BEST  VALUE  The  Dahon  Speed  D7  At 
$330  and  27  lbs.,  it  does  all  things  fairly 
well,  from  urban  errands  to  an  occasion- 
al longer  ride.  And  it  comes  with  practi- 
cal features  such  as  fenders  and  a  rack. 
You  can  also  pay  more  to  get  an  upgrad- 
ed version,  the  25-lb.,  $599  Dahon-built 
Breezer  Zag8.  It  comes  with  more  gears, 
better  tires,  and  the  most  comfortable 
handlebar  grips  of  the  bunch. 

Folding  bicycles  can  be  addictive.  It 
was  liberating  to  know  I  could  hop  on  the 
Metro  or  hail  a  cab  if  the  weather  turned 
bad,  or  stop  at  a  restaurant.  "These 
things  are  so  good,"  says  Dr.  Phil  Flem- 
ing, an  OB/GYN  who  likes  folders  so 
much  he  opened  a  store  last  year  in  San- 
ta Fe,  N.M.,  to  sell  them.  "Why  have 
anything  else?"  I  wouldn't  go  that  far. 
But  I'm  tempted  to  add  a  folder  to  my 
collection.  ■ 
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Personal  Finance 


Mutual  Funds 


Try  These 
Small  Caps 
On  for  Size 

Funds  little  enough  for  veteran  managers  to  run 
nimbly  come  out  as  winners  BY  LEWIS  BRAHAM 


FOR  THOSE  WHO  FEEL  they  missed  the  bull  market  in 
small-capitalization  stocks,  now  may  be  an  opportu- 
nity to  get  in.  The  Russell  2000  Index,  a  small- caps 
benchmark,  has  pulled  back  7%  in  three  weeks.  JBut 
good  luck  trying  to  find  a  worthwhile  mutual  fund  that 
invests  in  these  companies.  Of  the  50  funds  with  the 
best  five-year  records,  30  are  closed  to  new  investors, 
while  most  of  the  others  have  grown  too  big  to  continue  investing 
their  assets  as  effectively  as  they  have  in  the  past.  Funds  small  in 
size  are  desirable,  but  they're  often  run  by  less  experienced  portfo- 
lio managers,  who  are  not. 


BusinessWeek  searched  the  world  of 
small-cap  funds,  examined  track  records, 
and  interviewed  managers  to  identify 
some  funds  with  those  rare  attributes:  a 
veteran  manager  with  a  small-to-modest- 
sized  asset  base.  An  extra  bonus:  They're 
no-load,  too. 

PRESIDIO  FUND  One  way  to  find  a  veteran 
manager  with  a  new  fund  is  to  follow 
those  who  leave  larger  shops  to  open 
their  own.  That's  the  case  of  Kevin 
O'Boyle.  He  ran  the  successful  Meridian 
Value  Fund  from  1995  to  2004.  Then  he 
left  to  launch  KCO  Investments  and  the 
Presidio  Fund  one  year  ago.  Right  now 
his  entire  firm  manages  only  $34.5  mil- 
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lion,  compared  with  the  $1.9  billion 
Meridian  Value  had  before  his  depar- 
ture. "When  Meridian  Value  got  to  be 
large,  it  would  take  us  days  if  not  weeks 
to  build  a  position  in  a  small  company," 
O'Boyle  says.  "Now  I  can  usually  get  in 
or  out  in  a  day." 

O'Boyle  favors  busted  growth  stocks 
—small  or  midsize  companies  in  rapidly 
growing  industries  that  have  suffered  a 
few  quarters  of  poor  earnings.  One  re- 
cent buy,  Cardiac  Science,  a  defibrillator 
maker  with  a  tiny  $200  million  market 
capitalization,  has  a  trading  volume  of 
about  70,000  shares  a  day.  "When  a 
stock  has  a  volume  that  low,  you  can 
only  acquire  about  10,000  shares  a  day 


without  pushing  up  its  price,"  O'l 
says.  "In  a  big  fund,  I  probably  wot 
even  own  it."  During  O'Boyle's  ler 
tenure  at  Meridian  Value,  the 
boasted  a  21.3%  annualized  rerun 
just  11.1%  for  the  Russell  2000.  That  J 
formance  bodes  well  for  his  new  fuj  J 

NEW  RIVER  SMALL  CAP  Co-manageri 
drew  Taylor  and  Michael  Cook  are 
bies  to  mutual  funds,  but  not  to  s 
cap  investing.  Prior  to  the  Mem 
based  fund's  October,  2003,  launchl 
managed  private  accounts  for  their 
Cook  Mayer  Taylor,  with  the  same  si! 
gy  that  they  use  in  the  fund.  Thosi 
counts  have  had  only  one  down  ye 
5%  loss  in  1990,  since  the  firm's  few 
ing  in  1989.  In  the  10  years  prior  t   ii 
fund's  launch,  the  accounts  earn  f 
14.2%  annualized  return  after  fees,    _ 
pared  with  11.3%  for  its  benchmark 
Russell  2000  Value  Index. 

Taylor  says  he  follows  the  stri  II 
first  articulated  by  famed  value  inve ;  ^ 
Benjamin  Graham  and  David  Doi*  « 
their  1934  book  Security  Analysu 
tries  to  buy  companies  at  a  50%  disiS  in 
to  their  private  market  value,  or  thl  5 
ue  a  knowledgeable  investor  wouli ' 
to  acquire  the  company.  Yet  whi   ' 
spends  a  lot  of  time  crunching  nuirn  i 
he  thinks  evaluating  corporate  maw 
ment  is  equally  important.  Amoni 
larger  holdings  are  Trinity  Indusrn 
builder  of  barges  and  railcars,  and.) 
which  makes  agricultural  equipmeii 

Knowing  management  and  each' 
pany  as  well  as  possible  is  especiall 
portant  because  New  River  typffl1 
holds  only  25  stocks,  so  a  few  stock  k 
can  hit  the  fund  hard.  Although  thi 
manages  $800  million  in  its  priva'; 
counts,  the  mutual  fund  has  only 
million,  plenty  of  room  to  grow. 
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PERRITT  EMERGING  OPPORTUNITIES 

If  trading  small-cap  stocks  is  difi 
trading  in  microcaps  can  be  gru 
Typically  a  small  stock  has  a  mark 
ue  of  less  than  $1  billion,  but  the  av 
in  newbie  Perritt  Emerging  Oppoi 
ties  Fund  is  less  than  $100  million, 
perience  trading  these  tiny  compar 
critical,"  says  manager  Michael  Co 
"You  have  to  figure  out  how  to  get  s 
without  affecting  the  market  or  tij 
your  hand  to  other  investors  who 
try  to  end-run  your  trades." 

Corbett  has  more  than  10  years 
perience  running  the  Perritt  Mien 
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MEET  THE  MANAGERS 


FUND / SYMBOL 

Perritt  Emerging 
Opportunities 

PREOX 

MANAGER 

Michael  Corbett 

12-MONTH  RETURN* 

34.2% 

ASSETS  (MILLIONS) 

$90 


unities  Fund,  which  has  a  $242 

i  median  market  cap  and  a  lofty 

j.0-year  annualized  return.  During 

lure,  he  has  developed  relation- 

rith  smaller  brokerage  firms  that 

im  to  place  discreet  trades  in 

with  daily  volume  as  low  as 

shares.  Corbett  plans  to  close 

ing  Opportunities  when  its  assets 

1110  million,  a  low  enough  level  to 

nimble. 

HARKNESS  SMALL  CAP  GROWTH 

managers  gain  their  best  exped- 
iting bear  markets,  then  small- 
fwth  managers  are  more  fortified 
[ost.  They  took  the  worst  beating 

the  2000-02  bear  market.  In- 
/lary  Lisanti  of  the  Adams  Hark- 
mall  Cap  Growth  Fund  is  not 
:o  show  her  battle  scars.  With  28 

experience  in  the  small-stock 
phe  says  she  has  "seen  every  kind 
cet."  During  the  '90s  she  became 

rity  manager  posting  boffo  re- 

t  Pilgrim  Small  Cap  Opportuni- 
hich  morphed  into  ING  Small 


FUND / SYMBOL 

Adams  Harkness 
Small  Cap  Growth 

ASCGX 

MANAGER 

Mary  Lisanti 

12-MONTH  RETURN* 

28.2% 

ASSETS  (MILLIONS) 

$20 

EXPENSE  RATIO 

1.65% 


FUND / SYMBOL 

New  River 
Small  Cap 

NRVSX 

CO-MANAGER 

Andrew  G.  Taylor 

12-MONTH  RETURN* 

14.1% 

ASSETS  (MILLIONS) 

$40 

EXPENSE  RATIO 

1.50% 


Cap  Opportunities  in  2000  after  a 
merger.  In  1999  the  fund  gained 
146.9%,  then  lost  33%  in  2001  and  an 
additional  45%  in  2002. 

Lisanti  says  she  learned  from  the  ex- 
perience. For  one  thing,  she's  more  con- 
servative in  making  earnings  estimates 
for  the  fast-growing  companies  she  in- 
vests in,  and  she  pays  more  attention  to 
macroeconomic  factors  such  as  inflation. 
"The  biggest  change  is  that  all  I  do  now 
is  manage  the  fund,"  Lisanti  says.  "At 
other  firms  I  spent  a  lot  of  time  on  ad- 
ministrative duties." 

Lisanti  runs  only  $100  million,  about 
$20  million  of  it  in  the  small-cap  growth 
fund.  And  since  she  is  an  aggressive 
trader,  managing  a  small  asset  base  real- 
ly helps.  The  fund's  turnover  ratio  is 
nearly  300%,  meaning  she  holds  stocks 
for  only  four  months  on  average.  Adams 
Harkness  Small  Cap  Growth  has  pro- 
duced a  solid  16.8%  annualized  return 
since  its  February,  2004,  inception,  com- 
pared with  12.5%  for  its  benchmark  Rus- 
sell 2000  Growth  Index  and  12.2%  for 
the  average  small-cap  growth  fund. 


FUND /SYMBOL 

Presidio 
Fund 

PRSDX 

MANAGER 

Kevin  O'  Boyle 

12-MONTH  RETURN* 

23.8% 

ASSETS  (MILLIONS) 

$35 

EXPENSE  RATIO 

1.50% 


*  Through  May  26.  2006 

FORWARD  HOOVER  MINI-CAP  In  many 
ways,  Irene  Hoover's  experience  was  the 
opposite  of  Lisanti's.  In  1999,  when 
many  managers  scored  triple-digit  gains 
by  trading  dot-com  stocks,  her  Forward 
Hoover  Small  Cap  Equity  Fund  lagged 
badly,  gaining  only  7%.  But  in  five  of  the 
next  six  years  it  beat  its  small-cap  growth 
peers.  Today  that  fund  manages  more 
than  $400  million,  so  the  better  Hoover 
play  is  Forward  Hoover  Mini- Cap  Fund 
with  $45  million  in  assets. 

Hoover  attributes  her  success  in  re- 
cent years  to  not  overpaying  for  stocks. 
"We  have  very  specific  price  targets  for 
each  company,"  she  says.  "If  a  stock 
runs  up  quickly,  we  will  sell."  Indeed, 
the  turnover  ratio  for  Mini-Cap  Fund  is 
277%,  all  the  more  reason  to  be  glad  she 
has  room  in  this  fund  to  trade.  ■ 


For  more  on  Mary 
Lisanti  and  the  Adams  Harkness  Small  Cap 
Growth  Fund,  tune  in  to 
BusinessWeek  Weekend.  Check 
your  local  listings  or  go  to 
businessweekweekend.com 
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COLLEGE  SAVINGS 

TAKE YOUR 529 
ON  THE  ROAD 

IT'S  A  GOOD  IDEA  to  shop  for  a  529  college 
savings  plan,  but  many  people  look  no 
further  man  their  home  state.  The 
reason:  Twenty-six  states  and  the  District 
of  Columbia  offer  residents  tax  breaks  for 
contributing  to  their  plans. 

Starting  in  2007, 
Maine  and  Kansas 
will  become  the  first 
to  allow  residents  to 
claim  a  deduction— 
of  up  to  $250  per 
beneficiary  in  Maine 
and  up  to  $6,000  per 
couple  in  Kansas— 
for  contributions  to 
any  529.  Pennsyl- 
vania and  four  other 
states  are  weighing  similar  measures.  But 
most  states  "are  likely  to  resist  because  it 
would  weaken  their  own  programs"  if 
they  allow  a  tax  deduction  for  other 
states'  plans,  says  Joseph  Hurley  of 
savingforcollege.com.        -Anne  Tergesen 


Plus 


LIFE  INSURANCE 

HOW  FAMILY 
HISTORY  HURTS 

WHEN  BUYING  life  insurance,  it's  hard  to 
qualify  for  the  lowest  rates  if  your 
parent  was  diagnosed  with  cancer 
before  age  60.  That's  why  Byron  Udell, 
chief  executive  of  online  insurance 
broker  AccuQuote,  recommends  AIG 
American  General  to  customers  with  a 
family  history  of  cancer.  Among 
insurers  with  the  most  competitive 
rates.  AIG  American  General  is  the  only 
one  thai:  doesn't  use  this  as  a  risk  factor 
when  underwriting  policies,  Udell  says. 
In  August,  however,  that  will  change. 
Right  now,  a  healthy  40 -year-old  male 
whose  parent  died  of  cancer  before  age 
60  can  get  a  $1  million,  20-year  term  life 
insurance  policy  from  AIG  American 
General  for  $720  a  year.  Udell  says  the 
rate  is  expected  to  rise  to  $1,230.  To  get 
today's  low  rates,  those  who  meet  the 
underwriting  standards  must  get  an 
application  to  AIG  American  General 
by  Aug.  6.  -Anne  Tergesen 
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STOCKS 


Risky  Business 

WALL  STREET  HAS  concocted  all  manner  of  indicators  to  divine  which  stocks  will 
well.  But  most  rely  on  the  numbers  that  companies  report  each  quarter  about  th 
past  performance.  Professor  Feng  Li  of  the  University  of  Michigan's  Ross  Schoo 
Business  wanted  a  measure  that  was  more  forward-looking.  He  found  it  in  the  s 
of  annual  reports  where  management  discusses  the  challenges  for  the  coming  y 

Li  tried  an  experiment.  Assisted  by  a  computer,  he  counted  up  the  number  ( 
times  that  words  such  as  "risk,"  "risky,"  "uncertain,"  and  synonyms  appearec 
annual  reports  of  every  nonfinancial  company  from  1993  to  2004—34,180  rep; 
all.  Then  he  compared  each  year's  total  with  that  of  the  prior  year. 

He  discovered  that  a  big  jump  in  words  related  to  risk  is  usually  followed  b; 
share  performance.  A  model  portfolio  that  shorted  equal  amounts  of  stocks  w 
biggest  jumps  in  the  number  of  risk  words  and  bought  stocks  with  the  smaller 
changes  would  have  outperformed  the  Standard  &  Poor's  500-stock  index  by 
year  since  1995.  Not  a  bad  return  for  word  counting.  -Aaron  Pi ' 


A  SMALLER  SLICE  OF  THE  PIE 


Sure,  stock  markets  in  the  Middle  East  and  India  have  had 
hiccups  lately,  but  there's  no  reversing  the  expansion  of  eq 
markets  outside  the  U.S.  From  2000  to  2006  the  U.S.  shai 
world  stock  market  capitalization  shrunk  from  48.8%  to  37 
according  to  Crandall,  Pierce  &  Co.* 


PERCENTAGE  BREAKDOWN  OF  WORLD'S  STOCK  MARKETS  BY  CAPITALIZATION 
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VOLUNTEER  FOR 
TROUBLE? 


For  125  years,  we've  put  ourselves  in  dire  situations  because  that's  where 

we're  needed.  In  the  face  of  often  impossible  conditions  we've  pressed 

tirelessly  on.  We  are  the  American  Red  Cross,  an  organization  of  volunteers 

who  give  our  time,  talent  and  strength  to  relieve  the  suffering  of  our 

neighbors  in  over  70,000  disasters  each  year. 

Serve  at  our  side.  Contact  your  local  American  Red  Cross 
in  this,  our  125th  anniversary  of  hope. 


US    *    WWW.REDCROSS.ORG 
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Personal  Finance 


Inside  Wall  Street 


BY  GENE  G.  MARCIAL 

THE  WORST  MAY  BE  OVER  FOR  FOREST  LABORATORIES. 
PITNEY  BOWES  WILL  BE  HOMELAND  SECURITY'S  ANTHRAX  NOSS 
ACTIVIST  INVESTOR  SHAMROCK  IS  BEARING  DOWN  ON  iPASS. 
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New  Growth  at  Forest? 

FOREST  LABORATORIES  (FRX)  has  been  a  drag  among 
drugmakers.  It's  down  8.7%  this  year,  vs.  the  group's  1% 
loss.  But  some  pros  say  Forest,  whose  stock  has  tumbled 
from  48  in  February  to  37  on  May  31,  is  poised  to  turn  around 
—and  has  become  quite  attractive.  It 
makes  drugs  for  depression,  pain,  and 
cardiovascular  and  respiratory 
disorders.  The  bulls  expect  it  to  beat 
back  a  court  challenge  to  patents  on  its 
antidepressant  Lexapro  from  Israel's 
Teva  Pharmaceuticals.  Among  those 
looking  for  a  favorable  ruling,  expected 
in  June,  is  First  Global  Markets  analyst 
Kavita  Thomas,  who  rates  the 
company  a  "long-term  outperform." 
Based  on  Forest's  four-year  growth 
outiook,  likely  new  product  launches, 
and  higher  sales  estimates  for  its  Namenda  drug  for 
Alzheimer's,  Thomas  expects  earnings  to  rise  at  an  average  of 
22%  a  year  through  2008.  She  notes  that  Forest  has  licensed 
several  new  drugs  recently.  These  include  Mylan  Labs'  beta- 
blocker  Nebivolol,  as  well  as  Desmoteplase,  an  intravenous 
treatment  for  acute  ischemic  stroke  from  Germany's  Paion 
that' s  now  in  Phase  3  clinical  trials  in  the  U.S.  Paion  CEO 
Wolfgang  Sohngen  says  the  only  clot  buster  approved  for 
stroke  victims  in  the  U.S.  is  Genentech's  tPA.  To  be  fully 
effective,  tPA  has  to  be  administered  within  three  hours  of  a 
stroke,  says  Sohngen,  while  Desmoteplase  can  be  given  up  to 
nine  hours  later.  Deborah  Knobelman  of  Piper  Jaffray  expects 
Forest  to  earn  $2.37  a  share  for  fiscal  2007  ending  Mar.  31, 
2007,  on  sales  of  $3.3  billion,  vs.  fiscal  2006's  $2.08  on  $2.9 
billion.  She  rates  Forest  "outperform." 

For  Pitney  Bowes, 
A  Stamp  of  Approval 

WHAT'S  THE  BEST  WAY  to  ride  out  today's  volatile 
markets?  Stick  to  companies  with  brand  names  and 
sound  fundamentals,  says  Jerome  Heppelmann,  a 
stockpicker  at  Liberty  Ridge  Capital.  He  scouts  for  companies 
with  leading-edge  products  that  have  a  dominant  market 
share,  a  steady  stream  of  earnings,  and  free  cash  flow,  and  pay 
hefty  dividends.  One  such:  Pitney  Bowes  (PBI),  usually  seen 
as  a  ho-hum  stock.  It  isn't,  says  Heppelmann.  On  May  25, 
Pitne/s  new  mail  screening  system  won  the  U.S.  Homeland 
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WHO  SAYS? 
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Security  Dept.'s  blessing  to  detect  such 

biohazards  as  anthrax.  Heppelmann 

figures  analysts  will  now  jack  up  their 

estimates.  Pitney,  with  a  healthy  3.1% 

dividend  yield,  has  not  missed  a 

quarterly  estimate  for  four  years  and 

has  been  buying  back  shares.  It  has 

80%  of  the  U.S.  market  for  mail  meter 

systems.  Standard  &  Poor's  rates  it  a 

buy  and  expects  gross  margins  to 

remain  around  55%.  It  forecasts  2006 

earnings  of  $2.87,  vs.  last  year's  $2.27 

Now  at  40,  Pitney  should  hit  50  in  12  months,  says  S&P.  ■ 

Disney  and  Gold 
Get  Tough  With  iPass 

INVESTORS  MAY  GET  ANOTHER  CHANCE  to  ride  the 
coattails  of  Roy  Disney  and  Stanley  Gold.  Their  Shamri 
Capital  Advisors  has  acquired  a  12%  stake  in  iPass  (IPA 
which  sells  software  to  let  employees  connect  wirelessly  W" 
their  offices  and  the  Internet.  A  May  16  Securities  &  ExchaJ 
Commission  filing  reporting  the  increased  stake  included  :1 
letter  Shamrock  sent  CEO  Ken  Denman  of  iPass  citing  its  t-\ 
earnings.  Shamrock  criticized 
management' s  failure  to  answer  its  plea 
to  improve  "crucial  governance  areas" 
such  as  capital  allocation,  compen- 
sation, and  cost  structure.  Shamrock 
used  similar  tactics  on  Inrado,  a 
provider  of  911  phone  services  to 
carriers:  It  took  a  6.2%  stake  last 
August.  In  January,  West  Corp.  bought 
Intrado  at  26  after  Shamrock  had  urged 
Intrado  to  sell.  Shamrock  is1  seeking  a 
meeting  with  iPass'  board.  Eric  Appell 
of  investment  firm  Merriman  Curhan 
Ford,  who  owns  shares,  says  Shamrock  isn't  likely  to  leave 
the  board  acts.  Failing  that,  Shamrock  is  apt  to  push  iPass 
sell,  says  Appell,  who  rates  it  a  buy.  He  figures  iPass,  now  i 
6.29,  is  worth  13.  IPass  says  "it  values  the  input  of  sharehc 
and  will  continue  to  have  a  dialogue  with  them."  I 
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Gene  Marcial's  Inside  Wall  Street  is  post 
businessweek.com/investor  at  5  p.m.  EST  on  the  magazine's 
publication  day,  usually  Thursdays. 

Note:  Unless  otherwise  noted,  neither  the  sources  cited  in  Inside  Wall  Street  no 
firms  hold  positions  in  the  stocks  under  discussion.  Similarly,  they  have  no  inve 
banking  or  other  financial  relationships  with  them. 


AFTER 
THE  FALL 


STOCK  PRICE  (DOLU 


NOV.  21, '05        M» 
Data:  Bloomberg  Financa 


Authorized 

Shipping 

Outlet 

ld£ 

in  to  PostNet  and  Play  the 
Grand  Slam  Sweepstakes  for  your 
Chance  at  $1,000. 

At  PostNet,  you  can  take  care  of  all  your  needs 
with  just  one  swing.  From  business  services  to 
shipping,  graphics  to  printing,  we've  got  the 
service  and  the  expertise  to  keep  your  bases 
covered.  Come  in  now  for  your  chance  at 
$1,000  from  PostNet  and  UPS. 


ND  A  STORE  NEAR  YOU 

www.postnet.eon$% 


CREATE   •   DUPLICATE  •   DELIVER 


Franchises  available.  Please  call  1-800-333-7401  for  unformatK 
PostNet  Center  is  independently  owned  6  operated.  Services  r 


Its  about  money. 

Earning  it. 

Investing  it. 

Spending  it. 


Check  out  this  weekend's 
show  June  3  and  4: 

Small-Cap  Stocks:  Missed  the 
bull  market?  Now  may  be  your 
opportunity  to  capitalize  by 
investing  in  small-cap  funds. 

Cooking  School  Craze:  Looking 
for  a  mid-career  change?  Find 
out  what  makes  the  culinary 
arts  hot,  hot,  hot. 

Folding  Bikes:  We  test  the 
ride  and  convenience  of  these 
increasingly  nimble  and  popular 
commuter  bicycles. 

Destination  CEO:  From  delivery 
boy  to  pharmacist  to  CEO,  meet 
Tom  Ryan  of  the  country's  top 
drugstore  chain  -  CVS. 


BusinessWeek  I  weekend 


Airs  Saturday/Sunday  nationwide. 

Check  your  local  listings 

or  view  segments  at 

www.businessweekweekend.com 


Company  Index 

This  index  gives  the  starting  page  for  a  story  or  feature  with  a 
significant  reference  to  a  company.  Most  subsidiaries  are  indexed  under 
their  own  names.  Companies  listed  only  in  tables  are  not  included. 
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BY  JACK  AND  SUZY  WELCH 


The  Real  Verdict  on  Business 

Ever  since  the  Enron  verdicts  were  handed  down  last  week,  there  has  been 
understandable  focus  on  the  victims  of  the  company's  collapse:  employee^! 
who  lost  jobs  and  pensions,  shareholders  who  collectively  lost  billions  of 
dollars,  and  residents  of  Houston,  where  Enron  played  a  large  charitable  nj 
These  victims,  it  was  said,  could  take  only  cold  comfort  in  the  verdict 


Yes,  the  system  worked.  In  fact,  the  old  system  worked,  since 
JeffSkilling  and  Ken  Lay  were  tried  under  laws  that  were  on  the 
books  long  before  passage  of  the  Sarbanes-Oxley  Act  in  2002. 
But  the  convictions,  everyone  rightiy  agreed,  could  not  bring 
back  all  that  lost  money  or  repair  all  those  disrupted  lives.  Nor, 
we  would  add,  do  they  seem  likely  to  bring  back  the  optimism, 
confidence,  and  courage  that  made  business  so  much  fun. 

Yes,  fun.  Remember?  Before  business-writ-large  became 
demonized  because  of  Enron  and  other  companies  where 
wrongdoing  was  found,  being  in  business  felt 
different.  The  bursting  of  the  dot-com  bubble 
certainly  had  an  impact,  but  we're  talking  about 
a  phenomenon  that  supersedes  that.  It's  hard  to 
quantify,  but  we  sense  a  kind  of  fear  and 
trembling  everywhere  we  go.  People  worry 
about  taking  risks.  They're  anxious  about  the 
future.  They're  hesitant  to  say  they  love  work. 
In  short,  business  has  lost  some  of  its  spark. 
What  an  unnecessary  shame. 

Why?  Because  if  there  is  one  thing  the 
corporate  scandals  have  shown  us,  it's  that  bad 
behavior  is  actually  pretty  rare.  The  Wall  Street 
Journal  estimates  that  about  1,000  people  have 
been  convicted  of  corporate  crimes  since  July  of 
2002.  That's  1,000— not  10,000  or  even 
100,000— out  of  the  tens  of  millions  of  businesspeople.  Not 
every  case  of  bad  behavior  has  been  uncovered,  but  an 
overwhelming  number  of  businesses  play  by  the  rules,  and 
most  of  the  time,  the  rules  work. 

WE  KNOW  THAT,  and  you  probably  do,  too.  You  just  might  be 
having  a  hard  time  admitting  it  these  days.  Some  time  ago,  we 
were  speaking  to  a  group  of  insurance  agents  in  Florida.  They 
were  a  cheerful  bunch  until  one  man  asked:  "Is  it  just  me,  or  do 
other  people  here  feel  ashamed  to  admit  they  work  in  business 
now?  I  mean,  sort  of...dirty?  I  know  I  haven't  done  anything 
wrong  and  that  I  work  with  good  people.  But  still...."  There  was 
silence,  and  then  the  crowd  gave  him  a  round  of  supportive 
applause.  They  were  all  in  the  tank  together. 

This  sort  of  self-loathing  isn't  the  only  worrisome  fallout  of 
the  changed  business  climate.  Managers  everywhere  tell  us 
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Enron-like 
behavior  is 
rare.  Most 
businesses 
play  by  the 
rules,  and  the 
rules  work 


that  they  are  spending  vast  quantities  of  time  in  defensi 
mode,  heads  down,  chanting:  "Compliance,  complianeB 
compliance."  Now,  we're  obviously  for  accuracy  in  repoi 
and  ironclad  integrity.  But  the  blood  in  the  water,  evenlj 
years  after  Enron,  has  too  many  businesses  swimming  n 
circles  instead  of  charting  new  horizons. 

Look,  business  isn't  perfect,  and  it  never  will  be  as  Ion 
it  is  comprised  of  human  beings.  After  all,  we  have  lawaj 
galore,  and  people  still  drive  above  the  speed  limit,  rob« 
convenience  stores,  and,  of  course,  do  far  i 
worse.  The  FBI  raids  one  congressman's* 
another  is  indicted  and  resigns.  A  journaM 
respected  newspaper  fabricates  stories  fold 
years.  A  man  of  the  cloth  takes  what's  inlj 
collection  plate  to  fund  a  lavish  lifestyle.  II 
you  could  write  off  business  because  of  sit 
aberrations  as  Enron,  you  could  write  ofFr 
public  servants,  the  media,  and  the  clergy 
because  of  a  minute  percentage  of  politicM 
journalists,  or  padres.  But  you  might  as  w» 
write  off  all  of  humanity. 

Business  is  a  huge  source  of  vitality  in  If 
world  and  a  noble  enterprise.  Thriving,  d 
companies  are  everywhere,  and  they  shot 
celebrated.  They  create  jobs  and  oppo: 
provide  revenue  for  government,  and  are  the  foundati 
free  and  democratic  society.  People  who  work  at  wr 
companies  give  back:  The£  pay  taxes,  mentor  in  schoo 
volunteer  at  firehouses.  So  don't  buy  the  line  that  Enro: 
business,  and  business  is  bad.  Enron  and  the  others  wi 
exceptions.  Business  is  good.  In  fact,  business  is  great. 
Yes,  Enron  had  its  victims.  The  whole  awful  story  is 
tragedy.  But  we  can't  let  a  small  group  of  companies  rew 
reality  and  make  businesspeople  cower  in  shame  and  lo: 
their  courage.  We  can't  let  business— society's  engine  an 
great  hope— be  Enron's  final  victim. 

Jack  and  Suzy  Welch  look  forward  to  answering  your  question!! 
about  business,  company,  or  career  challenges.  Please  e-mail 
them  arthewelchway@businessweek.com.  For  their  weeM_ 
podcast,  go  to  www.businessweekcom/search/podcasting.htm 
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Go  Farther  ^ 


Call  or  click: 

1.866.455.2005 

www.networksolutions.com 
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INTRODUCING      BUILT     IN      BroadbandConnect 

the  only  built  in  wireless  connection 
that  works  in  more  places  than  you  do. 


Get  a  Dell™  Latitude  notebook  equipped  with  Cingular's 
supercharged  wireless  network. 

•  Available  on  the  Dell  Latitude  D620  and  D820. 
Nothing  to  install.  Just  activate  and  go. 

•  Runs  on  Cingular's  BroadbandConnect  and  EDGE, 
the  largest  national  high-speed  wireless  data  network 

•  Broadband  speeds  on  the  3G  global  standard 
everywhere  BroadbandConnect  is  available. 

•  Access  your  business-critical  information 
in  13,000  cities  and  towns  and  in  100  countries 
around  the  world. 

•  More  secure  than  Wi-Fi  with  a  wider 
coverage  area  -  no  hotspots  required. 


CINGULAR     MAKES     BUSINESS     RUN     BETTER 


Click  www.cingular.com/dell 


X  cingular 

raising  the  bari.iill 


Coverage  not  available  in  all  areas.  Cingular  covers  2/3  million  people.  Wireless  service  not  included  with  notebook.  Other  conditions  and  restrictions  apply. 
The  Dell  logo  is  a  trademark  of  Dell  Computer  Corporation.  ©2006  Cingular  Wireless.  All  rights  reserved. 
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Remember  when  technology 
had  the  ability  to  amaze  you? 
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.. 


Believe  again. 


Now  you  can  believe  in  a  new  kind  of  IT  management.  Unified  and  simplified  IT  management 
that  makes  your  business  more  productive,  nimble,  competitive  and  secure. 

We  all  know  that  companies  are  demanding  more  from  IT  —  expecting  IT  to  be  a  strategic  and 
competitive  advantage.  Yet  today's  complex  IT  environments  require  you  to  manage  across 
point  solutions,  siloed  organizations  and  redundant  technology. 

A  better  alternative?  Choose  an  integrated  approach  to  IT  management.  An  approach  in  which 
software  unifies  your  people,  processes  and  technology  to  increase  efficiency  and  optimization. 
Only  one  global  software  company  can  do  that.  CA,  formerly  known  as  Computer  Associates, 
has  focused  solely  on  IT  management  software  for  over  30  years. 

Our  technology  vision  that  makes  this  promise  real  is  called  Enterprise  IT  Management,  or  EITM. 
At  its  heart  is  the  CA  Integration  Platform  —  a  common  foundation  of  shared  services  that  gives 
you  real-time,  dynamic  control  and  flexibility.  Its  greatest  benefit?  CA  software  solutions  come 
to  you  already  integrated,  and  able  to  integrate  with  your  existing  technology  to  optimize  your 
entire  IT  environment. 

Ultimately,  a  well-managed  IT  environment  gives  you  the  visibility  and  control  you  need  to 
manage  risk,  manage  costs,  improve  service  and  align  IT  investments.  To  learn  more  about 
how  CA  and  our  wide  array  of  partners  can  help  you  unify  and  simplify  your  IT  management, 
visit  ca.com/unify. 
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A  REWIRED  BRAIN 

MANY  NOW  SEE  ADDICTION  AS  A  CHRONIC  BRAIN  DISEASE 
THAT'  REQUIRES  NEW  APPROACHES  TO  TREATMENT. 
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Robert  Malenka  only  smoked  for  a 
month  and  that  was  back  when  he  was  20 
years  old.  Yet  that  brief  experience  was 
enough  to  rewire  his  brain  so  that  if  he 
walks  into  a  Parisian  cafe  today,  he  sud- 
denly finds  himself  craving  a  cigarette.  "I 
remember  the  times  I  used  to  sit  there, 
drink  coffee  and  smoke  cigarettes,"  he  says. 

Back  then,  addiction  to  mcotine  was 
seen  as  a  bad  habit.  Today,  addiction — 
whether  to  cigarettes,  alcohol,  heroin  or 
gambling — is  recognized  as  a  negative 
form  of  memory  and  learning.  According 
to  Malenka,  a  Stanford  University 
professor  specializing  in  brain  cell  com- 
munication, this  change  in  perception  is 
opening  the  door  to  new  approaches  for 
treating  addiction. 

The  shift  has  broad  implications  in  a 
society  where  addiction  takes  a  terrible 
toll.  According  to  a  2004  article  in  the 
Journal  of  the  American  Medical  Association, 
alcohol  consumption  and  illicit  drug 
use  caused  more  than  100,000  deaths  in 
the  year  2000.  The  U.S.  Department  of 
Labor  estimates  that  lost  productivity  due 
to  alcohol  and  drug  abuse  costs  businesses 
roughly  $8 1  billion  a  year.  And  there's  no 
way  to  put  a  price  tag  on  the  emotional, 
physical  and  psychological  toll  that 
addiction  takes  on  individual  addicts  and 
their  families. 

What's  transforming  treatment  today  is 
a  growing  understanding  6f  addiction  as  a 
brain  disease.  Researchers  now  know  that 
it  develops  when  an  addicting  substance 
or  behavior  corrupts  the  brain's  reward 
circuitry',  creating  powerful  cravings  that 
the  individual  cannot  ignore.  Cutting-edge 
imaging  technologies  can  pinpoint  the 
brain  changes  that  occur  when  cravings  are 
triggered,  whether  the  trigger  is  holding  a 
martini  glass,  hearing  music  associated  with 
an  earlier  drug  experience  or — as  in 
Malenka  s  case — visiting  a  Paris  cafe. 

It's  the  impact  of  these  powerful  triggers 
on  the  rewired  brain  that  makes  addiction 
so  tough  to  cure.  "It  is  not  hard  to  get  an 
addict  into  treatment,"  Malenka  explains. 
"But  the  rate  of  relapse  is  very  high" 


That's  why  the  experts  increasingly 
view  addiction  as  a  chronic  disease  much 
like  diabetes,  heart  disease  or  even  cancer. 
Explored  in  an  article  published  in  the 
Journal  of  the  American  Medical  Association 
in  2000,  the  idea  of  addiction  as  a 
chronic  disease  prompted  an  outpouring 
of  criticism  from  those  who  saw  the  article 
as  an  excuse  for  addicts.  Over  the  past 
few  years,  however,  there  has  been  grow- 
ing support  for  this  approach. 

Addicts  clearly  play  a  part  in  their 
own  illness,  says  article  author  A.Thomas 
McClellan,  executive  director  of  the 
Treatment  Research  Institute  in  Phila- 
delphia. But  then  again,  so  do  those 
whose  unhealthy  behaviors  like  smoking, 
poor  diet  and  lack  of  exercise  have 
contributed  to  their  lung  cancer,  diabetes 
and  heart  disease. 

Embrace  the  idea  of  addiction  as  a 
chronic  disease,  and  new  treatment 
approaches  become  possible.  "Just  imagine 
treating  diabetes  for  28  days,"  says 
McLellan.  noting  that  the  standard  treat- 
ment for  addiction  is  still  a  28-day  stint  in 
a  rehab  facility,  often  with  no  follow-up 
therapy.  Instead,  McClellan  talks  about 
the  need  for  continuing  care,  behavioral 


Medical  School,  noting  that  the  percent 
age  is  about  the  same  as  for  depressio 
"But  we  don't  yet  know  which  gen 
contribute  to  that  risk." 

There  are  some  intriguing  parallels 
with  depression.  Long  viewed  as  a  psy-j 
etiological  weakness,  depression  is  now 
also  recognized  as  a  disease  caused  bjj 
complex  chemical  reactions  in  the  bra 
"What  changed  things  in  depressi 
was  the  introduction  of  effective  am 
depressants,"  says  Mark  Bear,  a  professor 
MIT's  Picower  Institute  for  Learning  an 
Memory.  People  stopped  assessing  blarnd 
once  the  condition  could  be  improvi 
with  a  pill,  he  says.  "With  addiction,  tl 
treatment  options  are  more  limited." 

Addiction  treatment  draws  on  a  mu 
smaller  and  less  effective  medicine  chel 
Pharmaceuticals  now  in  use  include 
naltrexone,  which  reduces  the  "rewanj 
produced  by  alcohol  use,  disulfiraia 
which  changes  the  metabolism  of  alcohol 
so  that  drinking  produces  nausea  and 
vomiting,  and  buprenorphine,  whfl 
mimics  heroin  but  is  less  likely  to  i 
abused.  Some  of  these  drugs  are  restrict 
others  can  have  nasty  side  effects  and 
need  to  be  used  with  care. 
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Just  imagine  treating  diabetes  for  28  days,"  says 
McLellan,  noting  that  the  standard  treatment  for 
addiction  is  still  a  28-day  stint  in  a  rehab 
facility,  often  with  no  follow-up  therapy.  sJ 


forms    of    intervention    and    use    of 
telephone-based  counseling. 

Genetic  research  may  one  day  allow 
doctors  to  identify  people  at  risk  for 
addiction,  providing  the  opportunity  for 
intervention  before  an  individual  ever 
tries  alcohol,  nicotine  or  cocaine.  Already 
it  is  clear  that  some  people's  genetic 
makeup  leaves  them  vulnerable  to  addic- 
tion. "About  50%  of  the  risk  for  addiction 
is  genetic,"  explains  Eric  J.  Nesder,  professor 
and  chairman  of  psychiatry  at  the 
University   of  Texas'  Southwestern 


"As  pharmacotherapy  gets  better,  mo: 
people  will  seek  help,"  predicts  Jeffre 
Samet,  chief  of  general  internal  median] 
at  Boston  University  School  of  Medicinl 
Some  drugs,  he  says,  are  just  now  beifll 
made  available  through  primary-caJ 
doctors.  With  more  pharmaceuticals  now 
being  developed,  he  is  hopeful  that  thea 
front-line  physicians  will  increasingly  bi 
involved  in  the  task  of  treating  addictioi 
just  as  they  now  treat  depression.  "Foil 
lot  of  people  that  could  be  a  gate' 
to  treatment." 


f 


>ome  employees  are  more  productive  than  others.  But  for  those  abusing 
ubstances,  it's  as  though  they're  not  even  there  at  all.  In  fact,  according 
)  the  Center  for  Substance  Abuse  and  Prevention,  drug  abuse  costs 
orporate  America  $85  billion  annually.  That's  why  CIGNA  and  the 
'icower  Institute  for  Learning  and  Memory  at  MIT  have  joined  forces  to 
nestigate  the  connection  between  the  brain  and  addictive  behavior.  In 
ddition,  CIGNA  is  working  with  pharmacy  plans  to  help  members  who 
lay  show  signs  of  developing  narcotic  abuse.  For  those  already  battling 
iction,  CIGNA's  Online  Coaching  Program  offers  accessible  behavioral 
t.  For  your  empl<  >  >ur  company,  CIGNA  is  here  to  help, 

information,    ;  eisrna. com/addiction 
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and  not  by  CIGNA  Gorpfe 
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U  What  if  every  vehicle  in  America  was  yellow?  What  if  they  could  run 
on  E85  ethanol,  an  alternative  fuel  made  from  a  blend  of  85%  ethanol 
and  15%  gasoline  derived  from  corn?  America  could  move  towards 
energy  independence  with  a  homegrown,  renewable  fuel  source  that 
reduces  greenhouse  gas  emissions  while  it  boosts  your  engine's 
performance.  Can  every  vehicle  in  America  run  on  yellow?  Not  yet. 
But  GM  already  has  1.5  million  FlexFuel  Vehicles  on  the  road  that  can 
run  on  gasoline  or  E85  ethanol.  And  it's  just  the  beginning.  Join  the  ride. 
Help  turn  your  world  yellow  at  LiveGreenGoYellow.com.  Learn  more 
about  E85  ethanol,  which  GM  vehicles  can  run  on  it,  where  you  can  get  it 
and  how  you  can  make  a  difference.  One  car  company  can  show  you  how. 
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WE  CAN       Ericsson  has  been  charting  new  waters  in  the  commumc  : 

HELP  industry  for  130  years.  Building  partnerships  and  forging 
YOU  TO  more  profitable  channels.  All  the  while,  we've  shared  our  e> 
GET  AN       to  empower  our  partners  and  ensure  future  develoments 

IN       their  benefit.  Now  we  want  you  to  share  in  the  next  big  ci  | 
BIGGER       Ocean  racing  with  the  Ericsson  Racing  Team.  Visit  our  w 
PWCE       mobile  portal  and  see  how  our  technology  and  expertise  c< 

expectation. 

www.ericssonracingt' i 
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The  Volvo  Ocean  Race  is  nearing  completion,  not 
to  be  held  again  for  another  two  years.  The  boats 
have  traveled  a  course  of  over  31,000  nautical 
miles  through  some  of  the  most  challenging 
waters  in  the  world,  as  well  as  competing  in  in- 
port  races. 

The  competition  begun  back  on  November 
5th,  2005  with  an  in-port  race  before  the  boats 
started  their  global  marathon  on  November  12th 
from  Vigo  in  Spain.  The  race  completes  on  June 
17th  in  Gothenburg  in  Sweden.  Over  the  eight 
months,  the  teams  have  had  to  contend  with 
extreme  weather  conditions,  including  gale 
force  winds,  hailstorms,  40-50  foot  waves,  ice- 
bergs and  temperatures  ranging  from  -5  to  +40 
degrees  Celsius. 

The  Ericsson  Racing  Team  is  one  of  just  seven 
boats  to  take  part  in  the  event.  Ericsson,  the 
premier  player  in  the  global  telecoms  industry, 
has  been  the  one-stop  provider  in  integrating  all 
communications  elements  around  the  boat. 
Ericsson  has  also  provided  all  the  content  and 
technical  expertise  to  run  the  mobile  portal  for 
the  Volvo  Ocean  Race  event,  and  a  fully 
managed  service  for  mobile  carriers  providing 
content  and  services  relating  to  the  race.  This  is 
hardly  surprising  given  that  Ericsson  is  already 
the  global  leader  in  providing  managed  services 
to  mobile  and  fixed  operators. 

There  are  many  skills  needed  to  win  the  race, 
and  one  of  these  is  perseverance.  Successful 
teams  have  needed  to  adapt  to  ever  changing 
conditions,  and  show  great  diligence  and 
endurance.  Equally,  telecoms  companies  realize 
that  they  need  to  find  the  resolve  to  meet  their 
own  demanding  conditions.  Throughout  the  race, 
the  best  of  Ericsson  has  been  showcased  in 
customers'  home  markets  (as  the  photo  illustrates 
for  New  York),  showing  the  ability  of  Ericsson  to 
be  the  perfect  partner  to  meet  this  challenge. 

Examples  of  how  Ericsson  has  used  this  event 
to  showcase  its  new  technology  include  a  real- 


time IP  TV  solution  to  broadcast  the  race,  mobile 
TV  on  Sony  Ericsson  handsets,  and  the  state  of  the 
art  technology  used  to  guide  the  Ericsson  Racing 
Team  through  this  arduous  journey. 

Ericsson  has  also  been  able  to  use  the  race  to 
gain  ever  deeper  insight  into  how  and  when  over 
two  billion  mobile  subscribers  around  the  world 
use  their  handsets.  Since  the  start  of  the  race, 
over  three  million  pages  have  been  viewed  by 
users  on  their  mobile  handsets.  Every  year, 
Ericsson  does  at  least  15,000  face  to  face 
interviews  with  mobile  consumers  lasting  at  least 
one  hour  each. 

Businesses  will  need  to  continue  to  persevere 
in  their  markets,  even  as  the  race  ends.  The  IT 
and  telecommunications  markets  are  changing 
quickly,  and  the  next  12  months  will  see  a  wide 
variety  of  new  media  and  value-added  services 
launched.  Convergence  is  the  key  theme, 
bringing  both  opportunities  and 
threats  to  traditional  business 
models.  Ericsson  is  the  perfect 
partner  to  take  you  forward  and 
reap  the  benefits  in  this  fast 
changing  market. 

JOIN 

Volvo  Ocean  Race 
is  happening  NOW 

Get  it  straight  away  wherever 
you  are  -  ON  YOUR  PHONE! 

SMS  "ALERT"  to  +46  737  49  49  49 
to  get  latest  via  SMS 

SMS  "JOIN"  to  +46  737  49  49  49 
to  get  sent  the  V0R  WAP  Portal 

mobile.volvooceanrace.org 
www.ericssonracingteam.com 


To  follow  the  Ericsson  Racing  Team  go  to 
www.ericssonracingteam.com 
or  text  "Join"  to  +46737494949 
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Previous  poll: 

THE  TECHNOLOGY/ 
SOFTWARE  USED 
IN  MY  COMPANY 
ENCOURAGES  CHANGE. 

Strongly  Agree 


Agree 
Undecided 

mmm 

Disagree 


Strongly  Disagree 

Results  as  of  6/1/06. 


THIS  WEEK'S  QUESTION: 


HOW  WELL  DOES  YOUR 
COMPANY'S  BUSINESS 
SOFTWARE  INTERFACE 
WITH  OTHER  DATABASES? 

Tell  us  your  answer  at: 

businessweek.com/ 
go/successpoll 
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What's  Hot  This  Week  AJ 

BusinessWeekcorl 

Updated  every  business  day.  BusinessWeek  magazine  is  available  online  free  to 


subscribers:  Go  to  www.businessweek.com  and  follow  instructions  to  register. 
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Get  Web  2.0  Smart 

Web  2.0  is  a  term  that  sweeps  up  an  array  of  new  Internet  tools 
foster  greater  collaboration.  If  it  hasn't  already  affected  the  way 
do  business  over  the  Net,  rest  assured,  it  will  soon.  With  this  in  l 
mind,  BusinessWeek.com  lacks  off  a  monthly  CEO  Guide  to 
Technology  series  with  a  special  report  on  what  every  executive 
needs  to  know  about  Web  2.0.  Our  Silicon  Valley  bureau  chief, 
Robert  Hof,  cuts  through  the  buzzwords  to  clarify  the  implicate 
for  Corporate  America  (page  58).  Listen  to  a  podcast  Interview  wi 
Tim  O'Reilly,  chief  executive  of  the  self-named  media  company  ] 
hosts  the  annual  Web  2.0  Conference  and  coined  the  phrase.  H 
explains  how  a  host  of  online  services,  such  as  Wikipedia  and  Yah< 
Flickr  photo-sharing  site,  can  be  harnessed  by  businesses.  Find 
why  Ray  Lane,  Kleiner  Perkins  Caufield  &  Byers  partner  and  fo 
Oracle  president,  says  the  day  of  giant  corporate  software  pad 
is  over.  The  future,  he  says,  lies  in  bottom-up,  user-driven  services. 
for  when  your  company  is  ready  to  take  the  Web  2.0  plunge,  he 
a  Tip  Sheet  with  the  dos  and  don'ts  to  help  get  started.  To  find  all 
and  more  go  to  www.businessweek.com/go/06web2.0 


BusinessWeek  weekend 


Grab  Your  TV  Clicker  This  Weekend  for: 

I  Hottest  Golf  Gadgets  IThe  Cost  of  Fertility 
Check  your  local  TV  listings  for  program  dates  and  times.  For  video  clips  go  to  www.businessweekweekend.com 
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idy  to  work  together?  Across  departments,  companies,  even  continents?  Collaboration  is  the  key  to 
cess,  and  a  people-ready  business  knows  it.  It  gives  them  a  backbone  of  easy-to-use  software  and 
Jtions  designed  to  work  in  concert:  Microsoft*  software.  Not  just  e-mail,  but  project  management 
:ware,  team  collaboration  sites,  and  fully  integrated  systems  and  data.  People  united  by  information 
people  united.  Microsoft.  Software  for  the  people-ready  business.5'"  microsoft.com/peopleready 
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:rosoft  Corporation.  All  rights  reserved.  Microsoft  and  "Your  potential.  Our  passion"  are  either  registered  trademarks  or  trademarks  of  Microsoft  Corporation  in  the  United  States  and/or  other  countries. 


Think  it's  time  for  server  optimization? 

(Or  are  you  okay  with  the  way  things  are  now?) 
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Hard  drives 
sold  separately 


SMART  BUY  -  $500 
INSTANT  SAVINGS1 


HP  ProLi 


-mount  Series  Server 


AMD  Opteron™  Processor  Model  250  (2.40GHz) 
1  Proven  two-way  AMD  Opteron™  performance 

and  2U  density 

1  Memory:  2GB  std.,  16GB  max. 
1  6  SCSI  hot-pluggable  drive  bays 
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Microsoft  Windows  Server™  2003  R2 

•  Takes  advantage  of  the  stability  and  security  of  a 
proven  code  base 

•  Improves  branch  office  server  solutions,  identity  and 
access  management,  storage  setup  and  management, 
and  application  development  inside  and  outside  your 
organization 

Open  Business  License'  $2299.99  CDW  915161 

APC  Smart  UPS"  1000VA 

•  Performance  power  protection  for  rack-mounted 
servers  and  data  networks 

•  Includes  PowerChute  Business  Edition  software 

•  Extended  range  Automatic  Voltage  Regulation 
(AVR)  Boost  and  Trim 

$569.99  CDW  434905 


the  Server  Solutions  You  Need  When  You  Need  Them. 

Is  managing  your  growing  number  of  servers  and  your  growing  storage  needs  getting  to  be  too 
much?  Then  server  optimization  may  be  just  the  answer.  From  server  consolidation  to  storage 
management,  networking  to  virilization,  CDW  can  answer  your  questions  and  get  you  the 
solutions  you  need.  So  call  CDW  today.  It's  time  you  ran  your  network,  not  the  other  way  around. 


'HP  Smart  Buy  instant  savings  reflected  in  price  shown;  HP  Smart  Buy  savings  based  on , a  comparison  of  the  HP  Smart  Buy  price  versus 
the  standard  list  price  of  an  identically  configuredproduct  if  purchased  separately;  savings  may  vary  based  on  channel  and/or  direct 
standard  pricing.  'Purchase  five  licenses  OR  one  processor  license  to  qualify  for  the  (V|icfosoft  Open  License  Business  program;  media 
must  be  purchased  separately;  call  your  CDW  account  manager  for  details.  Offer  subjectito  CDW's  standard  terms  and  conditions  of 
sale,  available  at  CDW.com.  ©  2006  CDW  Corporation 


The  Right  Technology.  Right  Awayj  | 

CDW.com  •  800.399.4CDW 

In  Canada,  call  888.898.CDWC  •  CDWM  | 
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"It  is  slow,  and  in  many 
ways  like  watching  the 
grass  grow." 

-Former  Federal  Reserve  Chairman 

Alan  Greenspan  on  the  lengthy  process 

of  weaning  Americans  off  petroleum, 

as  reported  by  The  Associated  Press 


ED  BY  DEBORAH  STEAD 

CHOOLS 

1EREN0 
/OMBAs 
E  ALIKE 

FORD'S  MBA  program, 
dy  highly  rated,  is  about 
idergo  a  radical  change, 
ine  6  the  Palo  Alto 
f.)-based 
less  school 
unced  a  new 
culum,  to  be 
jmented  in  the 
f  2007,  that 
js  two  new 
icteristics  to 
IBA  world: 
imization  and 
>ility.  Unlike  the 
tional  MBA  fare,  which 
res  core  courses  in  the 
rear  and  offers  electives 
t  second,  Stanford's 
culum  will  match  each 
:nt  with  a  menu  of 
;e  options  based  on  that 
adent's  past  education, 


work  history,  and  goals.  All 
students  must  also  sign  up 
for  a  global  experience,  like 
an  internship  overseas  or  an 
exchange  with  a  student 
from  Tsinghua  University 
in  China. 

Stanford's  B-school,  whose 
relatively  small  student  body 
(about  750)  and  large 
endowment  gives  it  the 

flexibility  to  rewrite 
its  playbook,  created 
the  new  MBA 
program  after 
soliciting  feedback 
from  hundreds  of 
students  and  alums. 
What  officials 
heard,  says  Garth 
Saloner,  an 
economics  professor 
who  headed  the  task  force 
that  developed  the  new 
program,  was  that  "the  one- 
size-fits-all  curriculum  wasn't 
working."  The  new  approach, 
he  says,  is  "part  of  the 
maturation  of  the  MBA." 

-  Geoff  Gloeckler 


THE  BIG  PICTURE 

ETHICS  In  a  recent  poll, 
53%  of  about  1,80(5 

lmunications  professionals  said  top 
lagement  is  an  organization's  conscience, 
ir  other  responses  reveal  that  employers 
i  be  sending  mixed  messages: 

Y  ORGANIZATION...  ■  AGREE  B  UNDECIDED  S  DISAGREE 
ssion  of  ethical/unethical  conduct  is  encouraged 


ical  behavior  that  results  in  personal  gain  is  reprimanded 


23%    9% 


ical  behavior  that  results  in  corporate  gain  is  reprimanded 


36%       13% 


frnational  Association  of  Business  Communicators 


CRISIS  MANAGEMENT 

Hyundai's  We're 
Sunk'  Defense 


IN  A  CORPORATE  CRISIS,  public-relations  experts  know,  a 
company  must  craft  its  public  messages  to  reassure  investors 
and  employees.  So  what  exactly  is  Hyundai  Motor  Co.  doing? 
Asked  by  Automotive  News  recendy  if  the  jailing  of  its  chairman, 
Chung  Mong  Koo,  has  affected  the  group's  strategic  planning 
for  Hyundai  and  Kia  Motors,  spokesman  Oles  Gadacz  replied: 
"With  Chairman  Chung  not  here,  people  are  sunk."  Ever  since 
Chung  was  arrested  and  jailed  in  April  on  charges  of  creating  a 
$100  million  slush  fund  to  bribe  officials,  Hyundai  officers  have 
publicly  lamented  their  "management  vacuum." 

Korean  securities  analysts  say  such  statements  are  aimed  at 
convincing  the  government  that  Chung's  prolonged 
imprisonment  would  seriously  harm  Hyundai  and,  in  turn, 
Korea's  economy,  given  the  620,000  workers  at  the  company,  its 
affiliates,  and  its  suppliers.  So  far  the  campaign  hasn't  scared 
investors  too  much:  Hyundai's  stock  has  fallen  8%  since 
Chung's  arrest,  less  than  the  10.8%  drop  in  Korea's  Kospi  index. 
But  the  tactic  may  underscore  the  real  challenge  Hyundai  faces: 
poor  corporate  governance.  Thomas  Joh,  dean  of  Konkuk 
University's  School  of  Business  in  Seoul,  says  the  chairman's 
concentrated  power  and  the  intragroup  dealing  that  allowed 
him  to  set  up  his  bribery  fund  will  weaken  Hyundai  globally  in 
the  long  run.  Few  expect  the  68-year-old  to  serve  a  long  prison 
term  if  convicted.  But  if  his  release  means  reverting  to  old 
practices,  Hyundai  will  be  heading  into  a  real  crisis. 

-Moon  Ihlwan  and  David  Kiley 
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REWIND 

GTC:NOWTHE 
SWEETHEART 
OF EUROPE 

THE  SAGA  OF  Sweetheart  the 
goat  and  her  creator,  GTC 
Biotherapeutics,  the 
Framingham  (Mass.)  biotech 
company,  may  end  on  a  high 


note  after  all  (BW— Jan.  16). 
On  June  2,  the  European 
Medicines  Agency  issued  a 
positive  opinion  on  GTC's 
ATryn,  the  first  drug  derived 
from  the  milk  of  a  genetically 
modified  animal.  Sweetheart 
and  the  rest  of  her  herd  were 
engineered  to  carry  a  single 

BLOGSPOTTING 

ONLY  CONNECT 

publicknowledge.org 

»WHY  READ  IT  For  opinions 
on  technology,  public  policy, 
and  the  economy. 

»N0TABLE  POST  "On  a  recent 
trip  to  London,  I  was 
astounded  by  an  ad... for  a 
company  called  Be  [Un 
limited].  It  advertised  24 
[megabytes  per  second] 
service  at  24  British  pounds 
per  month— about  $50.  To  get 
something  comparable 
here... you  would  have  to  pay 
about  $180  per  month.... 
Dozens  of  companies  [offer] 
broadband  throughout  the 

U.K As  our  legislators 

contemplate  the  fate  of  Net 
Neutrality  legislation,  they 
may  want  to  consider  the 
win-win  situation  abroad  and 
adjust  their  thinking." 
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human  gene  that  lets  the 
goats  produce  a  clot- 
preventing  human  protein  in 
their  milk.  The  protein, 
normally  found  in  blood, 
prevents  dangerous  clots  in 
surgery  patients  whose  bodies 
don't  make  enough  of  it 
naturally.  Initially,  European 
regulators  rejected  the  drug 
over  concerns  that  the  clinical 
trials  didn't  include  enough 
patients  and  that  the  process 
for  making  the  end  product 
would  differ  from  the  one  for 
the  trials.  But  after 
reexamining  data  provided  by 
GTC  and  consulting  experts, 
the  agency  reversed  itself,  and 
GTC's  shares  rose  85%,  to 
$1.81  a  share. 

GTC  is  completing  clinical 
trials  needed  for  U.S. 
approval.  Rodman  &  Renshaw 
analyst  Navdeep  Jaikaria, 
who  estimates  ATryn  could 
eventually  hit  $226  million  in 
annual  sales,  sees  the 
European  opinion  as 
"positive  for  the  biotech 
industry."  -Arlene  Weintraub 


IF  I  CAN  MAKE  IT  THERE 

A  survey  soon  to  be  released  by  the  nonpra 
CEOs  for  Cities  shows  that  two-thirds  of 
college-educated  adults  aged  25  to  34  deciq 
first  where  to  live,  then  where  to  work.  New 
York  was  named  both  the  most  appealing  ci: 
(culture)  and  the  least  (crowds).  Other 
desirable  locales:  Los  Angeles,  San  Francisc< 
and  San  Diego,  where  the  climate  admittedh 
a  lure.  Washington  (perceived  as  dangerous'; 
joined  New  York  on  the  least-desirable  list. 
Overall,  respondents  both  married  and  singt 
say  they  are  drawn  to  safe,  clean,  affordable* 
cities.  The  message,  says  Carol  Coletta,  hea; 
of  CEOs  for  Cities:  Companies  that  "want  to: 
attract  young  talent"  can't  afford  to  disengap 
from  civic  involvement.  -Susan  Beril 


3FORMANCE.     PRESTIGE.     PASSION     FOR     INNOVATION 


Abea^tifu    -  -      ::■-.-    »s  well.  Here  a:  :  ■ - 

share  the  same  philosophy,  It  is  expressed  throiigji       - 
minded  commitment  to  building  uitra-efficientwn--  istrur 
for  the  most  demanding  professionals.  Our  chronographs 

the  highest  criteria  of  sturdiness  and  functionality,  and  we 
submit  all  our  movements  to  the  merciless  tests 
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Institute.  One  simply  doesnot  become 
an  aviation  supplier  by  chance. 

www.  brei  tline.com 
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NOW  THIS 
MAY  HURT 
AUTRE 

Try  not  to  be  hospitalized  over 
the  next  few  months. 
Unhappy  about  an  upcoming 
decision  by  the  National 
Labor  Relations  Board,  some 
of  the  country's  500,000  or 
so  unionized  nurses  (out  of 
2.4  million  nurses  overall)  are 
considering  a  rash  of  strikes. 
The  NLRB  is  poised  to  rule 
that  nurses  who  direct 
colleagues  even  part  of  the 
day  are  supervisors— a 
decision  that  could  affect  up 
to  a  third  of  unionized  nurses. 
Such  "charge  nurses"  could 
still  be  in  unions,  but 
employers  would  be  free  to 
fire  them  for  union  activity.  As 
a  result,  the  nurses  are 
demanding  guarantees  from 
employers  that  they  won't  be 
fired  for  being  in  unions.  In 
early  June,  some  7,000  nurses 
and  other  health-care  workers 
at  eight  New  Jersey  hospitals 
threatened  to  strike  before 
winning  this  new  protection  in 
theircontracts.  If  the  NLRB 
rule  is  written  broadly,  says 
AFL-CIO  Organizing  Director 
Stewart  Acuff,  it  could  also 
cause  disruptions  in 
construction  and  other 
industries  where  workers 
supervise  colleagues  as  part 
of  their  job.   -Aaron  Bernstein 


BOOK  BATTLE 

A  POND- 
HOPPING 
PAGE TURNER 

THE  "SPECIAL  relationship" 
between  Britain  and  the  U.S., 
literary  branch,  is  under 
strain.  The  issue:  British 
publishers  are  upset  about 
how  many  English-language 
books  published  in  America 
are  being  sold  directly  into 
Europe  in  this  Web-enabled 
age— and  into  Britain  itself. 
British  publishing  houses 
want  U.S.  publishers'  author 
contracts  to  acknowledge  all 
of  Europe  as  the  British 
houses'  distribution  domain. 
U.S.  publishers  say  Europe 
should  be  an  open, 
competitive  market  for 
selling  English-language 
books.  So  heated  is  the 
debate  that  two  weeks  ago 
publishing  big  shots  like 
Gina  Centrello,  president  of 


WEB-SPINNING 

GETTING 
TO  KNOW 
LENOVO 

THE  LEHOVO  GROUP  may  be  the 

world's  third-largest  personal 
computer  maker,  but  outside 
of  China,  where  it  got  its  start, 
not  many  people  are  familiar 
with  it.  So  the  company,  now 
based  in  Purchase,  N.Y.,  is 
trying  something 
that  would  have 
been  completely  out 
of  character  for  staid 
IBM,  whose  PC 
operations  Lenovo 
bought  last  year: 
viral  marketing. 

Lenovo  created  a 
spoof  Web  site,  The 
Lenovo  Tapes 
(wwwlenovo- 
tapes.com),  which 


Random  House  Publishing 
Group,  and  Simon  &  Schuster 

CEO  Jack  Romanos  crowded 
into  a  standing-room-only 
presentation  billed  "U.S./U.K. 
Turf  Wars:  The  Denning 
Rights  Issue  of  Our  Time"  at 
BookExpo  America,  the 
industry's  annual  trade  show. 
The  dispute  is  being  fueled 
by  the  weak  dollar,  which 
makes  US.-published  books 
especially  tempting  to 
European  wholesalers  serving 
the  EU  market  for  books  in 
English.  Once  the  books 
arrive  on  the  Continent,  they 


pretends  to  let  viewers  in  on 
some  superadvanced 
technologies  being  tested  by 
the  company.  The  site's 
anonymous  producer  has 
supposedly  received  some 
purloined  videotapes 
revealing  the  secret  research. 
Once  viewers  click  through  to 
the  tapes,  the  joke  is 
apparent.  One  clip  shows  a 
Lenovo  notebook  computer 
being  dropped  by  a  test-      » 
robot,  then  defying  gravity 


are  easily  sold  into  Britai 
thanks  to  EU  single-marl 
laws.  Hachette  Livre  ceo  j 
Hely-Hutchinson  estima 
the  annual  European  tra< 
U.S.  books  at  $93  millioD 
Caught  in  the  middle 
authors  and  their  agents 
Brian  DeFiore,  a  New  Yc 
agent,  laments  that  a  oni 
"fairly  easy  negotiating 
point"  about  geographic 
rights  with  houses  on  bo 
sides  of  the  Atlantic  is  n< 
"so  charged  that  publish 
are  pulling  deals  off  the 
table."  -Hardy 


before  gliding  to  an  abst 
soft  landing.  Another  shl 
lab  technician  leaving  hi 
post  and  being  replaced, 
holographic  twin. 

The  idea  of  promotinf 
Lenovo  through  viral 
marketing  came  from  M 
Etherington,  Lenovo's 
distribution  marketing 
manager.  MEME  London, 
British  marketing 
consultancy,  came  up  w< 
the  spoof  concept.  The  \ 
were  shot  in  Geneva,  wl 
their  creators  had  to  scr 
to  find  an  Asian  man  to 
the  lab  technician.  (A  g£ 
Chinese  investment  ban 
was  pressed  into  service 

Since  it  appeared  a  fe 
weeks  ago,  the  site  has  1 
more  than  3  million  visi 
Says  Etherington:  "We; 
across  the  point  that  we  I 
Lenovo,  we  exist,  and  w 
innovative."       -Steve  l\ 
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VHAT'S  OBVIOUS  TO  YOUR  EARS 
DISCREETLY  HIDDEN 
ROM.  YOUR  EYES. 


N  ENTIRELY  NEW  ES.  THE  LEXUS  ES  35.6, 

:r.e  most  sophisticated  audio  system  you'll  never  see.  Fourteen  speakers  surround  you.'subtly-jjisced  to  take  advantage  of  the  contours  within  the 
ocations  revealed  richly,  precisely  to  the  6af.  The  Mark  Levinson    Premium  Surround  Sound  System  is  but  one  of  the  many  meticulously 
-■■:■■  systems  offered  on  the  2007  ES35Q:  A  car  engineered  for  your  senses  as  mucnas  it  is  for  the  road.  To  learn  more,  visit  AIINewES.com. 


THE  PASSIONATE  PURSUIT  QF  PERFECTION. 
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Introducing  IN 


ASSISTANT  MANAGING  EDITOR  Bruce  Nussbaum  likes  to  say  t 
innovation  is  "the  new  black."  Bruce,  who's  usually  clad  i 
black  and  has  an  abiding  passion  for  innovation,  means  tl 
if  s  the  very  latest  thing.  He's  right,  of  course,  judging  by  1 
speed  with  which  companies  are  accelerating  efforts  to 


change  their  cultures,  foster  innovation, 
and  serve  customers  more  effectively. 
Innovation,  or  "design  thinking,"  is,  we 
believe,  something  truly  important  and 
enduring,  not  just  the  latest 
management  fad.  That's  why 
we're  launching  IN:  Inside 
Innovation,  a  quarterly 
magazine  within  BusinessWeek 
devoted  to  helping  companies 
share  insights  and  best 
practices  in  this  exciting  area. 

Our  ambitious  goal  is  to  be 
part  of  a  larger  conversation 
about  how  companies— and 
society— can  use  the  methods 
and  metrics  of  design 
thinking  to  become  better  at 
what  they  already  do,  as  well 
as  to  imagine  entirely  new 
enterprises. 

That  sort  of  unconventional 
approach  led  us  to  collaborate  with 
Modernista!.  The  Boston  creative 
agency  is  perhaps  best  known  for  its 
whimsical  Hummer  ads  but  is  hardly  a 
traditional  magazine  designer. 
Nussbaum,  IN's  editor  and  the  architect 
of  BusinessWeek.com's  popular 
Innovation  &  Design  channel 


PRESIDENT:  William  P.  Kupper  Jr. 

SR.  VP.  OPERATIONS:  Gary  B  Hopkins 

SR.  VP.  PUBLISHER,  NORTH  AMERICA:  Geoffrey  A  Dodge 
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VP,  SALES  DEVELOPMENT:  Kimberly  L.  Styler 


NUSSBAUM  On  a 

rare  white-shirt  day 


(businessweek.com/innovate),  has 
tracking  the  creation  of  IN  on  his  bi 
NussbaumOnDesign.  He  writes:  "\ 
broke  lots  of  rules  designing  IN- 
started  changing  culture  at  BW  alo 

the  way Modernistali 

our  DNA."  The  ad  agenc 
integrated  BusinessWeek 
work  online  and  in  print 
create  a  unique  product 
appealingly  melds  the 
flavors  of  both  media.  It 
magazine  that  is,  I  think 
will  agree,  both  visually , 
arresting  and  thought- 
provoking. 

"I'm  a  believer  in 
perfection  being  the  ene 
of  innovation,  so  issue 
No.  1  is  our  first  iteration 
says  Nussbaum.  "It  will  change  an* 
get  better." 

So,  welcome  to  IN.  Step  inside,  aii 
us  know  what  you  think  (e-mail 
bwreader@businessweek.com). 
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YOU  GOTTA  KNOW  WHEN  TO 
HOLD  'EM  AND  WHEN  TO  FOLD  'EM 

MY  CONCLUSION  AFTER  reading  Roben 
Farzad's  well-written  and  informative 
"Charter:  Cable's  sucker  stock"  (Finance, 
May  29),  on  Charter  Communications,  is 
that  he  never  took  Investing  101,  an  im- 
portant lesson  of  which  is  to  always  have 
a  stop-loss  point.  Farzad  was  not  neces- 
sarily naive  when  he  purchased  Charter 
stock.  His  motivation  sounds  reasonable, 
and  the  stock  may  have  been  fairly  valued 
in  the  market  of  1999. 

What  he  can  be  faulted  for,  however,  is 
not  cutting  his  losses  at  20%,  30%,  or  at 
some  level  from  which  recovery  of  lost 
capital  is  possible.  All  investors  pick 
some  stocks  that  go  the  wrong  way,  but 
good  investors  diversify,  cut  their  losses, 
and  move  forward  by  looking  for  other 
opportunities. 

-James  Bittman 
Chicago 

VERY  LIGHT  JETS  AND 
CONGRESSIONAL  ETHICS 

THERE  IS  A  GRAIN  OF  truth  when  James 
Manley,  spokesman  for  Senator  Henry 
Reid,  says:  "It  would  be  all  but  impossible 
to  do  these  campaign-related  trips  unless 


members  sometimes  have  access  to  pri- 
vate jets"  ("Loopholes  a  jet  can  fly 
through,"  News:  Analysis  &  Commen- 
tary, May  22).  These  trips  will  be  a  thing 
of  the  past  when  Very  Light  jets  start  fly- 
ing in  a  few  months.  Eclipse  Aviation 
Corp.  alone  has  orders  in  excess  of  2,500 
jets  that  will  be  available  to  lawmakers  for 
travel  to  faraway  places  with  3,000-foot 
runways,  day  or  night,  on  minutes'  notice, 
at  a  cost  of  roughly  first-class  fares. 

The  current  unethical,  discounted 
flights  will  be  history,  unless,  of  course, 
our  lawmakers  are  unethical. 

-David  Chigos 

Captain,  U.S.  Navy  (ret.) 

Point  Loma,  Calif. 

IN  LATIN  AMERICA,  SO  MUCH 
PROGRESS,  SO  QUICKLY  LOST 

SOME  OF  THE  FONDEST  memories  of  my 
life  are,  as  a  young  boy,  spending  my  sum- 
mer vacations  with  my  parents  at  the  edge 
of  Ecuador's  Amazon  rain  forest  ("Adios, 
Occidental?"  The  Business  Week,  May 
29).  Working  for  an  Anglo-American  pe- 
troleum company,  my  father  was  involved 
in  the  early  oil  exploration  efforts  in 
Ecuador— efforts  that  have  finally  paid  off 
(Ecuador  has  Latin  America's  fifth-largest 


oil  reserves).  As  an  Ecuador-born,  i 
ralized  American,  it  thus  pains  nl 
watch  the  ongoing  spectacle  of  whai 
call  "the  nationalization  parade"  (th 
est  being  Occidental  Petroleum  C 
free-trade  disputes,  and  other  negi 
economic-political  developments 
Ecuador  and  other  Latin  American  c 
tries.  These  developments  not  only  tr 
en  to  set  back  decades  of  economic 
political  progress  in  Latin  Ameria 
also  pose  energy  and  possibly  even  se 
ty  repercussions  for  the  U.S. 

What  pains  me  even  more  is 
some,  if  not  many,  of  these  anti-Ame 
developments  could  have  been  previ 
by  a  more  alert,  involved,  and  comp 
U.S.  Administration. 

-Dorian  de 
Major,  U.S.  Air  Force 
Austin^ 


A  MARRIAGE 

IS  NOT  A  BUSINESS 

MY  INITIAL  REACTION  to  "Can  this 
riage  be  managed?"  was  astonish  r 
(News:  Analysis  &  Commentary,  Ma; 
which  then  morphed  into  contempi 
the  concept.  While  I  wish  continue© 
cess  and  happiness  for  the  authors' 
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Muscle  gives  you  the  power.  Determination  gives  you  the  will  to  make  it  happen.      rbs.com 
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RRECTIONS  &  CLARIFICATIONS 

iia's  art  appreciation"  (Global  Business, 
e  5)  misidentifies  the  late  Chester 
witz  as  a  Texas  oilman.  He  was  a 
igner  and  handbag  manufacturer  from 
tester,  Mass. 

photo  caption  accompanying 
ommuter's  secret  weapon"  (Executive 
,  June  12)  should  have  listed  the  price 
ie  Dahon  Speed  Pro  TT  as  $1,199.95, 
$1,999. 


lips,  the  idea  that  a  marriage— a 
ership  forged  of  mutual  affection, 
ct,  and  love— can  be  run  like  a  busi- 
demotes  the  spiritual  connection 
n  a  healthy  relationship  from  the 
rpiece  to  a  mere  footnote. 

-B.T.  Foster 
Olathe,  Kan. 

URE  UAL  CORE'S  new  shareholders 
ppreciate  their  managers  spending 
Dn  this  project  while  the  company's 
s  have  dropped  10%. 

-Michael  Bond 
Lakewood,  Ohio 


THE  ONLY  'SENSE  OF  DESPERATION' 
HERE  IS  FROM  MARKETERS 

I  TAKE  ISSUE  with  retail  consultant 
Wendy  Liebmann's  view  that  postpartum 
fashion  lines  address  the  "sense  of  des- 
peration" new  mothers  feel  about  their 
bodies  ("Down  the  postpartum  runway," 
Up  Front,  May  29).  In  my  opinion,  it  is  a 
commercial  niche  that  instead  creates 
that  desperation,  akin  to  the  effect  that 
impossibly  tall,  thin,  busty  couture  mod- 
els have  had,  resulting  in  rampant  eating 
disorders,  plastic  surgeries,  and  shopping 
addictions  in  women  in  the  other  hor- 
monally  driven  spectrums  of  life— adoles- 
cence and  menopause.  Just  what  we 
need  to  subtiy  encourage  new  mothers  to 
join  those  ranks.  I'm  all  for  feeling  pretty, 
but  we  all  can't  look  that  way  all  the  time. 
-Karen  Ann  Deluca 
Alexandria,  Va. 

COLLEGE  SAVINGS  PLANS: 

LOOK  BEYOND  LOW  EXPENSE  RATIOS 

IN  "THE  FINE  PRINT  on  college  plans" 
(Personal  Finance,  May  8),  Anne  Terge- 
sen  correctly  pointed  out  that  expense  ra- 
tios are  an  important  consideration  for  in- 
dividuals evaluating  529  plans. 

In  addition  to  low  expense  ratios,  how- 


ever, investors  should  take  into  account  the 
all-in  costs  of  these  popular  college  savings 
vehicles,  including  in-state  tax  savings  and 
account  fees.  As  such,  a  resident  may  wise- 
ly opt  for  his  or  her  in-state  plan  if  the  re- 
sulting tax  saving  more  than  makes  up  for 
paying  modesdy  higher  expenses. 

-John  Heywood 

Principal,  Education  Markets 

Vanguard  Group 

Valley  Forge,  Pa. 
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CELEBRATING  A  CENTURY  1 906  |  2006 


A  Transamerica  Tradition 

of  Helping  Businesses  and  Employees 
Plan  for  Retirement 


When  Transamerica 
Occidental  Life  was  founded 
in  1906,  the  average  life 
expectancy  was  47  years. 
Today,  it's  77  years  and 
according  to  the  National 
Center  for  Health  Statistics, 
the  average  life  expectancy 
is  projected  to  be  about  85 
years  by  2040.  This  dramatic 
increase  in  lifespan  has 
resulted  in  an  urgent  need 
for  careful  retirement 


L^ 

*M~ 

IN  THE  1940s,  TRANSAMERICA 
OCCIDENTAL  LIFE  BEGAN 
OFFERING  RETIREMENT  PLANS 
TO  UNIONS  AND  ASSOCIATIONS 

planning  and  innovative 
retirement  products. 

In  1935,  Transamerica 
Occidental  Life  set  up  its 
first  pension  plan  to  provide 
retirement  benefits  to  the 
employees  of  Transamerica 
Corporation  (its  parent 
company)  and  Bank  of 
America.  It  expanded  its 
pension  business  in  the 
1940s  by  offering  plans  to 
unions  and  associations. 

In  the  1970s,  the  Federal 
government  completely 
changed  the  pension  land- 
scape. In  1974,  President 
Gerald  Ford  signed  the 
Employment  Retirement 


Income  Securities  Act 
(ERISA)  into  law  and,  in 
1978,  the  IRS  added  a  new 
provision  to  the  Internal 
Revenue  Code  referred  to 
as"401(k)."  Transamerica 
Occidental  Life  responded 
to  these  changes  by  launch- 
ing a  new  business  unit, 
called  Transamerica  Retire- 
ment Services1,  to  offer 
customized  retirement 
plan  solutions  for  small 
to  mid-sized  businesses. 

"401  (k)  plans  have 
emerged  as  highly  effective 
tools  for  Americans  to 
plan  and  save  for  retire- 
ment," says  Kent  Callahan, 
President  and  CEO, 
Transamerica  Retirement 
Services  ("TRS").  "TRS 
understands  that  small  to 
mid-sized  businesses  want 
_  to  provide  their  employees 
with  high-quality  401  (k) 
plans  -  plans  that  will  help 
them  attract  and  retain 
valuable  talent  and  help 
their  employees  prepare 
for  retirement." 

The  7th  Annual 
Transamerica  Retirement 
Surveys  found  that  93%  of 
survey  respondents  value 
a  401  (k)  or  similar  retire- 
ment plan  as  an  important 
employee  benefit.  And,  the 
majority  of  respondents 
indicated  they  would 
choose  a  job  with  excellent 
retirement  benefits  that 
meets  their  salary  needs 
-  over  a  job  with  highei  pay. 


The  survey  also  found 
that  while  Americans  are 
saving  for  retirement, 
53%  of  respondents  believe 
that  they  are  not  building 
a  large  enough  retirement 
nest  egg.  Over  70%  are 
concerned  that  they 
don't  know  as  much  as 
they  should  about  retire- 
ment investing. 

"Americans  recognize 
that  they  need  to  do  more 
to  prepare  for  a  comfort- 
able retirement,"  says 
Callahan.  "Our  ultimate 
measure  of  success  as  a 
company  is  our  ability 
to  provide  our  business 
customers  with  the  best 
tools,  products  and  ser- 
vices -  so  they  can  help 
their  employees  achieve 


1  Transamerica  Retirement  Service  \ 
(Transamerica  or  TRS),  a  marketing 
unit  of  Transamerica  Financial  Life 
Insurance  Company  and  its  affiliate) 
specializes  in  the  promotion  of  retir* 
ment  plan  products  and  services. 

2  Transamerica  Center  for  Retiremei ) 
Services  Omnibus  Survey,  conducts 
by  Zogby  International  in  July  2005 
Zogby  International  conducted 
interviews  with  1200  adults  chosen 
at  random  nationwide.  All  calls  wer 
made  from  Zogby  International 
headquarters  in  Utica,  N.Y.,  from 
July  26  through  July  30,  2005.  The 
margin  of  error  is  +/  -  2.9  percentag 
points.  Numbers  have  been  rounde 
to  the  nearest  percent. 


TransamerkI 

1906  •  100  YEARS  *  2 


We've 


SEEN  A  LOT  OF 
i   LIFE  IN  1 A  A  YEARS 


We  were  there  when  FDR  began  to  lift  the  country 
out  of  the  Great  Depression.  Did  our  part  during 


World  War  II.  Heard  Martin  Luther  King,  Jr.  tell  the 


truth.  We  were  huddled  around  the  television — 
just  like  you — when  Neil  Armstrong  took  the  first 
steps  on  the  moon.  We've  witnessed  power  shifts 
in  Washington.  And  dramatic  social  change. 
We've  seen  anger.  And  joy.  And  triumph.  And  we 
understand  just  how  fast  life  can  change. 

This  year,  Transamerica  Occidental  Life  Insurance 
Company  celebrates  one  hundred  years  of  helping 
individuals,  families,  and  businesses  protect  and 
plan  for  the  future.  In  an  age  where  things  come 
and  go  very  quickly,  one  hundred  years  of  stability 
is  certainly  something  to  celebrate. 
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ict  your  financial  professional,  or  call  1-800- PYRAMID  •  www.transamerica.com 


Transamerica 


1906  •  100  YEARS  •  2006 
The  Power  of  the  Pyramid 


produi  is  underwritten  by  Transamerica  Occidental  life  Insurance  Compart 
hy  Transamerica  Financial  Life  Insurance  Company,  Purchase,  NY:  Nm  avaita  Transamerica  companies  are  members  of  the  AEG0N  Group. 


Technology&You 


BY  STEPHEN  H.  WILDSTROM 


Palm  Barks  Up  the  Right  Treo 

Back  in  January,  Palm  surprised,  and  even  offended,  some  of  its  most 
dedicated  customers.  It  brought  out  its  latest  and  greatest  hardware,  the 
Treo  700w,  based  on  Microsoft's  Windows  Mobile  software.  Palm  has  no 
atoned  for  this  with  the  introduction  of  the  Treo  700p.  It  runs  Palm 
software,  which  Palm  loyalists,  myself  included,  find  much  easier  to  use. 


But  even  as  Palm  is  returning  to 
its  roots,  it  is  also  offering  users 
something  new.  The  700p  ($399 
with  a  two-year  contract  with  Sprint 
or  Verizon  Wireless)  delivers  wireless 
broadband  to  your  laptop. 

This  idea  isn't  exactly  shocking. 
Both  Sprint  and  Verizon  offer 
customers  a  number  of  phones, 
including  the  700w  and  other  Windows 
Mobile  products,  that  run  on  their  new^ 
high-speed  data  networks.  If  s  technicalrjM 
simple  to  connect  these  phones  to  a  laptogj 
so  that  your  computer,  and  not  just  your 
handheld,  has  Internet  access  anywhere 
you  have  coverage.  But  until  now,  the 
carriers,  unsure  of  how  to  price  the  service 
and  nervous  about  overloading  their  systems, 
have  barred  this  use.  With  the  newest  Treo, 
both  Verizon  and  Sprint  (whose  Treo  I  tested) 
are  encouraging  subscribers  to  use  the  700p  as 
a  high-speed  modem  for  laptops. 

The  speedy  EV-DO  wireless  networks  (called 
BroadbandAccess  by  Verizon  and  Mobile  Broadband  by 
Sprint)  offer  downloads  at  up  to  500  kilobits  per  second.  Even 
in  locations  where  the  networks  aren't  available,  you  still  get 
decent  dial-up  speeds.  Of  course,  you  do  have  to  pay  extra  for 
broadband.  The  cheapest  Sprint  voice  plan  with  unlimited 
handheld  data  costs  $50  a  month,  and  adding  unlimited  use 
of  the  Treo  as  a  modem  for  a  laptop  costs  another  $50. 
Verizon  charges  at  least  $80  for  a  voice  and  data  plan,  plus 
$15  for  unlimited  laptop  data. 

GETTING  THE  TREO  TO  TALK  TO  YOUR  laptop  requires  little 
more  than  installing  some  software  on  the  computer.  Then,  if 
you're  on  a  Windows  machine,  you  connect  the  Treo  with  the 
sync  cable.  Once  hooked  up,  the  laptop  uses  the  Treo  as 
though  it  were  an  internal  wireless  modem.  With  some 
laptops,  you  can  skip  the  cable  and  make  the  connection 
using  Bluetooth  instead.  But  on  a  PC,  that  requires 
penetrating  the  considerable  mysteries  of  Windows 
Bluetooth,  and  it  can  also  cut  your  connection  speed.  (Macs 
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don't  offer  the  cable  option.  Fortunately,  setting  up  Bluett 
is  much  easier  on  a  Mac.) 

The  hardware  of  the  700p  is  almost  identical  to  the 
Windows-based  model:  the  same  Intel  processor,  60  mega 
of  usable  memory,  a  1.3  megapixel  camera,  and  even  the  si 
keyboard,  though  some  keys  have  different  functions.  Onr 

important  improveme: 

The  Treo  700p 
uses  Palm's 


easy  software 

and  delivers 

broadband 

to  laptops 


a  33%  increase  in  sere 
resolution,  which  is  vet) 
nice  for  viewing  photo<| 
videos. 

The  operation  of  thtj 
700p  will  be  familiar  1 
anyone  who  has  used  j 
Treo  600  or  650,  sinct 
programs  and  functioij 
are  essentially  the  sa 
The  device  comes  wit!  J 
Documents  To  Go 
software  that  lets  you 
and  edit  Microsoft  Office  files.  But  in  one  small  way,  the  / 
is  actually  a  step  backward  from  the  650:  The  older  modd 
had  all  of  the  navigation  keys  clustered  at  the  top  of  the 
keyboard.  When  Palm  embraced  Windows  on  the  700w,  l 
Menu  key  annoyingly  ended  up  at  the  bottom  right  of  the: 
keyboard,  and  Palm  failed  to  rectify  this  with  the  700p. 

The  700p  gives  Palm's  software  a  new  lease  on  life,  tho 
its  long-term  future  remains'  clouded.  Networking  featuri 
particular  are  primitive  compared  with  whaf  s  available 
Windows  Mobile,  and  the  next  generation  of  products,  wl 
will  be  expected  to  switch  freely  between  Wi-Fi  and  cell-tj 
networks,  may  be  a  real  challenge  for  Palm.  The  new  own 
the  Palm  operating  system,  a  Japanese  company  called  Ac 
is  attempting  a  complete  rewrite  based  on  Linux,  but  it  is 
clear  how  long  this  will  take.  For  now,  the  great  thing  abo 
having  the  700w  or  the  700p  is  that  consumers  can  pick  t 
software  of  their  choice  on  an  excellent  piece  of  hardware 
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access 


Florida  Guardian  ad  Litem  Saw  the  Future  of  Child  Advocacy. 

I  Citrix  Provided  Access. 


"Custody  rulings.  Foster  care.  Adoptions.  Our  founding  vision  was  to  give  every  abused 
and  neglected  child  in  Florida  a  strong  advocate  in  court.  Two  years  later,  we're  well  on 
our  way.  Today,  program  staff,  attorneys  and  over  5,000  volunteers  represent  more 
than  27,000  children.  Instead  of  information  in  file  drawers  scattered  all  over  the  state, 
Citrix  software  gives  advocates  secure  access  to  our  case  management  system  from 
anywhere.  Resources  are  precious,  so  we  must  apply  them  wisely,  not  waste  time 
chasing  data.  These  kids  depend  on  us.  That's  why  we're  depending  on  Citrix  to  take 
us  the  rest  of  the  way  to  advocate  every  Florida  child  in  need. " 

JOHNNY  C.  WHITE 

CIO 
Florida  Guardian  ad  Litem  Program 


Access  your  future  today  at 
citrix.com. 


itrix  Systems,  Inc.  All  rights  reserved.  Citrix*  is  a  trademark  of  Citrix  Systems,  Inc. 
e  or  more  of  its  subsidiaries,  and  may  be  registered  in  the  United  States  Patent 
Bmark  Office  and  in  other  countries.  All  other  trademarks  and  registered 
(S  are  the  property  of  their  respective  owners. 


CITRIX 


MediaCentric 

Media,  Marketing,  and  Advertising  in  the  21st  Century 


BY  JON  FINE 


Dog-Bites-Man  Thinking 


i 


Let's  go  back  to  another  time.  It  is  just  before  the  peak  of  the  dot-com 
boom.  A  prominent  media  player  unveils  a  surprise  deal  that  will  resha 
the  company  and,  it  insists,  uniquely  position  it  to  capture  elusive 
synergies.  No,  if  s  not  Time  Warner  teaming  up  with  AOL.  If  s  Tribune  ( 
buying  Times  Mirror  Co.  J  At  the  time,  Tribune's  management  was  bel« 


r 


by  Wall  Street  and  had  a  proven  track  record 
with  acquisitions,  unlike  Time  Warner, 
including  a  string  of  TV  deals  in  the  mid- 
1990s  that  more  than  doubled  its  station 
holdings.  (After  a  just-announced  sale  of  one 
station  is  completed,  it  will  have  25.)  It  also 
invested  in  tech  companies,  notably  in  a  new 
service  called  America  Online  in  1991.  All 
this  burnished  its  rep  as  a  smart,  steady 
conglomerate.  In  a  media  world  heavily 
concentrated  on  the  coasts,  the  Chicago- 
based  Tribune  won  kudos  for  managing  with 
Midwestern  common  sense.  (I  wrote  as 
much  myself,  briefly  forgetting  that  Chicago 
isn't  Peoria.)  Then,  in  March,  2000,  came  the 
$8.3  billion  deal  for  Times  Mirror,  publisher 
of  the  Los  Angeles  Times  and  Long  Island's  Newsday,  which 
definitively  made  Tribune  a  large-market  company.  All  of 
which  helps  explain  why  Tribune  announced  on  May  31  that  it 
will  borrow  billions  in  order  to  buy  back  about  one-fourth  of  its 
shares— a  deal  opposed  by  Times  Mirror's  founding  family,  the 
Chandlers,  who  control  12%  of  Tribune's  shares.  Tribune  has 
been  beset  by  problems,  some  self-inflicted,  some  not.  But  Mid- 
western common  sense  clearly  did  not  prevent  some  bad  bets. 

THE  TIMES  MIRROR  DEAL  INCREASED  Tribune's  dependence  on 
newspapers,  which,  righdy  or  wrongly,  Wall  Street  now 
abhors.  (Today,  73%  of  its  revenue  comes  from  newspapers 
and  27%  from  broadcasting;  previously  the  split  was  55/45.)  It 
shows  in  the  company's  stock,  which  in  recent  years  has 
underperformed  many  publishing  peers.  More  important, 
Tribune  bet  on  strategies  that  now  look  shaky.  Buying  Times 
Mirror  was  predicated  on  synergies  flowing  from  newly 
created  TV-newspaper  duopolies  in  markets  such  as  Los 
Angeles  and  extracting  extra  juice  from  advertisers  with  its 
new  national  footprint.  In  2001,  then-CEO  John  Madigan  told 
BusinessWeek  he  expected  Tribune  Media  Net— a  unit  created 
to  sell  cross-platform  and  cross-property  ad  packages— to  lure 
an  incremental  $200  million  in  national  advertising  in  2005. 
In  2004  the  company  netted  an  incremental  $85  million  from 
such  sales— and  has  since  stopped  quantifying  Tribune  Media 
Net's  performance,  says  a  spokesman.  The  spokesman  said 
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executives  could  not  comment  duri 
quiet  period. 

Nor  has  broadcasting  buoyed  tit 
pany  While  Tribune  never  got  casls, 
from  its  22.5%  stake  in  the  WB  Ne 
most  of  its  stations  were  affiliates 
was  great  when  the  WB  was  hot  bi) 
when  its  ratings  started  tanking  iri 
A  circulation-overstatement  scano 
Newsday  and  Spanish-language 
last  year  crimped  results  and  tan 
a  squeaky-clean  image.  Business 
malaise  and  a  flat  top  line  continuu 
Los  Angeles  Times,  the  company's  1 
single  asset,  accounting  for  almosi 
of  total  revenues. 
TVjVn  1 1-» p'o  Tribune  still  banks  on  its  t 

±1 1UUI1C  a  market  strategies,  current  CI 

StjTateSTV  J§  Dennis  FitzSimons  has  said.  I 

j .  &J  |  -a  continues  to  follow  a  traditio 

predictable:     playbook.  When  Tribune  bot 
CI  o  cV»  s  Angeles  Times,  the  paper  i 

Old^n  around  1,200  newsroom  em): 

today  it  has  950.  The  flagshij; 
Chicago  Tribune— which,  unl 
Times,  has  growing  revenues 
went  through  layoffs  last  yea 
May  the  company  promised  an  additional  $200  millio 
cost  reductions  and  even  more  job  cuts. 

Those  with  long  media  memories  may  recall  that  a 
reluctance  to  invest,  coupled  with  poor  union  strategic; 
the  near-suffocation  of  New  York  City's  Daily  News  bac 
1980s  and  early  '90s  when  the  then-Tribune-owned  pi 
the  country's  biggest.  But  set  that  aside  for  now.  Tribui 
may  best  illustrate  the  limitations  of  simply  buying  big 
and  squeezing  out  costs.  Here's  a  crazy  idea:  a  conglon 
tries  investing  in  its  properties  instead  of  hacking  at  co 
quality  is  the  last  argument  traditional  media  can  offer 
slashing  staff  is  a  strange  way  to  get  there.  II 
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JAMES  C.  COOPER 
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l  Slowdown  Investors 
liould  Cheer,  Not  Fear 

:ooler  economy  will  take  pressure  off  inflation  and  interest  rates 


U.S.  ECONOMY 


Investors  should  always  be  careful  what  they  wish 
.  This  time  they  were  hoping  for  a  slowdown  in  the  economy  that 
•uld  calm  inflation  fears  and  finally  put  an  end  to  the  Federal 
serve's  two-year  barrage  of  interest  rate  hikes.  What  they  got  is  a 
w  set  of  worries.  Recent  data,  headlined  by  a  surprisingly  weak 


rt  on  the  May  labor  markets,  show  not  only  that  the 
omy  is  cooling  off  but  that  growth  is  slowing  sharply, 
ist  in  the  second  quarter.  Fed  Chairman  Ben  S. 
anke's  unexpectedly  hawkish  remarks  on  inflation  in 
le  5  speech  only  fueled  those  concerns  (page  42). 
hat's  a  beleaguered  investor  to  do?  First  of  all,  don't 
:.  Growth  in  the  second  quarter  was  due  to  slow 
ray,  after  the  first  quarter's  rapid  5.3%  advance  in  real 
s  domestic  product.  That  surge  was  exaggerated  by 
inusually  warm  winter  and  a  rebound  effect  after  last 
s  hurricanes,  which  generated  a  lot  of  consumer 
ding  and  housing  activity  that  would  not  normally 
occurred.  Some  of  that  business  was  effectively 
rowed"  from  the  second  quarter.  This  quarter's 
en  weakness  is  unlikely  to  be  repeated  in  the  second 
given  good  prospects  for  steady,  if  more  moderate, 
th,  along  with  the  still  upbeat  expectations  of  top 
less  executives  (chart). 

sides,  a  slowdown  is  just  what  Bernanke  ordered, 
jugh  the  markets  gasped  at  his  hawkish  comments, 
irst  half  of  his  speech  was  about  the  economy's 
isition"  to  slower  growth— a  transition,  he  noted, 
would  likely  be  necessary  to  assure  a  sustainable, 
nflationary  expansion.  And  indeed,  he  said,  "the 
ipated  moderation  of  economic  growth  seems  now 
under  way."  Slower  growth  will  provide  strong  anti- 
ion  medicine,  although  with  a  delayed  reaction.  So 
if  the  Fed  lifts  rates  again  at  its  June  28-29  meeting, 
:  hikes  are  unlikely. 

REASON  INVESTORS  are  so  skittish  right  now  is 
the  surge  in  gasoline  prices,  coupled  with  the  ongoing 
ning  in  housing,  appears  to  have  resulted  in  a  much 
»er  slowdown  than  most  analysts  had  expected.  In 
cular,  the  20%  jump  in  gas  prices  from  the  first 
ter  to  the  second  quarter  required  consumers  to  sheD 
n  additional  $60  billion  at  the  pump  for  the  same 
int  of  gas.  Measured  at  an  annual  rate,  that  translates 
1 2.7%  increase  in  consumer  spending— just  on  gas- 
rig  a  lot  of  money  unavailable  for  other  purchases. 
April  consumer  buying  began  the  quarter  on  a  weak 
and  in  May  consumer  confidence  took  a  hit.  Also  in 
weekly  surveys  of  store  sales  looked  tepid  and  car 


sales  stumbled  badly.  Consumer  spending  for  the  quarter 
is  on  a  pace  to  grow  only  in  the  l%-to-2%  range,  after  the 
first  quarter's  robust  5.2%  advance.  Keep  in  mind  that 
consumer  outlays  are  two-thirds  of  real  gross  domestic 
product,  meaning  that  a  weak  GDP  report  is  already  baked 
in  the  cake. 

Not  only  that:  The  housing  slowdown  intensified  this 

quarter.  Demand 
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indicators  from  mortgage 
applications  to  pending 
home  sales  have 
weakened  considerably. 
Pending  sales  of  existing 
homes,  which 
foreshadow  future  sales 
numbers,  fell  in  April  by  a 
a  steep  3.7%  from  March. 
That  was  the  largest 
monthly  drop  in  more 
than  2%  years,  and  it 
suggests  that  May  sales, 
to  be  reported  on  June  27,  declined  sharply. 

Also,  a  separate  report  showed  a  falloff  in  April  outlays 
for  residential  construction,  which  is  a  direct  input  into 
the  government's  GDP.  That  decline  may  be  signaling 
that  housing  subtracted  from  quarterly  GDP  growth  for 
the  first  time  since  the  2001  recession. 

TO  SOME  EXTENT,  at  least,  these  second-quarter 
patterns  in  consumer  spending  and  housing  had  been 
expected.  The  weakness  partly  reflects  the  genuine 
cooldowns  in  those  two  sectors,  but  it  also  shows  some 
temporary  payback  from  the  first  quarter's  overstated 
strength.  That  may  well  be  part  of  the  explanation  for  the 
surprising  softness  in  May  job  growth. 

Businesses  added  a  scant  75,000  workers  to  their 
payrolls  in  May,  and  the  Labor  Dept.  revised  down  its 
earlier  estimates  of  March  and  April  job  gains  by  a  total 
of  37,000,  to  175,000  and  126,000,  respectively.  Except  for 
a  couple  of  periods  of  foul  weather,  that/ s  the  smallest 
three-month  increase  in  about  two  years.  The  housing 
and  consumer  sectors  were  a  big  part  of  the  weakness.  In 
April  and  May,  payrolls  in  construction  and  retail  trade 
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shrank  by  28,000  and  26,000,  respectively,  the  first  back- 
to-back  monthly  drops  in  more  than  three  years  (chart). 

THE  IMPORTANT  QUESTION  investors  need  to  consider, 
though,  is  not  what's  happening  in  the  the  second 
quarter.  If  s  where  the  economy  is  headed  in  the  second 
half.  On  that  front,  the  sharp  slowdown  in  growth  this 
quarter  does  not  appear  to  be  a  precursor  of  a  protracted 
period  of  economic  malaise. 

Despite  the  recent  slowdown  in  job  growth,  labor 
markets  remain  tight,  with  the  jobless  rate  at  a  low  4.6%. 
So  far  this  year,  monthly  payroll  gains  have  averaged 
146,000  jobs.  That  pace  is  a  bit  slower  than  the  165,000 
clip  for  all  of  last  year,  but  if  maintained,  that  rate  is 
sufficient  to  keep  the  jobless  rate  from  rising.  It  will  also 
generate  wage  income  fast  enough  to  support  a  healthy,  if 
less  robust,  pace  of  consumer  spending. 

Although  manufacturing  activity  appears  to  be 
slowing,  based  on  the  dip  in  the  May  purchasing 
managers'  index,  strong  global  growth  likely  topping  4% 
this  year  will  support  exports  and  factory  production. 
And  business  investment  is  set  to  continue  growing 
rapidly  amid  high  profitability  and  pressure  on  existing 
production  capacity. 

Importantly,  business  executives  remain  upbeat, 
despite  the  recent  uncertainties  over  oil  prices  and 
interest  rates.  The  116  CEOs  polled  in  the  Business 
Roundtable's  second-quarter  CEO  Economic  Outlook 
Survey  see  continued  strength  over  the  next  six  months. 
Boardroom  expectations  for  sales,  capital  spending,  and 


hiring,  summarized  in  the  Roundtable's  index,  are  ea( 
slightly  below  their  readings  of  the  first  quarter,  but  tr 
remain  at  comparatively  high  levels.  The  overall  inde> 
dipped  to  98.6  from  102.2  in  the  first  quarter,  but  it 
remains  in  the  94-to-104  range  it  has  been  in  for  the  j 
two  years,  when  the  economy  grew  3.5%  annually. 

Finally,  as  Bernank 


WHERE  THE  LABOR 
MARKET  IS  SOFTENING 
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noted  on  June  5,  credi 
conditions  remain 
relatively  easy.  Even 
though  investors  are 
demanding  greater 
compensation  for  the 
added  risks  they  see,  1 
spread  between  yields 
corporate  bonds  and 
riskless  Treasury 
securities  remains 
narrow,  a  sign  of 
favorable  borrowing 
conditions  in  the  credit  markets.  Also,  last  month's  Fe 
survey  of  senior  loan  officers  indicates  that  banks  ren 
willing  to  lend. 

Right  now  investors  are  running  scared  because  it  I 
looks  as  if  the  economy  is  weakening  even  as  inflatior 
picking  up.  That's  a  double  whammy— bad  for  both 
stocks  and  bonds.  But  looking  further  down  the  road,! 
more  moderate  pace  of  growth  will  mean  that  inflatkx 
pressure  will  abate  and  the  Fed  will  move  to  the  sideli! 
And  that  would  be  a  dream  come  true.  ■ 
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WAGE  GROWTH 


Faster  Pay  Gains  May  Not  Fuel  Inflation 


AVERAGE  HOURLY  pay  has  bean 

growing  at  a  steadily  faster  clip. 
Among  some  economy  watchers, 
faster  earnings  growth  is  cause  for 
concern  when  it  comes  to  potential 
inflationary  pressures.  However,  a 
deeper  look  reveals  the  growth  in 
wages  is  fairly  benign  so  far. 

The  May  employment  report 
showed  a  0.1%  rise  in  average  hourly 
earnings  of  production  and 
nonsupervisory 
workers.  That  left 
hourly  pay  up  3.7% 
from  a  year  ago,  just  a 
notch  below  the  five- 
year  high  of  3.8% 
posted  in  April.  At  the 
same  time,  labor 
markets  continued  to 
tighten  as  the 
unemployment  rate 
edged  down  to  its 
five-year  low  of  4.6%. 

However,  these 


A  SHIFT  TOWARD 
HIGHER  PAYING  JOBS 


PERCENT  CHANGE  FROM  A  YEAR  AGO 
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trends  do  not  necessarily  imply  that 
more  hiring  will  put  broad  pressure 
on  wages  and  prices.  Average  hourly 
earnings  can  also  be  affected  by  who 
is  hiring.  If  job  growth  is  focused  in 
higher-paying  industries,  then  the 
average  wage  will  also  rise. 

That  appears  to  be  the  case  right 
now.  Economists  at  the  investment 
bank  UBS  split  payrolls  into  above- 
and  below-average-paying  industries. 
It  turns  out  that  job 
growth  over  the  past 
year  in  industries 
with  above-average 
wage  levels  has  been 
hanging  around  2%, 
while  job  gains  in 
below-average  paying 
slots  have  been 
trending  down,  to  the 
May  rate  of  1.1%. 

The  May  job  report 
showed  another  drop 
in  low-paying  retail 


trade  jobs,  while  better-paying  jolj 
finance  and  professional  business^ 
services,  as  well  as  natural  resoun 
posted  increases.  These  are  also  a 
where  wage  growth  is  above  aver 

Therefore,  the  rise  in  average 
hourly  wages  is  due  largely  to  the 
shifting  composition  of  the  labor- 
market.  That' s  why  the  Labor  Dej< 
employment  cost  index,  which 
adjusts  for  these  shifts,  shows  aim 
no  wage  acceleration.  In  addition 
productivity  growth  in  many  of  tl 
high-wage  industries  is  strong, 
according  to  UBS  economist  Jamt 
O'Sullivan.  That  further  reduces 
potential  inflationary  pressures. 

A  benefit  from  the  faster  pace  c 
high-wage  job  growth:  Bigger 
paychecks  provide  households  wi 
additional  spending  power,  whicl 
could  partially  offset  the  negative 
effects  of  a  slowing  housing  marl  | 
and  sticker  shock  at  the  gas  pumj 
-By  James  Mehring  in  New  | 
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Big  Ben  Spooks  the  Street  just  over  four  months  on 

the  job,  and  Fed  Chairman  Ben  Bernanke  has  already  figured 
out  how  to  yank  the  punch  bowl  away.  His  remarks  on  in- 
flation on  June  5  put  the  fear  of  God  into  investors  who 
thought  the  Fed  was  done  raising  rates.  The  Dow,  which  a 
month  ago  was  tantalizingly  near  a  record  high,  suffered 
its  steepest  loss  since  January,  falling  199  points,  to  11,049. 
The  S&P  500  sank  back  to  where  it  was  at  the  end  of  2005. 
What  was  Bernanke  thinking?  The  economy  isn't  exactly 
burning:  It  added  75,000  jobs  in  May,  half  the  expected 
amount;  housing  keeps  cooling;  and  consumer  spending 
has  "decelerated,"  he  says.  But  he  doesn't  want  high  energy 
and  commodity  prices  "permanently  embedded  in  core  in- 
flation." So  the  market  now  sees  at  least  one  more  quarter- 
point  rise  in  the  federal  funds  rate,  to  5.25%,  in  the  works. 
See  "A  slowdown  investors  should  cheer,  not  fear," 
page  27,  "No  more  hints  or  whispers,"  page  42,  and 
EMU*  "The  chill  in  Bernanke' s  words," 
www.businessweek.com/go/tbw 


Goldman's  Man  On  June  2,  Goldman  Sachs  announced 
the  inevitable:  President  Lloyd  Blankfein,  51,  will  be  the  in- 
vestment bank's  next  chairman  and  CEO  if  Henry  Paulson  is 
confirmed  as  Treasury  Secretary.  Blankfein,  whose  father 
was  a  postal  worker  and  who  grew  up  in  Brooklyn  public 
housing  projects,  has  long  been  viewed  as  the  heir  appar- 
ent because  of  his  role  in  building  up  Goldman's  insanely 
profitable  trading  ops.  His  fierce  drive  and  a  24/7  obses- 
sion with  global  markets  propelled  him  to  the  top. 
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A  Dogfight  OVer  Airports  Does  the  battle  for  Brit; 
BAA  finally  have  a  winner?  On  June  6  the  world's  lai 
airport  operator  accepted  an  enriched  $19  billion  bid  1 
a  consortium  captained  by  Spanish  construction  c 
Grupo  Ferrovial,  spurning  a  slightly  higher  proposal  frc 
group  led  by  Goldman  Sachs.  The  investment  bank  has 
June  16  to  try  again  or  walk  away.  Ferrovial  is  bettin 
the  latter:  It  says  it  has  snapped  up  15.8%  of  BAA,  putti 
pothole  in  the  runway  for  rivals. 


Internet  Phone  Woes  First  came  the  busted  deal, 
the  lawsuits.  Plaintiffs  law  firm  Motley  Rice  charge< 
June  2  that  telecom  Vonage  and  underwriters  led  by ' 
group  broke  securities  laws  relating  to  Vonage's  Ma 
IPO.  The  lawyers  say  bankers  failed  to  consider  if  the  s1 
which  has  fallen  29.5%  since  the  $17-a-share  offering, 
too  risky  for  individuals  and  that  its  prospectus  made 
and  misleading  statements.  Vonage  declined  comn 
On  June  1  another  Net  phone  outfit,  Skype,  owned  by  < 
was  sued  by  Net2Phone  for  patent  infringement. 

E2HE»  See  "Skype  under  attt 
www.businessweek.com/gC) 


Detroit:  More  DentS  High  gas  prices  are  hobbling, 
carmakers.  In  May,  Asian  companies  grabbed  a  re 
40.2%  of  the  U.S.  market  as  buyers  picked  fuel-effi 
Hondas  and  Toyotas.  Detroit,  more  dependent  on  SUVs 
pickups,  got  rear-ended:  GM  down  12.5%  from  May,  2 
Chrysler  down  11%,  Ford  down  2%.  GM  Chairman  Rickt 
oner  waxed  upbeat  about  the  company's  prospects  a- 
annual  meeting  on  June  6,  but  stockholders  put 
through  two  nonbinding  resolutions  that,  if  impleme:  1 
would  give  them  more  clout  when  electing  directors. 
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Smackdown  in  Tokyo  This  has  been  a  tough  yes? 
Japanese  business  mavericks.  On  June  5  shareholde 
tivist  fund  manager  Yoshiaki  Murakami  said  he  had 
fessed  to  illegal  insider  trading.  Hours  later  he  was  at !  to 
ed.  Murakami  got  tripped  up  by  an  obscure  securitie 
that  had  rarely  been  enforced.  With  the  plea,  he's  like1 
get  away  with  a  fine  and  a  commuted  sentence,  expert 
HMH*  See  "An  activisfs  fall  from  grl 
www.businessweek.com/gc  |to 
^^^^^^^^^^^  ae 

^^^^^^™  ■  Ai 

Google's  Latest  Foray  .The  Google-vs.-Gates  hostr  ft 
are  moving  from  search  engines  and  Net  ads  to  Micro*  »n 
stronghold  of  office  software.  On  June  6  the  search  ; '  «i 
unveiled  a  trial  version  of  Google  Spreadsheets,  an  o j  Wo 
program  that  could  challenge  Microsoft  Excel.  This  fa  A 
Google's  March  acquisition  of  Upstartle,  which  is  era  to 
an  online  word  processing  program  dubbed  Writely  *si 
don't  expect  Google  to  seize  this  territory  fast.  Micr  P 
owns  90%  of  the  market,  while  Google's  offering  "pi 
available  only  to  a  select  few  trial  testers. 

fill 

Intel  May  Cut  Its  Losses  ceo  Paul  oteiiini  said  he 

lackluster  businesses,  and  apparently  he's  making  |   jli 


:  losing  billions  trying  to  sell  chips  to  communications 
cellular  outfits,  Intel  plans  to  unload  units  that  don't  fit 
its  new  approach  of  selling  chips  and  software  for  PCs, 
;rs,  medical  devices,  and  developing  markets,  accord- 
:o  the  San  Jose  Mercury  News,  which  first  reported  the 
>  on  June  3.  The  company  made  a  mad  push  into  new 
cets  during  the  Net  boom,  but  few  of  those  invest- 
ts  have  panned  out. 

HMD*  See  "A  flash  sale  for  Intel," 
www.businessweek.com/go/tbw 


ictory  for  Viagra  Big  Pharma  breathed  easier  after 
r's  little  blue  crown  jewel  survived  a  challenge  in  Chi- 
)n  June  2  a  Beijing  court  ruled  against  Chinese  drug- 
ers  seeking  to  make  generic  versions  of  Viagra.  The  li- 
-boosting  pill  hauled  in  $1.6  billion  in  worldwide  sales 
rear,  and  Pfizer's  ability  to  hold  on  to  the  huge  Chinese 
cet  is  vital,  especially  since  blockbusters  such  as  Zoloft 
Zyrtec  are  about  to  lose  patent  protection  in  the  U.S. 
r  also  announced  on  June  6  that  it  had  received  healthy 
north  of  $14  billion,  for  its  consumer  products  unit. 


Faces  at  Guidant  Earlier  this  year,  medical  im- 
t  maker  Boston  Scientific  coughed  up  $27  billion  to 

Guidant  away  from  would-be  acquirer  Johnson  & 
»on.  Boston  knew  Guidant  was  under  investigation  for 
it  handled  the  recall  of  defective  pacemakers  but  fig- 

those  problems  were  manageable.  Maybe  not:  On 
7,  The  New  York  Times  reported  that  Guidant  drafted  a 
•  to  doctors  in  January,  2005,  warning  them  of  hazards 

its  devices.  The  alert  was  never  sent,  which  meant 
:  heart  patients  received  the  implants.  Boston  shares, 
h  lost  1.5%,  are  down  175%  this  year. 


Win  of  the  Week? 

ee  down,  one  to  go.  Former  Silicon  Valley  investment 
iking  kingpin  Frank  Quattrone  notched  his  third  legal 
imph  on  June  1  as  the  NASD  dropped  charges  that  he 
e  clients  IPO  shares  of  high-flying  companies  in  ex- 
nge  for  steering  banking  business  to  Credit  Suisse 
t  Boston.  On  Mar.  24  the  SEC  reversed  its  earlier  deci- 
i  to  ban  Quattrone  from  the  se- 
ities  business  for  the  rest  of  his 
.  And  on  Mar.  20  an  appellate 
rt  tossed  out  Quattrone's  con- 
ion  on  criminal  obstruction- 
ustice  charges  stemming  from 

000  e-mail  that  he  forwarded 
subordinates  urging  them  to 
:an  up  those  files"  before  they 

1  subpoenaed  in  potential  civil  FRANK  «UATTR0NE 
fs.  Prosecutors  said  he  knew  about  a  related  govern- 
iit  probe  and  was  obliged  not  to  destroy  records.  His 
yers  and  the  feds  are  negotiating  in  hopes  of  avoid- 
a  third  trial:  The  first  ended  in  a  hung  jury.  If  the 
ernment  backs  off  without  Quattrone  pleading 
ty  to  a  serious  charge,  he  could  be  hanging  out  a 
lgle  in  Silicon  Valley  again. 
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SATISFACTION 
NOT  GUARANTEED 


How  cost-cutting  can  backfire  when  it 
ignites  consumer  rage.  With  tales  of 
service  shortfalls  at  Dell,  Home  Depot 
and  Northwest  Airlines.  BYBRIANHINDO 


THEY  HAVE  TAKEN  AWAY 
your  pillows,  your  peanuts, 
and  your  dignity.  You  have 
been  sitting  on  the  runway 
for  three  hours.  The  stale, 
cold  air  is  giving  you  a 
headache,  but  you  can't 
ask  for  a  blanket,  or  even  a  bottle  of 
whiskey,  because  they've  taken  those 
away,  too.  You  look  desperately  to  the 
flight  attendant,  one  of  the  nods  to  service 
that  hasn't  yet  been  removed  from  the 
airplane,  but  somebody  apparendy 
hauled  off  his  work  ethic.  You're  met  sim- 
ply with  a  blank,  soul-crushing  stare. 

The  feeling  of  frustration  provoked  by 
rude  service,  long  lines,  ignored  com- 
plaints, unanswered  questions,  and  inter- 
minable phone  delays  is  supposed  to  be  a 
thing  of  the  past.  This  is  a  golden  age  for 
consumers,  right?  If  s  the  era  that  has 
spawned  a  24/7  convenience  economy 
dedicated  to  satisfying  the  time-pressed, 
hyper-informed,  ever-demanding  Ameri- 
can public.  But  some  companies  haven't 
received  that  memo.  What  follows  are 
three  tales  of  customer  service  disasters 
at  Home  Depot,  Dell,  and  Northwest 
Airlines. 

They  operate  in  disparate  industries, 
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but  each  has  fallen  victim  to  a  seductive 
fiction:  that  customer  service  and  opera- 
tional efficiency  are  mutually  exclusive. 
For  most  corporate  managers,  numbers 
are  friendly  things.  They  are  lucid  and  un- 
equivocal benchmarks.  Revenues  up  3% 
this  quarter.  Good.  Operating  margins 
down  12  basis  points.  Bad.  But  customer 
dissatisfaction  is  not  so  easily  measured. 
How  do  you  account  for  the  damage  done 
by  homedepotsucks.org?  "When  a  cus- 
tomer is  actively  marketing  against  you, 
where  does  that  show  up  on  a  P&L?"  asks 
Robert  G.  Markey  Jr.,  a  partner  with  Bain 
&  Co.'s  customer  strategy  practice. 

The  upshot  is  that  some  companies,  in 
their  passion  to  drive  down  costs,  have 
mangled  their  relationships  with  cus- 
tomers. The  three  meltdowns  described 
here  are  all  cases  in  which  executives  have 
lost  track  of  the  delicate  balance  between 
efficiency  and  service.  "In  the  short  term, 
most  companies  would  say  it  is  appropri- 
ate" to  trade  service  for  penny-pinching, 
says  Valarie  Zeithaml,  a  marketing  pro- 
fessor at  the  University  of  North  Carolina. 
"That  is  always  a  shortsighted  view.  It  in- 
evitably harms  customer  satisfaction  in 
the  long  term." 

Smart  companies— Southwest  Airlines 


Co.  and  Costco  Wholesale  Corp.,  to 
two  standouts— have  it  both  ways, 
trained  workers  equal  fewer  compl 
That  means  lower  costs,  a  workforc 
to  make  more  sales,  and  happier 
tomers  willing  to  spend  more  mone 
tell  their  friends  about  it  later. 

The  costs  of  short-circuiting  that 
are  starting  to  become  clear.  Grov 
same-store  sales  at  Home  Depot  Inc 
lags  far  behind  the  much  better 
Lowe's  Cos.  Things  got  so  bad  at  De 
in  November,  3,000  callers  a  week 
company's  helpline  had  to  wait  h; 
hour  on  hold  before  reaching  a  real  p 
And  Northwest  has  continued  to 
subterranean  lows  in  airline  service 
company  that  once  left  passengers  1 
in  a  plane  on  a  runway  for  eight  hour 
ing  a  1999  blizzard  in  Detroit  has 
customers  practically  begging  compi 
to  start  flying  Northwest  routes. 

Each  of  the  three  companies 
sponding  to  its  problems  diffei 
Home  Depot  seems  finally  to  realiz 
it  needs  to  make  a  change;  Dell,  I 
market  share  has  already  slipped, 
ing  to  put  the  genie  back  into  the  1 
and  Northwest  is  in  such  a  desperat 
for  survival  that  it  doesn't  seem  tc 
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HI  go 
out  of 
my  way  to  go 
to  Lowe's" 

—JohnRMUes 


While  this  trio 
struggles,  savvy 
competitors  are  do- 
ing all  the  little  things  that  make  their  stuff 
more  fun  to  buy.  Customer  "experience 
matters,"  says  Andy  Fromm,  president  of 
the  Service  Management  Group.  "Most 
companies  get  it"  Clearly,  some  still  don't. 


HOME  DEPOT:  LAST 
AMONG  SHOPPERS 

John  P.  Miles  had  been  a  loyal  Home 
Depot  customer  for  years.  A  vice- 
president  for  a  business  software 
firm,  he  travels  most  weeks  from  his 
home  in  Winter  Park,  Fla.,  to  his  job  in 
New  York  City.  When  it  was  time  to  reno- 
vate the  kitchen  in  his  Manhattan  condo- 
minium a  year  and  a  half  ago,  Miles 
turned  to  the  local  Home  Depot  near  Or- 
lando, where  store  managers  assured  him 
that  the  long-distance  project  would  not 
present  a  problem.  He  and  his  wife,  Nan- 
cy, ordered  new  cabinets,  appliances, 
countertops,  a  faucet,  sink,  tiles,  and 
lighting.  Home  Depot  kitchen  designers 
whipped  up  a  drawing. 

Then  all  hell  broke  loose.  Installers 
working  through  a  Home  Depot  in  New 
Jersey  didn't  receive  the  correct  designs. 
Replacement  cabinets  were  the  wrong 
finish.  Phone  calls  to  the  store  were  not 
returned.  A  letter  to  Home  Depot  Chief 
Executive  Robert  L.  Nardelli  went  unan- 
swered. An  hour-and-a-half  demolition 


of  the  7-by-7-foot  kitchen  was  fol- 
lowed by  a  three-month  wait  to 
complete  the  new  one.  Now, 
Miles  says,  "I'll  go  out  of  my  way 
to  go  to  Lowe's." 

Home  Depot  has  delivered  su- 
perb financial  numbers  in  the  past 
five  years,  with  total  sales  growing 
an  average  of  12%  per  year  and 
profits  doubling.  But  the  share 
price  has  dropped  24%  during  the 
biggest  home  improvement  boom  in  his- 
tory. And  shoppers  are  getting  grumpier. 
The  University  of  Michigan's  annual 
American  Customer  Satisfaction  index 
shows  Home  Depot  slipped  to  dead  last 
among  major  U.S.  retailers,  11  points  be- 
hind Lowe's.  Home  Depot  employees, 
who  were  encouraged  to  "make  love  to 
the  customer"  under  co-founders 
Bernard  Marcus  and  Arthur  M.  Blank 
now  sometimes  treat  them  like  bad  dates. 

Customer 
Disservice 

These  companies  rate  the  worst  in 
their  industries  in  terms  of  customer 
satisfaction. 
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INDUSTRY/                    INDEX 
COMPANY  NAME          SCORE 

INDUSTRY 
AVERAGE 

%  CHANGE 
•05-'06 

BIG  RETAILERS      fry 

Home  Depot          t>/ 

72 

-8.2% 

AIRLINES              s. 

Northwest            J  Ol 

65 

-4.7% 

HEALTH 
INSURANCE 

United  Health  Grp. 

64 

68 

-3.0% 

WIRELESS 
PHONE  SERVICE 

Sprint  Nextel 

63 

66 

0% 

FAST  FOOD 

McDonald's 

63 

77 

1.6% 

Data:  American  Customer  Satisfaction  Index 

"I  don't  want  to  say  one  bad  apple  s 
the  bunch,"  says  Curt  D.  Bridges,  an 
trical  engineer  from  Decatur,  Ga., 
used  to  be  a  die-hard  Home  Depoi 
"But  sometimes  some  [store  clerk* 
most  blow  you  off." 

Nardelli's  strategy  to  expand  int 
contractor  supply  business,  while  cu 
costs  and  streamlining  operatior 
1,816  U.S.  stores,  has  pushed  cust 
service  down  the  company's  priorit 
Many  full-time  workers  have  bee; 
placed  with  part-time  employees, 
now  make  up  40%  of  store  staff.  IV 
while,  workers'  incentives  for  good 
tomer  service  have  dwindled,  too. 
profit-sharing  pool  for  workers  shra 
$44  million,  down  from  $90  millio 
prior  year,  despite  record  sales. 

The  customer  service  fumbles 
been  exacerbated  by  the  emergen 
newer,  more  customer-friendly  L( 
stores.  Sales  at  Home  Depot  s 
open  at  least  one  year  rose  1%  i 
first  quarter,  compared  with  2.: 
the  same  quarter  last  year,  accoi 
to  analysts.  (Lowe's  jumped  5i 
Home  Depot  compounded 
Street's  angst  last  month  when 
nounced  it  will  stop  reporting i 
figures.  That' s  an  unusual  mov 
most  retailers,  let  alone  the  secf 
biggest  in  the  U.S.,  and  has  ami 
wary  of  more  bad  news  ahead. 
Home  Depot  insists  that  prr 
ing  perfect  customer  servit 
near  impossible  for  a  corn 
that  processes  1.3  billion  tran 
tions  a  year.  Even  a  99%  satk 
tion  rate,  it  says,  would  leavi 
million  unhappy  customers, 
the  company  appears  to  be  we 
up  to  bubbling  discontent  ar 
customers  and  employees.  . 
nessWeek  has  learned  that  it  ] 
to  launch  a  major  customer  se 
incentive  program  at  the  er 
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e  that  will  dish  out  millions  of  dol- 
to  workers  who  deliver  top-quality 
ice.  Nardelli  believes  that  customer 
ice  "is  the  ultimate  differentiater," 
;  Jose  Lopez,  Home  Depot's  chief 
:omer  officer. 

hat  move  may  come  in  the  nick  of 
;.  Tom  Marsico,  chief  executive  of 
•sico  Capital  Management  LLC,  which 
is  36  million  Home  Depot  shares,  says 
tas  staffers  staking  out  stores  to  assess 
r  Nardelli's  decisions  are  working  on 
shop  floor.  Says  Marsico:  "Could  he 
e  gone  to  retail  school  for  a  little  bit? 
3ably.  Maybe  he  would  have  done  a 
erjob  thus  far." 

-By  Brian  Grow, 
with  Susan  McMillan,  in  Atlanta 


IL:  FACING  UP 
!  PAST  MISTAKES 

^  ell's  laser  focus  on  cost  efficiency 
Bhas  long  been  a  core  strategy.  But 
^like  Home  Depot,  Dell's  cost-cut- 
efforts  have  alienated  its  customers, 
"direct"  sales  model  of  selling  com- 
ers to  consumers  via  phone  and  the 


Internet  eliminates  the  costs  of  shipping 
to  stores  and  tracking  inventory.  But  out- 
siders say  that  mentality  also  leads  to 
moves  that  almost  seem  designed  to  put 
customers  last.  Dell,  for  instance,  staffs 
some  customer  service  call  centers  with 
fewer  than  500  workers.  A  center  that 
small  is  almost  guaranteed  to  be  fre- 
quentiy  overwhelmed. 

Enter  Richard  L.  "Dick"  Hunter,  Dell's 
new  head  of  customer  service.  If  he  has 
his  way,  workers  in  the  company's  call 
centers  will  soon  have  a  colored  flag  to 
raise  when  they  run  into  trouble  helping  a 
customer.  When  the  flag  goes  up,  a  super- 
visor will  come  running  to  help  out.  If  s 
an  idea  Hunter  cribbed  from  Dell's  com- 
puter factories,  where  an  assembler  can 
raise  a  similar  alarm.  "In  the  factory,  if 
there's  a  problem,  he  flicks  on  a  light  and 
the  next-level  [builder]  comes  running," 
says  Hunter.  In  the  call  center,  "why  not 
do  the  same?" 

An  eight-year  veteran  who  made  his 
reputation  overseeing  Dell's  legendarily 
efficient  assembly  plants,  Hunter  is  re- 
markably candid  about  how  hard  it  will 
be  to  turn  things  around.  In  2005,  Dell's 
customer  satisfaction  rating  fell  6.3%  to  a 


NEW  YORK  Home 

Depot's  same- 
store  sales  are 
barely  growing. 
Lowe's  are  soaring 


score  of  74  in  the 
Michigan  ranking, 
the  steepest  decline 
in  the  industry.  Ana- 
lysts say  poor  service 
is  complicating  the 
$56  billion  Round  Rock  (Tex.)  giant" s 
struggle  to  get  back  on  the  growth  path. 
Competitors  have  matched  its  prices, 
rolled  out  aggressive  marketing  cam- 
paigns, and  raised  their  own  service  lev- 
els. In  the  U.S.  consumer  market,  Dell's 
first-quarter  share  fell  to  28%  from  31%, 
according  to  researcher  IDC.  "Dell  has  to 
repair  its  reputational  damage,"  says  Ja- 
son Maxwell,  an  analyst  at  TCW  Group, 
which  owns  about  25  million  Dell  shares. 
Hunter  thinks  the  solution  is  to  treat 
the  call  center  like  a  factory.  Now,  many 
call  center  reps  are  trained  to  solve  only 
one  type  of  problem— say,  a  hardware 
glitch  on  a  Dimension  desktop.  That  ex- 
plains why  if  s  so 


common  for  the 
agent  who  an- 
swers a  call  to 
have  to  transfer  it 
in  search  of  a 
techie  with  the 
right  expertise. 
Hunter  estimates 
that  almost  45% 
of  calls  to  Dell  re- 
quire at  least  one 
transfer.  "Thafs 
terrible,"  he  says. 
"Ifs  like  deliver- 
ing materials  to 
the  wrong  factory  45%  of  the  time."  Last 
year,  to  discourage  people  from  calling  at 
all,  Dell  removed  the  toll-free  service  num- 
ber from  its  Web  site,  a  move  that  Hunter 
says  "falls  into  the  stupid  category."  It  put 
the  number  back  a  couple  of  weeks  ago. 

Just  as  each  Dell  factory  worker  is 
trained  to  assemble  different  types  of  com- 
puter models,  Hunter  plans  to  train  the 


THE  STAT 


3,000 

Dell  customers 
per  week  who 
waited  on  hold 
for  more  than 
30  minutes  in 
November 


SHARE  YOUR  THOUGHTS. 

Sun  believes  sharing  is  the  way  to  create  better  ideas.  That's  why  we've  teamed  up  with 
BusinessWeek  to  offer  you  an  opportunity  to  share  your  comments.  |oin  the  conversation  about 
this  week's  Cover  Story  at  businessweek.com/coverstory. 
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DELL  CALL  CENTER  phone  reps  in  fix- 
Boosting  the  size  of  ing  more  types  of 
service  centers  machines.    That's 

should  shorten  waits  supp0Sed  to  in- 
crease the  likeli- 
hood that  the  first  person  who  answers  a 
call  will  be  able  to  help. 

Dell  long  ago  found  the  optimal  size 
for  its  factories.  Now,  Hunter  intends  to 
do  the  same  for  call  centers.  He  plans  to 
expand  small  centers  to  house  1,000  to 
3,000  reps.  That  should  boost  the 
chances  that  any  caller's  problem  can  be 
solved  by  someone  within  the  building.  In 
the  next  six  weeks,  Dell  will  install  large 
monitors  to  let  workers  see  the  number  of 
callers  who  are  on  hold.  Hunter  will  have 
access  to  each  board  from  his  desk  so  the 
centers  will  know,  he  says,  that  "Big 
Brother  is  watching."  Dell  points  to  some 
progress.  The  dismal  on-hold  experience 
has  improved  markedly  since  its  Novem- 
ber nadir.  During  a  week  in  May,  aided  by 
recent  service  hires,  only  80  people  wait- 
ed more  than  30  minutes  for  an  answer. 

But  can  frustrated  people  be  handled 
like  so  many  widgets  in  a  factory?  Cus- 
tomers aren't  so  easily  standardized.  The 
bigger  question,  though,  is  whether  Dell 
has  the  stomach  for  investing  in  better 
service.  It  plans  to  spend  more  than  $100 
million  this  year  on  the  effort,  far  more 
than  it  spent  last  year,  when  its  expenses 
were  9%  of  sales,  compared  with  13%  for 
Apple  and  Hewlett-Packard.  Hunter  be- 
lieves his  effort  will  ultimately  pay  for  itself 
by  boosting  sales.  But  in  the  meantime,  as 
analyst  Maxwell  points  out,  "It  sure  does- 
n't help  Dell  make  its  quarterly  numbers." 
-By  Louise  Lee  in  Round  Rock,  Tex. 


NORTHWEST  AIRLINES: 
THE  SURLY  SKIES 

Over  the  last  year,  Northwest  Air- 
lines Corp.  has  stopped  offering 
free  magazines,  pillows,  movies, 
and  even  mini-bags  of  pretzels  on  its  do- 
mestic flights.  Passengers  can  still  get  an 
in-flight  snack  of  raisins  and  nuts,  but  it 
costs  $1.  The  airline  is  also  charging  a 
$15  fee  for  a  roomier  seat  on  the  aisle  or 
in  an  exit  row.  Combine  that  with  higher 
fares  and  a  sharply  curtailed  schedule, 
and  it's  little  wonder  that  fryers  rate 
Northwest  dead  last  among  the  nation's 
major  airlines. 

Northwest  has  good  reason  to  try  to 
charge  more  for  less.  With  jet  fuel  prices 
at  record  highs,  the  bankrupt  airline  lost 
an  average  of  $85  million  a  week  in  the 
first  quarter,  twice  as  much  as  a  year  ear- 
lier. Even  after  forcing  deep  pay  cuts  from 
its  pilots  and  other  unionized  employees, 
the  Eagan  (Minn.)-based  airline  is  ex- 
pected to  lose  $900  million  in  2006, 
which  would  be  the  sixth  consecutive  year 
of  red  ink. 

Customers  may  understand  why 
they're  being  pummeled,  but  that  doesn't 
make  them  any  happier 
about  it.  Of  the  seven 
biggest  airlines,  North- 
west fell  more  than  any 
other  in  the'  Michigan 
customer  satisfaction 
ranking,  dropping  it  to 
last.  Northwest  also 
came  in  at  the  bottom  in 
2005's  J.D.  Power  &  As- 
sociates consumer  satis- 
faction poll  on  11  air- 
lines. David  Lawson, 
chief  financial  officer  of 
Lawson  Enterprises  Inc.,  H 
a  marketing  firm  in  Am-  S 
bier,  Pa.,  flies  on  a  com- 
mercial airline  three  or  four  times  a 
month.  "If  at  all  possible,"  he  says,  "I 
don't  fry  Northwest.  I  just  have  found  a 
lack  of  interest  in  the  customer." 

Locked  in  cost-cutting  mode,  the  air- 
line is  at  war  with  its  unions,  and  seem- 
ingly with  its  passengers.  Ken  Thomp- 
son, 59,  a  software  engineer  who  lives 
in  Birmingham,  England,  says  he  flies 
on  Northwest  about  20  times  year  to  see 
clients  in  the  U.S.  and  Canada.  Com- 
paring Northwest  to  an  avowed  no-frills 
airline,  Thompson  said:  "With  someone 
like  Ryanair,  you  pay  nothing  so  you  ex- 
pect nothing.  But  when  you  pay  more 
with  Northwest,  you  expect  more. 
Northwest  acts  low-cost  without  being 
low-cost." 


Dell  and  Home  Depot  have  awoke  I 
their  problems  because  of  competl 
pressure.  But  outside  Chicago,  North  I 
dominates  the  Midwest,  which  m<I 
that  as  much  as  people  gripe,  many  1 1 
little  choice  but  to  board  its  planes.  S(  I 
er  or  later,  however,  poor  service  and  1 
prices     will     hurt     Northwest, 
Raymond  F.  Neidl,  an  airline  industiy 
alyst  with  Calyon  Securities,  as  disa 
carriers  move  in  to  Northwest's  mar 
and  customers  flock  to  them  for  lc 
fares  and  friendlier  treatment. 

Northwest  counters  that  things 
better  than  they  appear  to  be.  Altho 
the  airline  declared  Chapter  11  bankr 
cy  last  September,  Chief  Executive  Of 
Douglas  M.  Steenland  pointed  out 
cently  that  compared  with  its  passe) 
count,  Northwest  had  the  fewest 
tomer  complaints  to  the  U.S.  Transpc 
tion  Dept.  in  the  first  quarter  of  the  sb 
called  network  airlines,  which  exch 
Southwest  Airlines  Co. 

That  matters  little  to  Steven  Feldn 
an  IT  manager  at  Boston  Consul; 
Group.  He  says  he  doesn't  like  North' 
but  flies  on  the  airline  because  it's 
only  one  with  nonstop  service  betv 


Boston    and    De-    SERVICE  ASIDE 

troit,  where  he  has    Customers  hop 
family.  riva|s  gun  for 

Butinmid-Au-  Northwest's  rob 
gust,  Feldman  says 
he  may  try  an  alternative.  Spirit  Air 
Inc.,  a  discount  carrier  based  in  Mira 
Fla.,  will  begin  twice-a-day  service 
$109  round-trip  fares.  That's  one-1 
Northwest's  current  price  of  $330.  E 
ping  its  prices  close  to  Spirit's,  w 
Northwest  intends  to  do  with  $119  tic 
might  make  customers  a  lot  more  satif 
But  maybe  not.  "The  whole  disappea 
pillows  and  pretzels  thing  is  emblemai 
a  general  decline,"  Feldman  says.  ■  I 
-By  Michael  Arndt  in  Chii 
with  Moira  Herbst  in  Newark 
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THE  787 

ENCOUNTERS 

TURBULENCE 

Technical  glitches  and  manufacturing 
woes  could  delay  Boeing's  breakthrough 

BY  STANLEY  HOLMES 


. 


J! 
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FOR  BOEING,  THE 
Dreamliner,  with  its  r? 
lightweight  design, 
sents  far  more  than  a  pp 
tially  juicy  profit  sbi 
Made  from  carbon- 
reinforced  plastic,  the  aii 
is  supposed  to  be  the  symbol  of  a 
Boeing— a  visionary  company  tha 
transcended  its  recent  ethical  scaii 
designed  the  most  innovative  comim 
plane  ever,  and  devised  the  most  sop; 
cated  manufacturing  process  in  hist' 
produce  the  aircraft.  But  as  crucial  I 
lines  loom,  BusinessWeek  has  learnet 
Boeing's  engineers  are  wrestling  witi 
eral  significant  technical  and  prodi 
problems  that  could  threaten  the  s 
uled  2008  delivery  of  the  jediner. 

At  a  time  when  Boeing  has  left 
with  httle  margin  for  error,  the  wide- 
ing  series  of  glitches  could  create  a 
domino    effect    if  they 
aren't  resolved  quickly. 
The    worst    news: 
The  fuselage   sec 
tion— the  big  multi 
part  cylindrical  bar 


! 
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lat  encompasses  the  passenger  seat- 
trea— has  failed  in  company  testing, 
's  forcing  Boeing  to  make  more  sec- 
:  than  planned,  and  to  reexamine 
ity  and  safety  concerns. 

.DING  TENSION 

SWHERE  IN  THE  AIRCRAFT,  suppli- 
re  struggling  to  meet  Boeing's  exact- 
technological  demands  and  ambi- 
:  production  deadlines.  Test  versions 
le  nose  section,  for  instance,  were 
led  unacceptable  by  Boeing.  Soft- 
:  programs  designed  by  a  variety  of 
ufacturers  are  having  trouble  talking 
le  another.  And  the  overall  weight  of 
urplane  is  still  too  high— especially 
ingle  biggest  part  of  the  787,  the  car- 
fiber  wing.  A  light,  strong  plane  is  the 
'ayoff  for  the  huge  technical  risk  Boe- 
s  taking  in  crafting  parts  out  of  com- 
es. Small  wonder  that  as  the  entire 
ng  team  prepares  to  build  the  first 
ane,  tensions  among  engineers  have 
ted  into  shouting  matches,  say  peo- 
imiliar  with  the  matter, 
chnical  glitches,  missed  deadlines, 
stretched  nerves  are  par  for  the 


course  with  new  planes.  But 
far  more  than  a  new  plane  is 
at  stake.  Boeing  has  under- 
taken a  grand  business  exper- 
iment with  the  Dreamliner.  In 
a  bid  to  tap  the  best  talent  and  hold 
down  costs,  the  aerospace  icon  has  en- 
gaged in  extreme  outsourcing,  leaving  it 
highly  dependent  on  a  far-flung  supply 
chain  that  includes  43  "top-tier"  suppli- 
ers on  three  continents.  It  is  the  first  time 
Boeing  has  ever  outsourced  the  most  crit- 
ical areas  of  the  plane,  the  wing  and  the 
fuselage.  About  80%  of  the  Dreamliner  is 
being  fabricated  by  outside  suppliers,  vs. 
51%  for  existing  Boeing  planes. 

The  Dreamliner's  mounting  challenges 
call  into  question  whether  such  a  radical 
business  model  can  succeed,  and  whether 
the  advantages  of  collaboration  on  such  a 
scale  are  outweighed  by  the  loss  of  logisti- 
cal and  design  control.  For  Boeing  in  par- 
ticular, it  raises  the  question  of  whether 
the  company  is  entering  a  danger  zone 
that  could  result  in  a  serious  blow  to  its 
credibility.  In  the  years  since  Boeing's  epic 
production  disaster  in  the  late  1990s,  the 
company  has  regained  much  of  its  repu- 


tation and  the  ground  it 
had  lost  to  European  rival 
Airbus.  The  Dreamliner 
has  been  central  to  that  re- 
markable revival,  racking 
up  a  record  350  firm  orders  in 
two  years.  That  has  forced  Airbus  to  re- 
think its  midsize  plane  strategy. 

There  could  also  be  large  financial 
penalties  for  Boeing  if  problems  result  in 
big  delays.  With  demand  hot,  the  compa- 
ny is  mulling  whether  to  raise  production 
rates  after  2010  from  seven  to  10  air- 
planes a  month,  and  possibly  higher. 
Glitches  in  the  new  fuselage-making 
process  could  put  that  decision  on  hold, 
squeezing  the  potential  peak  revenue  and 
operating  profit.  Boeing  typically  receives 
the  major  portion  of  its  revenue  when  it 
delivers  a  finished  airplane. 

In  an  interview  with  BusinessWeek, 
Boeing  787  Vice-President  Michael  B. 
Bair  acknowledged  the  various  prob- 
lems. But  he  insists  the  Dreamliner  will 
enter  service  in  2008  as  planned.  "Yes, 
the  last  barrel  failed,"  Bair  says.  "We 
knew  it  could  happen.  Did  we  wish  it 
would   happen?  No."    Bair  adds  that 
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Mounting 
Challenges 


As  Boeing  races  to  meet  the 
Dreamliner's  2008  deadline,  some 
problems  with  parts  have  cropped  up. 


SUPPLIER 
DELAYS 

The  Japanese 
company  that  is 
making  parts  such 
as  the  forward 
fuselage  is  struggling 
to  get  its 
manufacturing 
process  up  and 
running  in  time  to 
meet  deadlines. 


AVIONICS 

Suppliers  are 
grappling  with  how 
to  get  multiple 
electronic  systems 
inside  the  plane  to 
talk  to  one  another. 
This,  in  turn,  triggers 
delays  in  wiring 
installation;  Boeing 
will  install  wiring  in 
the  first  24  planes. 


NOSE 
SECTION 

Spirit  AeroSystems, 
the  supplier 
responsible  for 
making  the 
Dreamliner's  tapered 
nose  section,  is 
struggling  to  meet 
Boeing's  standards. 
Spirit  declined  to 
comment. 


FUSELAGE 
BARREL 

The  final  carbon  fiber 
test  fuselage  section 
failed  Boeing  tests 
some  three  weeks 
ago.  Boeing  must 
build  more  test 
sections  than  planned 
to  ensure  the  problem 
is  fixed  and  sections 
get  certified. 


"everybody  is  struggling  a  bit  and  strug- 
gling to  various  degrees."  He  remains  op- 
timistic, if  guardedly  so,  about  meeting 
the  2008  deadline.  "Right  now,  every- 
thing looks  O.K.  in  terms  of  meeting  our 
entry-into-service  dates  for  the  787,"  Bair 
told  reporters  in  a  May  22  conference  call. 
"But  as  you  all  know,  new  airplanes  are 
really  hard  to  do." 

The  last  time  Boeing  staked  its  reputa- 
tion on  its  production  prowess,  during 
the  1997-98  boom  cycle,  its  factories  tried 
to  build  too  many  planes  too  quickly  and 
wound  up  having  to  make  a  disastrous 
shutdown  of  the  assembly  lines.  The  fall- 
out cost  Boeing  $2.5  billion  in  delivery 
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penalties  and  cost  overruns,  and  nearly 
destroyed  its  reputation  as  the  world's 
leading  developer  of  commercial  jets. 
Many  believe  the  fierce  internal  rivalries 
between  Boeing  units  at  the  time  created 
a  focus  on  getting  results  at  any  cost,  and 
led  to  a  long  series  of  ethics  scandals. 

The  first  big  sign  of  struggle  with  the 
787  surfaced  three  weeks  ago  at  Boeing's 
Developmental  Center  in  south  Seattle. 
That's  when  engineers  discovered  that 
worrisome  bubbles  were  developing  in 
the  skin  of  the  fuselage  during  the 
process  of  baking  the  plastic  composite 
tape.  Think  of  the  operation  as  a  massive 
wallpapering  exercise.  The  "paper"  is 


WEIGHED  DOWN  If  wide  tape  tl 
there  are  delays,  loosely  woven  f 
Boeing  could  face  superstrong  cat 
ste^ppenalties  fibers,  then  so; 
in  a  honey-t 
mixture  of  polymers.  The  gooey  tape: 
plastered  on  the  inside  of  molds,  and 
cooked.  The  heat  triggers  a  chemica 
action  that  turns  the  polymers  in 
hard,  super-sturdy  structure.  The  ad 
tages  of  a  carbon-fiber  fuselage  are  e 
mous  in  saving  weight,  reducing  a 
inspection  checks,  and  simplifying 
sembly  of  the  plane. 

But  the  main  challenge  is  the  s 
size  of  the  fuselage  sections.  Thest 
quire  multiple  layers  of  carbon- 
tape  to  assure  structural  integrity.  £ 
ever,  each  added  layer  increases  the 
lihood  of  variations  or  flaws,  say  c 
posite  experts,  such  as  bubbles  on 
skin.  Bubbles  could  weaken  the  mat 
and  eventually  cause  cracks  by  allo\ 
water  to  seep  under  the  surface, 
freeze  up  and  expand  at  high  altitii 
raising  the  possibility  that  the  fusa 
could  crack  under  extreme  conditl 
Boeing  says  a  defective  mandrel 
large  mold  that  holds  the  shape  du 
the  taping  process— contributed  tc 
failure  of  the  barrel  while  it  was  bal 
"Engineers  are  confident  the  prol 
will  be  fixed,"  says  Bair. 

Another  trouble  spot  has  been  thl 
fort  at  electronic  integration.  The  Drc 
liner  will  rely  on  electric  power,  nr 
than  a  more  mechanical  process,  to  s 
the  controls  from  the  flight  deck  tc 
rest  of  the  plane,  thus  reducing  wc 
and  complexity.  But  Boeing  issued, 
specifications  late  to  suppliers, 
combined  with  the  fact  that  the  soft  | 
systems  are  not  meshing  smoothly 
delayed  the  integration  effort. 

What's  more,  suppliers  such  as  Sr< 
Aerospace,  Honeywell  International 
Rockwell  Collins  are  fierce  compei 
that  have  been  corralled  into  being  t 
mates  on  the  787  program.  As  each  ve 
struggled  to  get  its  software  to  talk  t 
others,  competitive  juices  boiled,  and 
ners  turned  into  the  hardened  compe 
they  usually  are.  "I'm  used  to  kno 
who  my  enemy  is  every  step  of  the  I 
says  one  supplier  familiar  with  the  m 
"But  now  I'm  working  with  the  enen 

Bair  acknowledges  the  commu 
tions  problems— and  says  that  noboc 
side  Boeing  thought  building  the 
would  be  easy.  After  all,  the  compan 
cided  to  bet  on  pushing  the  boundar 
the  possible.  "If  everything  was  { 
perfect,"  he  says,  "it  [would  mean, 
weren't  trying  hard  enough."  ■ 
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No  More 
Hints  or 
Whispers 

Fed  Chairman  Bernanke's 
straight  style  forces  Wall  Street 
to  think  for  itself 
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CAMERA- 
VIEW 

In  Washingto 
on  June  5 


COMMENTARY 


BY  CATHERINE  YANG 


ON  JUNE  5,  FEDERAL  RESERVE 
Chairman  Ben  S.  Bernanke  hit 
investors  with  a  bolt  from  the 
blue  when  he  worried  publicly 
in  a  speech  about  the  danger  of 
rising  inflation.  His  unexpected  re- 
marks—which dashed  hopes  for  a  pause 
in  rate  hikes— sent  the  Dow  plummeting 
almost  250  points  in  two  days. 

But  how  could  the  market  be  so  surprised  by  a  Fed  chairman 
whose  mantra  is  communication?  Bernanke  seems  to  have 
adopted  the  central  banker's  version  of  Regulation  FD,  for  'fair 
disclosure,'  the  securities  rule  requiring  public  companies  to  re- 
veal material  information  to  all  investors  simultaneously.  While 
his  predecessor,  Alan  Greenspan,  often  signaled  his  intended 
message  through  winks  and  nods  in  off-the-record  interviews 
with  the  press,  the  new  Fed  chief  is  offering  little  whispered 
guidance.  Such  a  shift  to  public  discussion,  rather  than  private 
hints,  is  consistent  with  Bernanke's  emphasis  on  transparency. 

Bernanke  is  also  responding,  in  part,  to  the  aftermath  of  his 
well-publicized  encounter  with  CNBC  anchor  Maria  Bartiromo 
(a  regular  BusinessWeek  columnist)  at  a  Washington  dinner.  Af- 
ter Bernanke  casually  said  to  her  that  his  April  congressional 
testimony  had  been  misread  as  too  dovish,  Bartiromo  reported 
his  remarks  on  the  air,  creating  a  stir  in  the  markets.  Later, 
Bernanke  promised  lawmakers  that  he  would  communicate 
through  official  channels  only. 

In  the  short  run,  Bernanke's  reluctance  to  telegraph  his 
thinking  privately  may  increase  market  volatility.  That's  a  big 
reason  why  stocks  moved  so  sharply  on  June  5  and  6,  since 
Bernanke  hadn't  prepared  investors  for  the  depth  of  his  infla- 
tion fears. 
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Nevertheless,  the  experience  with  Reg  FD  over  the  pa( 
years  suggests  that  volatility  may  ease  once  the  markets  gt 
justed  to  Bernanke's  style.  Remember  that  before  Reg  FD 
into  effect  in  2000,  companies  would  typically  hold  pi 
meetings  with  stock  market  analysts,  feeding  Wall  {) 
nuggets  of  information  about  whether  the  company  was  c 
better  or  worse  than  expected.  Such  private  meetings,  ahe 
official  earnings  announcements,  were  justified  as  a  way  < 
ting  good  news— or  bad— trickle  out  into  the  market  slow 
Reg  FD  effectively  ended  such  private  transmission  o 
porate  information  to  analysts.  At  the  time,  many  compi 
and  analysts  argued  that  the  lack  of  private  communic 
would  make  stock  prices  swing  more  sharply,  since  invt  I 
would  have  no  warning  of  good  or  bad  news. 

But  complaints  about  mi 
T  i3^^  volatility  induced  by  the  rule 

down  once  analysts  got  used  i 
new  reality.  They  learned  he 
better  forecast  corporate  ear 
"rather  than  have  the  compaj 
it  for  them,"  says  Georgetown 
versity  Law  Center  professor 
aid  C  Langevoort. 

There's  a  clear  analogy  in  tc 
situation.  Bernanke  wants  i 
tors,  rather  than  hanging  o 
every  word,  to  do  their  own  wc 
forecasting  economic  growtr 
inflation  to  anticipate  the  Fed's  next  move.  That  should 
them  think  like  the  Fed,  which  is  basing  interest-rate  poli 
the  economy's  future  course.  The  quarterback  "has  to  t 
where  the  receiver  is  going  to  be,  not  where  he  is  at  the  cfi 
moment,"  he  said  on  June  5. 

After  so  many  years  of  Greenspan,  investors  are  not  i 
going  to  learn  how  to  think  the  Bernanke  way.  But  the  qt 
they  do,  the  less  likely  they  are  to  be  surprised  in  the  futu 


guidance 
may  boost 
volatility, 
but  only  in 
the  short  run 
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INVESTORS 


WHY  THE  MARKETS 
ARE  SO  MERCURIAL 

Inflation  is  still  a  worry.  But  now  traders 
fret  that  the  Fed  will  push  rates  too  far 


BY  MARA  DER  HOVANESIAN 

THERE'S  PLENTY  FOR  IN- 
vestors  to  be  nervous 
about  these  days.  Threats 
from  Iran  about  cutting 
off  oil  supplies  and  the  on- 
set of  hurricane  season 
could  send  energy  prices 
up  again.  Corporate  profits  are  slowing. 
The  dollar  is  weakening.  But  never  mind 
all  that.  What  traders  really  fear  is  the  Fed. 
Most  economists  agree  that  the  Feder- 
al Reserve  is  much  less  powerful  now 
than  it  was  a  decade  ago  at  the  height  of 
former  Chairman  Alan  Greenspan's  influ- 
ence. There's  some  evidence  to  support 
that,  most  notably  the  Fed's  inability  in 
the  last  few  years  to  push  up  the  yields  on 
long-term  Treasury  bonds,  something  it 
used  to  be  able  to  do  easily. 

But  don't  think  for  a  second  that  the  Fed 
has  lost  its  ability  to  affect  global  markets. 
On  May  10  it  raised  the  benchmark  feder- 
al funds  rate  a  quarter-point  to  5%.  Its  pol- 
icy statement  contained  the  most  direct 
language  yet  that  inflation  remains  a  con- 
cern and  that  the  Fed  might  keep  raising 
rates  to  quell  it.  Since  that  day,  the  Stan- 
dard &  Poor's  500-stock  index,  the  Dow 
Jones  Euro  Stoxx  50 
index,  the  MSCI 
emerging  markets  in- 
dex, and  many  com- 
modities markets  have 
fallen  sharply,  with  the 
worst  wreckage  over- 
seas. At  the  same  time, 
volatility  measures 
have  spiked. 

Why  are  traders  so 
twitchy?  History. 

When  the  Fed  starts 
raising  rates,  it  rarely 
knows  when  to  stop. 
And  it  has  been  hiking 
since  June,  2004,  when 


HANGING  ON  HIS 

EVERY  WORD 


How  markets  fared  after  Fed 
Chairman  Bernanke  hinted  on 
May  10  of  more  rate  hikes 

PERCENT  INCREASE 


APR.  3,  '06  MAY  10 

Data:  Bloomberg  Financial  Markets 


the  fed  funds  rate  stood  at  just  1%.  Analysts 
say  investors  have  begun  to  worry  less 
about  the  portfolio-ravaging  effects  of  in- 
flation than  about  the  likelihood  the  Fed 
will  raise  rates  high  enough  to  spark  a  re- 
cession. "The  reason 
volatility  is  picking 
up,"  says  Dean  Barr, 
head  of  liquid  invest- 
ments for  Citigroup  Al- 
ternative Investments, 
"is  because  the  market 
fears  the  Fed  will  over- 
shoot." Case  in  point: 
In  a  speech  on  June  5, 
Chairman  Ben  S. 
Bernanke  vowed  to 
"be  vigilant"  on  infla- 
tion. The  Dow  Jones 
industrial  average  fell 
199  points  that  day. 
The       fact       that 


JUNE  6 


Bernanke  has  been  on  the  job  just  s 
months  is  only  heightening  the  ten 
Traders  don't  yet  know  how  to  read 
and  stung  by  the  reaction  to  an  offhar 
mark  to  a  TV  reporter,  he's  careful  r 
dispense  information  beyond  prepare 
marks  (page  42).  And  so  the  markets 
to  the  official  pronouncements, 
biggest:  Bernanke  has  said  that  the 
course  will  be  driven  by  economic  dz 
they  emerge.  As  a  result,  stocks  have 
rising  and  falling  largely  in  unison  1 
on  the  macroeconomic  numbers  of  th< 
with  company  fundamentals  takij 
backseat.  "If  all  stocks  are  moving  i 
same  direction,  [they're]  going  to  be 
volatile,"  says  Dean  Curnutt,  head  of  e 

I  derivatives  strategy  at 

a  of  America  Securitie 
^r  New  York.  "Higher  co> 
tion  means  higher  vols 
and  that  means  more  r 

The  key  baromet* 
stock  market  volatility 
Chicago  Board  Option 
change's  Volatility  Ind< 
VIX,  which  measures 
fluctuations  of  options 
tracts  based  on  the 
100-stock  index.  The  I 
fell  to  the  low  double  f 
this  year,  bottoming 
Mar.  14.  Since  then  i 
soared,  jumping  31%, 
most  19,  on  May  30. 

In  the  bond  marks 
tures  contracts  on  thei 

FRAZZLED  Traders  still 
don't  know  how  to  rea 
Fed  chief  Bernanke 


eral  funds  rate  have  been  highly  ui 
dictable,  pricing  in  a  35%  chance  of ! 
hike  one  day  and  an  80%  chance  the 
And  yields  on  10-year  Treasury  bond' 
chief  gauge  of  economic  expectaJ 
have  fallen  from  5.19%  on  May 
5.02%  by  June  7.  That  means  that  tr 
are  beginning  to  see  weakness  ahea 

The  rate  jitters  could  be  intensifi 
hedge  funds,  those  lightly  regulate 
vestment  pools  catering  to  the  weal ' 
investors.  Some  analysts  praise  the  e 
sion  of  hedge  funds  in  recent  yea 
keeping  markets  active.  But  they're  i 
card  when  markets  turn  sour,  w>' 
Timothy  F.  Geithner,  president  c 
New  York  Fed,  at  a  May  credit  risl 
ference.  Roger  W  Merritt,  managii 
rector  at  Fitch  Ratings,  worries 
hedge  funds  exiting  markets  in  u 
could  "end  up  exacerbating  risks." 

Indeed,  synchronicity  may  be  the  I 
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7  HIS  IS  NOT  A  FAIRY  TALE.  IT'S  BETTER. 

It's  a  true  story  about  a  plant  that 
lly  does  keep  growing  and  growing. 

also  a  story  about  a  company  called 
fota.  In  1996,  Toyota  built  a  plant  in 
:st  Virginia,  in  a  place  called  Buffalo. 
m  enough,  the  plant  was  producing 
iinesr*  Then  along  came  transmissions. 


The  plant  grew  and  grew — in  fact, 
it  expanded  five  times  in  nine  years! 

What  makes  this  story  so  exciting 
is  that  quite  a  few  of  Toyota's  plants  are 
growing.  Just  like  the  one  in  Buffalo. 
Just  like  the  company  called  Toyota.  It's 
a  true  story,  a  happy  story,  and  best  of 
all,  a  story  with  no  end  in  sight. 


Toyota  U.S.  Operations 

Plants. 10 

Juos 386,000" 

Investment -  -  S13Q 


TOYOTA 

toyota.com/usa 


ive  Research  study.  Includes  direct,  dealer  and  supplier  employees;  iiffl.. _, 
Toyota  vehicles  and  components  nre  built  u»i«\R  maiiy  U.S.  sou  reed  pa 
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kets'  worst  enemy  in  the  coming  months. 
Consider  what  happened  in  emerging 
markets.  Citigroup's  Barr  figures  around 
$27  billion  moved  into  the  markets  of  In- 
dia and  Brazil  during  the  first  five  months 
of  the  year.  Then,  in  the  course  of  a  few 
weeks  beginning  in  May,  some  $5  billion 
came  rushing  out.  "With  that  kind  of  ve- 
locity, the  question  is,  where  does  it  go 
next?"  he  says.  As  traders  grow  increas- 
ingly nervous  about  a  slowdown  in  the 
U.S.,  hedge  fund  selling  could  beget 


more  selling.  "If  a  hedge  fund  has  to  sell 
securities  to  raise  money,  that  causes 
prices  to  decline,  which  creates  a  down- 
ward spiral,"  says  Fitch's  Merritt. 

The  good  news?  At  least  we're  coming 
closer  to  finding  out  whether  Bernanke 
will  engineer  a  much  hoped-for  econom- 
ic soft  landing  or  inadvertently  help  steer 
the  economy  into  a  downturn.  But  in  the 
meantime,  volatility  will  rule  the  day,  as 
traders  swing  back  and  forth  between 
worrying  about  inflation  and  recession. 


"The  market  can  have  both  beliefs  a 
same  time— that  there's  rising  infl 
and  a  slowing  economy,"  says  Stan  Ji 
managing  partner  of  DutchBook 
ners,  a  New  York  hedge  fund  that  be 
interest  rate  moves  by  central  b 
around  the  world.  "It's  tough  enouj 
know  when  one  thing  will  happen;  it 
ally  tough  to  know  when  two  thing! 
happen.  The  real  world  ki 
[traders]  don't  have  a  clue."  ■ 

-With  Catherine  Yang  in  Washii 
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HOW  DO  YOU  TURN  ON 
THE  #@!&%  AIR? 

AJ.D.  Power  study  finds  luxury  cars  like  Mercedes 
and  BMW  overloaded  with  complexity 


BY  DAVID  WELCH 

YOU'D  THINK  A  $105,000 
luxury  car  like  the  new 
Mercedes  S550,  with  its 
highly  tuned  suspension, 
seat  massagers,  and  ultra- 
quiet  cabin,  would  be  a  joy 
to  drive.  And  it  is,  in  every 
way  except  one.  Mercedes  had  to  go  and 
copy  BMW's  complex,  cumbersome  iDrive 
system,  the  Windows-like  interface  that 
drivers  must  navigate  merely  to  play  a  CD 
or  cool  down  the  interior.  Toggling  from 
the  stereo  screen  to  the  climate  menu  to 
get  the  AC  running  requires  a  series  of 
twists  and  clicks  of  the  controls,  not  to 
mention  keeping  at  least  one  eye 
on  the  screen.  Whatever  hap- 
pened to  the  button  with  the 
snowflake  on  it? 

Such  is  the  state  of  the  luxury 
vehicle.  Upscale  cars  may  be 
faster,  safer,  and  more  reliable 
these  days,  but  they're  also  more 
annoying.  That  message  comes 
through  clearly  in  the  latest  Ini- 
tial Quality  Study  from  J.D.  Pow- 
er &  Associates  Inc.,  which,  like 
BusinessWeek,  is  owned  by  The 
McGraw-Hill  Companies.  The 
research  firm  rejiggered  its  sur- 
vey this  year  to  separate  real  de- 
fects from  design  flaws,  which 
have  become  a  bigger  gripe  in  re- 
cent years.  Mostly  it's  the  fancy 


German  brands— Mercedes,  BMW,  Audi- 
getting  dinged  for  their  overwrought  giz- 
mos, poor  ergonomics,  and  other  design 
missteps.  "Some  auto  makers  are  finding 
ways  to  give'  you  [everyday]  technology 
and  make  it  more  complicated,"  says  Joe 
Ivers,  J.D.  Power's  quality  and  customer 
satisfaction  chief. 

SOFTWARE  SNAFUS 

YOU  KNOW  SOMETHING'S  amiss  when 
BMW  ranks  27th  out  of  37  brands  in  over- 
all quality.  No,  the  Ultimate  Driving  Ma- 
chine isn't  conking  out  on  the  highway: 
BMW  tied  with  Toyota  brand  for  third  place 
in  terms  of  quality  defects.  It  was  com- 


plaints about  iDrive  and  other  softer  d 
issues  that  shoved  Bimmer  down  h 
overall  rankings.  Owners  of  BMWs  n 
Series  also  complained  that  the  wit 
and  door  lock  mechanisms  either 
hard  to  reach  or  use. 

Audi  turned  in  similar  results,  rai 
a  respectable  12th  for  defects  but  24'l 
design  flaws.  Mercedes  ranked  16th 
29  th,  respectively.  In  Mercedes' 
buyers  griped  that  the  new  seven-s 
transmission  used  in  the  CLS  500  c 
shifted  awkwardly.  It  turned  out  to 
software  flaw.  Both  BMW  and  Mem 
contend  that,  with  so  many  luxuri 
tions,  the  controls  must  be  integf 
into  one  computer  system  to  aw 
dashboard  overloaded  with  buttons 

What  if  you  want  the  latest  gad 
without  having  to  read  a  manual  as  tht 
a  phone  book?  According  to  the  latest 
er  study,  Lexus  is  the  brand  to  beat 
ota's  luxe  nameplate  is  No.  1  for  fewe 
fects  and  No.  5  for  fewest  design  flaws 
Ivers:  "Lexus  has  the  functionality,  ju 
the  complexity."  What  a  concept.  ■ 


BusinessWeek  online 


For  more  on 
the  JD  Power  Initial  Quality  Study, 
watch  BusinessWeek  Weekend. 


Reliability 

Isn't  Everything 

How  five  luxury  makes  rank  in 
two  crucial  measures:* 


FEWEST 
DEFECTS 

FEWEST  DESIGN 
FLAWS 

LEXUS 

1 

5 

BMW 

3 

36 

CADILLAC 

7 

20 

AUDI 

12 

24 

MERCEDES  BENZ 

16 

29 

Data:  J  D.  Power  and  Associates  Initial  Quality  Study       *Out  of  37  brands 


TOO  MANY 
THINGAMABOBS 

The  S550*s 
control  system 
is  cumbersome 
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TOGETHER.  When  a  single  word  makes  all  the  difference. 

Transforming  your  enterprise  -  whether  you're  making  big  or 
small  changes  -  is  never  easy.  Experience  has  shown  us 
that  if  we  define  measurable  objectives  and  set  realistic 
schedules  together,  build  joint  teams,  and  above  all, 
anticipate  and  mitigate  risks  together,  then  we  improve  our  chances. 
Add  to  that  motivation  and  commitment  of  over  60,000  people  around 
the  world  and  the  knowledge  and  experience  we  share  with  you  daily, 
and  the  result  is  faster,  and  more  tangible  success  that  lasts. 
Together.  One  word  that  captures  the  difference  between  typical 
business  practice  and  Capgemini's  unique  branded  approach  to  delivering 
Consulting,  Technology  and  Outsourcing  Services  -the  Collaborative 
Business  Experience. 
Let's  create  a  Collaborative  Business  Experience  -  together. 


www.us.capgemini.com 


Capgemirii 

CONSULTING. TECHNOLOGY. OUTSOURCING 


News  Global  Business 


OUTSOURCING 


INDIA:  WHY  APPLE 
WALKED  AWAY 

Plans  for  an  Indian  tech  support  center 
have  been  scrapped.  A  cautionary  tale 


BY  MANJEET  KRIPALANI 
AND  PETER  BURROWS 

APPLE  CEO 
Steve  Jobs  has 
long  had  a 
thing  for  In- 
dia. After  work- 
ing at  game 
developer 
Atari  in  the  mid-'70s,  Jobs  took 
a  break  and  backpacked  around 
the  subcontinent  in  search  of 
spiritual  enlightenment.  Upon 
his  return  to  the  U.S.,  his  more 
capitalistic  instincts  took  over, 
and  he  and  Steve  Wozniak 
launched  Apple.  Today,  of 
course,  the  seeker-turned- 
billionaire  enjoys  a  reputation 
as  one  of  the  most  successful 
entrepreneurs  and  sawiest 
marketing  minds  on  the  planet. 
Yet  he  is  also  a  tough-mind- 
ed executive  who  knows  when 
to  cut  and  run.  That's  why  Ap- 
ple Computer  Inc.  has  shelved 
plans  to  build  a  sprawling 
technical  support  center  in 
Bangalore,  even  as  IBM  and 
other  tech  powers  are  ramping 
up.  Just  three  months  back,  Ap- 
ple appeared  to  be  on  the  same 
trajectory,  and  there  was  talk  of 
the  company  hiring  3,000 
workers  by   2007  to   handle 

support  for  Macintosh  comput-    30/0  2i  Vear 
ers  and  other  Apple  gear.  Many 
in  India  even  speculated  that 
Jobs  might  travel  there  this 
year  to  publicize  Apple's  commitment 
to  the  country. 

It  wasn't  meant  to  be.  In  late  May,  Ap- 
ple dismissed  most  of  the  30  new  hires  at 
its  subsidiary  in  Bangalore.  (A  handful 
working  in  sales  and  marketing  will  stay 
on.)  Spokesman  Steve  Dowling  would 
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Pay  for 
some 

outsourcing 
jobs  has 
jumped  by 


say 
had 


only    that    Apple 
"reevaluated    our 
plans"  and  decided  to 
provide   support  from 
other  countries.  Anoth- 
er source  familiar  with 
the  situation,  though, 
says  the  decision  was 
cost- driven.  "India  isn't 
as    inexpensive    as    it 
used  to  be,"  the  source 
says.  "The  turnover  is 
high,  and  the  competi- 
tion for  good  people  is  strong."  Apple 
feels  it  "can  do  [such  work]  more  effi- 
ciently elsewhere." 

The  shutdown  highlights  concerns 
about  the  sustainability  of  India's  fast- 
track  economy.  True,  India  grew  9.3%  last 
quarter  and  is  still  home  to  the  world's 


largest  and  fastest-growing  offshore 
sourcing  sector,  which  last  year  gene 
some  $173  billion  in  revenues  and 
ployed  nearly  700,000  people,  accoi 
to  the  McKinsey  Global  Institute 
India's  benchmark  Sensitive  inde 
Sensex,  has  dropped  by  20%  in  the 
month  as  global  investors  have 
emerging-market  stocks.  And  the 
sourcing  sector  is  now  plagued  by 
cerns  about  rising  wages.  Entry-levc 
at  tech  and  outsourcing  comp 
climbed  by  as  much  as  13%  annually 
2000  to  2004,  while  salaries  for  mic 
managers  jumped  30%  a  year  durinj 
same  period,  to  a  median  of  $31,13 1 
cording  to  McKinsey  and  Nass| 
India's  software  h 
try  association. 

CLOSE  TO  HOME 

APPLE'S     MOVE 
generated  media  s( 
tion— "Apple  Soft 
Logs  Out  of  India, 
Times  of  India  she 
in  a  headline— b 
may  be  a  special  I 
Although  part  o: 
circuitry  that  pc 
the  iPod  was  deve) 
in  Hyderabad  by 
neers  working  foi( 
talPlayer    Inc.,   A 
never      intended 
outsource       higl 
software  develop 
to  its  Bangalore  i 
Unlike  most  tech 
panies,  Apple  do< 
most  all  of  its  R&l 
product    developi 
near      its      Cupei 
(Calif.)  headquart 
Apple,  meanwhile,  isn't  abandt 
India  altogether  and  still  aims  to  s 
the  country's  flourishing  market.  Or  I 
29  the  company  announced  a  tieup 
HCL  Corp.  New  Delhi-based  HCL,  a    j 
has   worked    successfully  with   1 
Corp.,  will  support  Apple's  growing 
sales  in  India.  "We  will  put  Apple 
ucts  through  the  same  distributioi 
work  as  we  do  with  Nokia,  and  offer 
sales  service  for  all  things  related  i 
iPod,"  says  Saurav  Adhikari,  HCL's 
president  for  strategy. 

So  Indians  will  get  their  iPod: 
Bangalore  won't  get  that  service  c 
Owing  to  his  earlier  spiritual  quest, 
Jobs  may  have  a  soft  spot  for  Indii  I 
when  it  comes  to  running  a  $14  t 
enterprise,  his  capitalistic  instinct 
likely  to  win  out  every  time.  II 
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HE  STARTER  HOME 
►  A  NONSTARTER 

Le  middle  class  is  getting  squeezed  out 
China's  ever-pricier  housing  market 


REDERIK  BALFOUR 

RACE  DU  HAS  EVERY- 
thing  going  for  her.  The 
26-year-old  graduated 
with  an  economics  de- 
gree from  prestigious 
Jiao  Tong  University  in 
Shanghai  and  landed  a 
;  an  administrative  assistant  at  con- 
icy  AT  Kearney  Inc.  Her  boyfriend  is 
tgineer  and,  like  Grace,  is  an  only 
living  at  home  with  his  parents, 
plan  to  get  married,  and  their 
ined  income  of  $1,250  per  month 
hem  solidly  in  the  ranks  of  China's 
le  class. 

t  after  six  months  of  house  hunting 
e  still  looking  for  something  that  fits 
audget.  "If  s  a  problem  to  find  some- 
affordable,"  says  Du,  who  had 
i  to  pay  around  $80,000  for  a  two- 
om  apartment  but  has  discovered 
mything  in  central  Shanghai  runs 
:  triple  that.  "Either  the  prices  are 
ugh  or  the  location  is  not  good." 
cities  such  as  San  Francisco,  New 


York,  and  London,  the  dearth  of  afford- 
able housing  is  a  well-rehearsed  and 
painful  theme.  Now  the  topic  is  dominat- 
ing the  conversations  of  middle-class 
families  in  Beijing,  Shanghai,  and  many 
smaller  urban  areas  across  the  mainland. 
First-time  home  buyers,  especially,  are 
getting  squeezed  out  of  the  market,  and 
people  with  otherwise  solid  earning  cre- 
dentials are  unable  to  pay  housing  prices 
that  have  often  doubled  in  the  past  four 
years.  Web  sites  for  college  grads  and 
newlyweds  are  filled  with  laments  by  frus- 
trated apartment  hunters  who  face  many 

Wealth  Effect 


$23.6 

billion 

First-quarter 

investment  in 

residential 

development  in  China 

$775 

million 

Portion  of  that 
spent  on 
low-cost 
housing 

Data:  Standard  Chartered  Bank 

FOR  THE  RICH  more    years    living 

Social  tensions  with  their  parents 
couldheatup  because   they  can't 

afford  to  move  out. 
The  situation  is  perilous  to  a  nation 
trying  to  build  a  middle  class— and  could 
aggravate  already  simmering  social  ten- 
sions. In  the  first  quarter,  $23.6  billion 
was  invested  in  residential  development 
in  China,  but  only  $775  million  of  that 
went  into  low-cost  housing.  The  result 
has  been  a  growing  scarcity  of  affordable 
homes,  and,  many  feel,  tangible  proof  of 
the  widening  gap  between  rich  and  poor 
in  China.  It  has  also  created  a  surge  in 
lending  to  the  most  aggressive  develop- 
ers, which  Beijing  fears  might  hurt  its 
banks  if  prices  crash  and  many  of  these 
loans  sour. 

PENALTIES  FOR  FLIPPING 

TIME  FOR  A  crackdown.  In  early  June, 
Beijing  rolled  out  a  raft  of  decrees  aimed 
at  containing  the  luxury  market  and  tun- 
neling more  funds  into  affordable  hous- 
ing. The  measures  boost  the  minimum 
down  payment  to  30%,  up  from  20%,  on 
homes  larger  than  900  square  feet.  To 
discourage  rapid  flipping  of  apartments,  a 
tax  of  5.5%  is  being  slapped  on  the  entire 
purchase  price  of  any  property  sold  with- 
in five  years,  up  from  two  years.  And  a 
new  rule  bans  sales  of  government- 
owned  land  for  detached  houses,  a  big 
setback  to  developers  that  have  carved 
out  dozens  of  suburban  enclaves  with 
names  such  as  Oasis  Riviera  and  Rancho 
Santa  Fe. 

The  rules  are  starting  to  bite.  In 
March,  when  developer  CapitaLand  Ltd. 
sold  a  batch  of  high-end  townhouses  in 
Shanghai,  demand  was  so  great  that  the 
company  decided  to  hold  a  lottery  for  the 
next  phase.  But  just  four  days  before  the 
June  9  drawing,  only  10  buyers  had  regis- 
tered for  a  chance  to  buy  the  final  25 
units.  "The  new  measures  have  made 
people  hesitant,"  says  Ivy  Zong,  a  Capita- 
Land  sales  representative. 

Whether  or  not  such  policies  will  result 
in  more  affordable  housing  remains  to  be 
seen.  One  principal  reason  builders  have 
concentrated  on  the  high  end  is  that  land, 
which  is  almost  always  bought  from  the 
government,  is  pricey,  typically  account- 
ing for  nearly  half  the  cost  of  a  residential 
development.  "If  the  government  wants 
to  reduce  the  cost  of  housing,  it  needs  to 
reduce  the  cost  of  land,"  says  Michael 
Hart,  head  of  residential  research  at 
Jones  Lang  LaSalle  Inc.  in  Shanghai.  Un- 
til that  happens,  China's  young  people 
may  be  seeing  a  lot  more  of  mom  and  dad 
than  they'd  really  like.  II 
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It's  a  mobile 
phone  that 
thinks  it's  a  TV. 


Digital  broadcast  TV  on  a  mobile  device?  Absolutely.  Freescale  brings  you  nex 
generation  wireless  technologies  so  you  can  create  exciting  new  products  tha 
have  real  differentiation  and  the  power  to  cause  market  disruption.  Look  at  TV 
and  the  rest  of  the  world  in  a  new  way.  freescale.com/wireless 
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Freescale™  and  the  Freescale  logo  are  trademarks  of  Freescale  Semiconductor,  Inc.  All  other  product  or  service  names  are  the  property  t 
their  respective  owners.  ©Freescale  Semiconductor,  Inc.  2006. 
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Design    worth 


king    about. 
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The  shimmering  elegance  of  stainless  steel 


Exquisitely  composed  ring  tones.  Sleek  lines 


and  liquid  curves.  Discover  the  phone  designed 


to  reflect  the  way  you  live.  The  Nokia  8801 


Available  now  at  select  T-Mobile  locations, 


It's  your  life  in  there. 
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IT'S  NOT  EXPENSIVE  TO  LOOK  EXPENSIVE. 
HP  COLOR  LASERJETS  STARTING  AT  $399. 

It  makes  more  sense  than  ever  to  get  an  HP  Color  LaserJet  printer.  These  come 
network-ready  and  have  renowned  print  quality  when  you  use  HP  ColorSphere 
toner.  And  best  of  all,  they're  all  from  HP  PC  Magazine's  Readers'  Choice  for 
Service  and  Reliability  for  14  straight  years.  Brilliantly  Simple. 
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STEST 

P  Color  LaserJet  3800n. 
Up  to  22  pages  a  minute. 
There's  no  deadline  it  can't  rre 

$999. 


FAST 

HP  Color  LaserJet  2600n. 
Up  to  8  pages  a  minute. 
More  affordable  than  ever. 

$399 


HP  Color  LaserJet  3600n. 
Up  to  17  pages  a  minute. 
A  great  fit  for  a  growing  business. 

$699 


lb  learn  more  or  see  special  offers,  visit  hp.com/go/colorprinter. 
Call  1-800-888-3119.  Visit  your  reseller  or  retailer. 

■!gj2006  Hewlett-Packard  Development  Company,  LP  Estimated  U.S.  retail  price.  Actual  price  may  vary. 
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/1th  this  inaugural  issue  of  IN:  Inside  Innovation— we  dedicate 
urselves  to  the  proposition  that  making  innovation  work  is  the  single 
tost  important  business  challenge  of  our  era.  Our  goal  is  to  make 
meaningful  difference  in  the  difficult  journey  toward  building 
inovative  business  cultures.  IN  hopes  to  inspire,  to  provoke,  to  teach, 
[id  to  be  a  trusted  advisor  and  guide.  Every  quarter,  we'll  provide 
du  with  a  how-to  tool  kit  of  lessons  and 
ise  studies  that  address  specific 
roblems  managers  face  in  changing 
leir  organizations.  In  this  premier 
sue,  we  show  exactly  how  five 
3y  "C-Suite"  drivers  of  innovation 
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iside  big  corporations  do  it.  In 

iture  issues,  we  will  offer  the  best 

movation  metrics,  show  how 

)  build  open-source  idea  machines, 

lanage  global  networks  of  engineers  and 

end-spotters,  find  truly  creative  talent, 

nd  instill  design  thinking  to  satisfy  unmet 

Dnsumer  needs.  IN  is  also  a  community. 

:  links  you  to  our  online  Innovation  &  Design  site 

)usinessweek.com/innovate),  with  its  blogs,  columnists 

letrics,  and  stories.  Join  us. 


uce  Nussbaum,  Editor 
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NO  VIRUSES. 
NO  SPAM. 
NO  DOWNTIME. 
EMAIL  DONE  RIGHT. 


No  one  can  promise  complete  email  security  and  availability.  We  don't  live  in  that  kind  of  world 
Yet  one  company  has  earned  a  worldwide  reputation  for  making  email  as  secure  and  available  as 
it  is  important.  A  company  that  not  only  screens  out  viruses,  spam  and  spyware,  but  also  provides 
solutions  for  speedy  recovery  in  case  of  system  failure.  A  company  that  reduces  storage  cost!) 
by  archiving  to  secondary  storage  and  blocking  unwanted  emails.  A  company  that  provides 
management  tools  for  efficient  email  retention  and  fast  email  discovery.  A  company  that  does1 
email  right.  Symantec.  Because  we  know  it's  not  just  email,  it's  your  business.  For  mon 
information  visit  www.symantec.com/esa  or  call  800-745-6054  DC    FEARLESS 


^  Symantec 


orporation.  All  rights  reserved.  Symantf 
Remarks  or  registered  trademarks  of 
ttes  in  the  U.S.  and  other  countries. 
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DESIGN  VISIONARY 

Patrick  Whitney  is  out  to  bridge  the  chasm  between  business  and  design 

18  indepth 

CHAMPIONS  OF  INNOVATION 

Meet  five  archetypal  achievers  from  the  ranks  of  the  IN25— a  list  of  the 
corporate  world's  leading  innovators 

28  inprogress 

CASE  STUDY:  BANK  OF  AMERICA 

How  BofA  developed  its  Keep  the  Change  program  and  attracted  new  accounts 


03  inmanifesto 

What  IN:  Inside  Innovation  is  all  about 


06  inshort 

Tools  and  trends  to  spur  creativity 

08  inproduct 

Koenigsegg  OCR:  The  ultimate  supercar? 

10  intouch 

A  blog  conversation  about  Intel's 
surprising  use  of  enthnographic  research 


inshort 


Reena  Jana 


TOOL:  TEEN  TREND- 
TRACKING  WEB  SITES 

What  better  way  to  tap 
into  the  tastes  and 
buying  habits  of  teens 
and  'tween  girls  than  to 
consult  with  in-the- 
know  members  of  the 
actual  demographic? 
The  teen-run  Web  site 
of  3iYing  presents 
kicky  prose  and  sharp 
observations  on  big- 
company  blunders  and 
offers  its  own  marketing  strategies  that  will  work 
best  for  teenage  girls.  Also,  check  out  Look-Look 
and  Girls  Intelligence  Agency. 


TOOL:  GAPMINDER'S  DYNAMIC  DATA 
VISUALIZATION  AND  MAPPING 

Forward-looking  companies  need  dynamic  de- 
livery of  statistics  beyond  old-school  bars,  pies, 
and  x-  and  y-axes.  Data  visualization  is  the  ticket. 
Hans  Rosling's  Gapminder  uses  software  that 
punches  up  ho-hum  international  economics  stats 
with  colorful,  entertaining  digital  animations 
like  cascading  words  and  numbers.  Currently 
positioned  as  a  nonprofit  educational  device, 
Gapminder's  Trendalyzer  software  holds  massive 
potential  for  business  and  financial  stats. 
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TREND:  LEARNING  JOURNEYS 

Executives  traditionally  take  benchmarking  trips  to  other  com- 
panies to  measure  the  best  quality,  cost,  and  process  procedures. 
Now  many  are  traveling  to  observe  the  cultures  and  behaviors  of 
their  own  customers  in  their  native  habitats.  Managers  from  Design 
Continuum,  for  instance,  go  on  scavenger  hunts  to  gain  a  better  under- 
standing of  how  products  are  made  and  used.  Ecco  Design  arranges  trips  tc 
China.  Smart  Design  leads  journeys  around  the  world.  ZIBA  Design  travels 
Asia  and  Europe  with  middle  managers.  BrainReactions  takes  American 
managers  to  India  and  China  and  Indians  and  Chinese  to  the  U.S.  IDEO 
arranges  excursions  for  CEOs  to  shop  for  their  own  products. 
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OL:  METHOD  CARDS 

ie  way  to  score  a  winning  hand  in  the 
lovation  game:  decks  of  cards  issued  by 
:  Foresight  &  Innovation  team  at  Amp,  a 
ding-edge  engineering  design  firm,  and 
EO,  a  top  innovation  consultancy.  These 
rtable  stacks  of  idea-inspiring  images, 
rial  and  technological  trends,  and  market 
tistics  aim  to  spark  creative  thinking.  Con- 
tent Creative  Advantage  also  has  a  deck, 
rthe  paper-averse:  KnowBrainer  cards  are 
o  available  in  a  PC -based  Flash  program. 


END:  PLUG-AND-PLAY  NETWORKS 

eating  and  managing  networks  has  become  an  essential  skill  for 
executives.  Managers  are  harnessing  networks  of  scientists  and 

engineers  outside  their  corporations  for  new  ideas  and  solutions. 
NineSigma.com,  InnoCentive.com,  and  YourEncore.com  are 
Hi     just  a  few.  Others  are  also  joining  select  consortiums  to 

quietly  exchange  best  practices.  IBM's  Global  Innovation 
Outlook  encourages  cross-pollination  of  ideas  among 
peers  from  different  companies.  Still  others  are  using 
new  Wikipedia-type  tools,  including  TWiki  (used  by 
such  clients  as  British  Telecom  and  Michelin  China) 
sfe       and  Confluence  (Earthlink  and  Lockheed  Martin),  to 
keep  the  creative  juices  flowing  between 
gg^      managers  and  workers. 


■ 


TREND:  CONSUMER  EXPERIENCE  SELLS 

What  drives  top-line  growth  and  above-average 
profits?  Peer  Insight,  the  service  innovation  con- 
sultancy, has  devised  a  chart  and  table  (below) 
that  correlate  and  index  a  portfolio  of  companies 
that  provide  great  consumer  experiences  (cX) 
with  sales  and  stock-market  performance.  The 
evidence  speaks  for  itself:  the  likes  of  Starbucks 
and  Whole  Foods  Markets,  which  focus  on  their 
consumers'  needs  and  wants,  fuel  their  innova- 
tion and  profits  by  keeping  the  customer  in  mind. 


HYPOTHETICAL  cX  PORTFOLIO 
$2500 r 
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$1,000  investment  on 
January  1,  2001,  would 
have  returned: 
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COMPANIES* 
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o 
fees 


P&G 

$56,741 

7.3% 

7.0% 

15.4% 

10.4% 

Starbucks 

6,369 

24.0 

10.3 

39.2 

13.2 

Starwood 

5,977 

6.6 

6.4 

0.93 

9.8 

Target 

52,620 

7.4 

8.5 

13.8 

15.3 

$16,191 

DATA:  2006  PEER  INSIGHT  LLC 


12.8%      5.5%       28.7%   10.6% 

•INDEX  BASED  ON  NINE  COMPANIES 
"COMPOUND  ANNUAL  GROWTH  RATE 


TREND:  INNOVATION  CAMP 

Flash  back  to  summer  camp  and  the  many 
lessons  learned  in  an  intense,  unfamiliar 
environment.  Innovation  consultancies  such 
„.„  .      as  Doblin,  ZIBA 


W 
i 


Design,  IDEO,  Jump, 
and  Idea  Factory  offer 
immersion  workshops 
on  creative  thinking. 
Tomorrow  Makers 
ran  the  CEO  Creativity 
workshops  at  the 
World  Economic 
Forum  in  Davos.  The 
aim  of  such  experi- 
ences is  to  change 
managerial  culture. 
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Koenigsegg  CCR 

Power  and  beauty.  This  Swedish  supercar  embodies  both 


Sweden's  Christian  von  Koenigsegg 
always  dreamed  of  building  the 
ultimate  supercar.  Now,  his  Koenigsegg 
CCR  is  breaking  records.  Clocking  in  at 
245  miles  per  hour,  Koenigsegg  Auto- 
motive broke  the  world  speed  record 
for  a  production  car  last  year  with  the 
Koenigsegg  CCR.  It  has  806  horses 
under  the  hood,  nearly  twice  as  many 


as  Porsche's  top-of-the-line  911  GT3, 
and  more  than  Mercedes-Benz' 
supercar,  the  SLR  McLaren.  Since  the 
first  production  car  rolled  off  the 
assembly  line  in  1996,  Koenigsegg  has 
shipped  ultrafast  autos  to  the  Middle 
East,  Hong  Kong,  Eastern  Europe, 
Russia,  Britain,  and  Japan.  But  none  to 
the  U.S.  because  of  safety  and  emissions 


standards.  Until  now.  A  new  model,  th 
Koenigsegg  CCX,  engineered  to  comp 
with  U.S.  specifications  will  be  availat 
this  summer.  The  CCX  will  carry  a 
supercar  price  tag— $722,534,  fully 
equipped  and  before  taxes.  (The  price 
even  includes  driving  lessons  from 
the  world  record-setting  driver  himsel 
Loris  Bicocchi.)  -Matt  Vella 
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Bruce  Nussbaum 


BusinessWeek.com/innovate/NussbaumOnDesign 


Join  our  online  conversation  on  key  issues. 


POSTED  BY: 
GEORGES  DE  WAILLY 

Ethnography  or,  more  seriously,  "eth- 
nology," is  a  field  a  designer  shouldn't 
ignore.  It's  like  art  history  or  mythology. 
Ethnology  deals  with  ethnic  groups' 
culture,  while  ethnography  deals  with 
groups'  repartition.  If  you  want  to  de- 
sign a  product  that  will  be  accepted  by  a 
population,  know  its  uses  and  habits. 

The  best-designed  product  is  the  one 
that  refers  to  the  user's  fundamentals. 
So  ethnography  is  a  field  of  investiga- 
tion for  designers  and  not  only  to  devel- 
op products.  It's  also  a  way  to  open 
someone's  mind  to  the  wide  world. 


POSTED  BY: 
BRUCE  NUSSBAUM 

Ethnography  Is  the  New  Core  Competence 

Ethnography  is  hot.  You'd  expect  the  Nikes  and  Apples  of  the  world  to  use  it  since 
their  products  are  so  direcdy  linked  to  consumer  wants  and  needs.  But  if  s  surprising 
that  Intel  Corp.,  a  chipmaker  whose  products  you  never  see,  is  into  enthnography.  In 
fact,  the  company  is  very  serious  about  the  science  of  observing  customers  to  zero 
in  on  their  needs— and  is  way  ahead  of  many  other  global  corporations. 

Intel's  effort  is  led  by  anthropologist  Ken  Anderson,  manager  of  people  and  prac- 
tice research.  He's  using  anthropology  and  other  social  science  disciplines  to  "de- 
velop a  deep  understanding  of  how  people  live  and  work."  The  knowledge  is  then 
used  by  Intel  to  inform  and  guide  the  company's  direction  for  technology  and  its 
strategy  for  product  development. 

One  bit  of  interesting  research  posted  at  Intel's  Web  site  is  on 
transnationals  and  cosmopolitans— people  who  live  outside  their 
home  countries  and  who  move  back  and 
forth  between  countries.  Anderson  esti- 
mates that  as  much  as  one-third  of  the 
population  of  cities  such  as  London  are 
made  up  of  transnationals.  How  they  use 
information  and  communication  tech- 
nologies (laptops,  cell  phones,  Web  sites, 
instant  messaging,  video  cameras)  is  in- 
triguing. Ghanaians  living  in  London  use 
them  to  "look  homeward,"  to  keep  con- 
nected. They  also  use  information  and 
communications  technology  (ICT)  to  con- 
nect to  the  global  grid,  searching  the  Net 
and  blogs  for  jobs,  contacts,  etc.  When  Ghanaian  transnationals 
go  home,  they  are  the  leading  vector  for  introducing  ICT  to  their 
cities,  towns,  and  villages. 

There  is  a  lot  more  cool  stuff  on  the  Intel  site.  I'd  love  to  see  this  really  cool  kind  of 
research  done  on  American  cities  like  Portland,  Ore.,  New  York,  or  San  Francisco. 
Just  for  fun. 


POSTED  BY: 
STEVE  PORTIGAL 

Intel  has  the  resources  to  put  together 
these  incredible  projects  to  go  broad, 
deep,  and  far  afield.  Most  of  us  are 
working  in  a  shorter  timeframe  (both 
the  horizon  of  the  research  impact  and 
the  time  spent  on  it),  and  with  more  tac 
tical  objectives  than  Intel's  folks. 

We  are  putting  together,  piece  by 
piece,  a  grand  amount  of  insight  on 
Portland,  Tulsa,  San  Francisco,  and  so 
on.  But  no  one  knows  about  any  of  it. 
It's  all  proprietary.  The  research  is  re- J 
peated  over  and  over  again  for  different 
groups  with  different  objectives. 
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China's  President  Hu  Jintao  Visits  Microsoft's 
Bill  Gates— Who  is  More  Innovative? 

Infosys  Makes  The  Top  Innovators  List  for 
Asia-Pacific 

What  Senior  Execs  Really  Think  of  IBM  and 
Innovation 
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Ah,  the  joys  of  business  class.  All  the  spacious  seating.  The  complimentary  cocktails.  The  priority  boarding  and  deplaning. 
But  most  importantly,  the  distinct  absence  of  someone  else's  arm  on  yours.  Now  that's  humanity.  Book  your  Business 
Class  seat  at  airtran.com,  where  you'll  always  find  our  lowest  fares,  or  call  1-800-AIR-TRAN. 


Go.  There's  nothing  stopping  you. 


com 


erica  Online  Keyword:  AirTran    En  espanol,  1-877-581-9842 


©AirTran  Airways  2006 


AAI 


NYSE 


inprofile 


DESIGN  VISIONARY 

PATRICK  WHITNEY  IS  OUT  TO  BRIDGE  THE  (  HASM 
BETWEEN  THE  CULTURES  OF  BUSINESS  AND  DESIGN 


BY  ROBERT  BERNER 


ooking  for  talent?  Of  course  you  are. 
A  titanic  talent  search  is  under  way  as 
managers  scour  the  globe  for  innovators. 
Companies  are  struggling  to  transform 
themselves  from  cultures  driven  by  cost  and 
quality  control  to  organizations  that  profit 
from  creative  thinking.  Everybody  knows 
where  to  find  Six  Sigma  black  belts,  financial 
hotshots,  and  vice-presidents  into  Total 
Quality  Management.  Harvard,  Northwest- 
ern, Stanford,  and  lots  of  B-schools  churn 
them  out.  But  innovators? 

Enter  Patrick  Whitney,  a  54-year-old 
Canadian  native  who  is  director  of  the  IIT  In- 
stitute of  Design  in  Chicago,  the  largest  grad- 
uate school  of  design  in  the  U.S.  Whitney  is 
a  visionary,  a  key  leader  in  a  new  movement 
to  create  a  discipline  of  design.  Like  W. 
Edwards  Deming,  who  transformed  the 
"mushy"  notion  of  quality  into  the  rigorous, 
useful  TQM  methodology,  Whitney  is  turning 
design  into  a  core  methodology  of  innovation. 
In  doing  so,  this  soft-spoken  man  has  quietly 
become  the  guru  of  integrating  the  best  of 
business  and  design  thinking. 
^Whitney  believes  that  companies  today  face 
an  "innovation  gap."  They  have  the  tools  of 
technology  to  make  virtually  anything,  but  lack 


the  tools  of  empathy  to  understand  what  con- 
sumers really  want.  Filling  this  gap  is  the  task 
at  hand.  It  is  also  the  sweet  spot  for  top-line 
growth  and  high-margin  profit. 

To  Whitney,  design  is  uniquely  suited  to 
mine  users'  unarticulated  needs,  whereas  focus 
groups  are  limited  to  what  consumers  already 
know.  "Design  thinking  can  offer  greater, 
deeper,  and  faster  insight  into  users'  lives  to 
help  businesses  know  what  to  make  in  the  first 
place,"  he  says. 

Traditionally,  design  education  is  based 
on  visual  expression,  and  students  learn 
through  drawing,  model  making,  and  study- 
ing the  work  of  other  designers.  That  is  still 
the  case  in  most  design  schools.  Little 
emphasis  is  placed  on  how  design  fits  into  a 
business  context. 

Whitney  pioneered  a  completely  different 
model.  The  ID  curriculum  focuses  directly  on 
design  strategy  and  innovation.  Some  80%  of 
the  school's  courses  don't  involve  making 
things.  User  Observation  &  Early  Prototyping 
aims  at  understanding  consumers'  wants,  the 
crux  of  the  innovation  gap.  In  New  Product 
Development,  students  also  learn  how  to  read 
a  balance  sheet.  In  Design  Languages,  they 
learn  how  to  make  effective  business  presenta- 
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The  Audi  Q7  From  the  creator  of  quattro® 

The  Audi  Q7  has  arrived.  An  SUV  combining  a  race-bred  350  (DIN)  hp  V8  or  280  (DIN)  hp  V6*  with  the 
increased  power,  efficiency  and  reduced  fuel  consumption  of  FSI®  Direct  Injection.  A  technology  honed  on 
the  ALMS  race  circuit  enabling  Audi  to  go  longer  and  stronger  on  less  fuel.  Add  to  that  a  driver-centric 
interior  focus  and  Audi  has  truly  engineered  leading-edge  performance  without  compromise  -  to  complement 
its  renowned  quattro  all-wheel  drive.  Powerful  yet  efficient,  the  Audi  Q7  makes  the  impossible  possible. 


able  Fall  2006.  European  model  shown.  "Audi, 


registered  trademarks  of  AUDI  AG.  ©2006  Audi  of  Ameru 


Never  Follow 


Powerful  can  be  efficient. 


Audi 
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MEET  FIVE  ARCHETYPAL  ACHIEVERS  FROM  THE  IN25, 
OUR  LIST  OF  FORWARD-THINKING  LEADERS 


BY  MICHELLE  CONLIN 


rhey  are  the  best-kept  secret  of  the  business  world:  a  whole 
new  breed  of  "C  -suite"  managers  who  wear  titles  such  as 
"chief  marketing  officer,"  "director,  design  and  brand  ex- 
rience,"  or  the  voguish  new  moniker  "chief  innovation  offi- 
•."  They  are  different  from  others  before  them,  polymath  in 
11  (think  an  entire  multidisciplinary  team  in  one  person),  "bipo- 
I  in  thinking  (using  both  the  left  and  right  brain  in  framing 
)blems),  and  eclectic  in  education  (dual  math  and  art  majors, 
glish  lit  and  MBA  degrees).  CEOs  from  Citigroup  to  Harley- 
vidson,  from  Google  to  Procter  &  Gamble,  are  empowering 
:se  managers  to  build  radically  new  cultures  of  creativity. 
Let's  welcome  the  Champions  of  Innovation.  In  an  era  when 
Sigma  controls  no  longer  guarantee  competitive  advantage, 
en  outsourcing  to  China  and  India  is  universal,  when  creep- 
commoditization  of  products,  sendees,  and  information 


hammers  prices,  innovation  is  the  new  currency  of  competition. 
It  is  the  key  to  organic  growth,  the  lever  to  widen  profit  margins, 
the  Holy  Grail  of  21st  century  business. 

Which  is  why  these  forward-thinking  leaders  have  so  much 
power.  They  roam  the  vast  spaces  of  global  corporations  fighting 
to  make  innovation  routine,  not  random;  central,  not  marginal; 
exciting,  not  scary.  They  educate, 
inspire,  cajole,  hire,  bribe,  punish, 
build— all  to  transform  their  com- 
panies' cultures. 

So  who  are  they  and  what,  exact- 
ly, are  they  doing?  The  IN25  is  our 
directory  of  the  top  Champions  of 
Innovation.  They  share  many  traits, 
but  three   stand  out:   First,  they 


Hewlett-Packard's 
Lucente  (left)  holds  a 
printer,  part  of  a  suite  of 
new  photo  products. 
A  conference  room  at 
Google  (above),  where 
the  creative  process  is 
also  transparent. 
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Google's  Mayer  leads  a 
session  to  evaluate  and 
critique  pitches  for  the 
next  big  thing.  Ideas  are 
projected  on  one  side  of 
a  wall,  comments  on  the 
other,  as  a  clock  counts 
down  10  minutes. 


MARISSA  MAYER'S  9  NOTIONS  OF  INNOVATION 
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speak  the  language  of  design  and  user-friendliness.  Second,  they 
derive  their  clout  direcdy  from  the  top  and  are  the  CEO's  con- 
siglieri  on  creativity.  And  finally,  they  are  mostly  women.  Nearly 
70  percent  of  the  Innovation  Champions  are  female.  Ponder  that. 
We  picked  five  from  this  group  of  25  to  show  in  detail  how 
they  do  it.  Every  one  of  them  does  many  things  well  but  one 
best:  Each  represents  an  archetype  who  builds  a  culture  of  cre- 
ativity in  a  specific  way.  There  is  The  Talent  Scout,  who  hires  the 
ufer-best  and  screens  ideas  at  warp  speed.  The  Feeder,  who 
stimulates  people's  minds  with  a  constant  supply  of  new  trends 
and  ideas.  The  Mash-up  Artist,  who  tears  down  silos,  mixes  peo- 
ple up,  and  brings  in  outside  change  agents.  The  Ethnographer, 
who  studies  human  behavior  across  cultures  and  searches  for 
unspoken  desires  that  can  be  met  with  new  products.  The  Ven- 
ture Capitalist,  who  generates  a  diversified  portfolio  of  promis- 
ing ideas  that  translate  into  new  products  and  services.  Here  are 
their  stories: 


MARISSA  MAYER 
THE  TALENT  SCOUT 


Marissa  Mayer  helps  run  one  of  the 
world's  most  innovative  companies 
by  being  an  amazing  talent  finder.  As  Google's  vice-president 
for  search  products  and  user  experience,  she  is  the  last  stop  be- 
fore founders  Larry  Page  and  Sergey  Brin  on  the  way  to  final 


approval  of  any  new  feature  that  appears  on  the  Web's  mom  lii 
valuable  real  estate.  She  thrives  by  practicing  obsessive  fastidt  311 
ousness  in  hiring,  fanatical  social  networking  in  managinj  g, 
and  apolitical  critiquing  of  new  ideas. 

Mayer  fits  the  classic  mold  of  Innovation  Champion.  Grovi  jp 
ing  up  in  Wausau,  Wis.,  she  captained  both  the  debate  team  an  4 
the  pom-pom  squad.  Her  father  is  an  engineer,  her  mother  ?  ip 
art  teacher.  Yet  her  brains  (Stanford  University  degrees  in  sym  % 
bolic  systems  and  computer  science,  patents  in  Artificial  Intelli  ;i 
gence  pending),  position  (keeper  of  the  keys  to  search),  git  ^ 
(Google's  first  woman  engineer),  wealth  (employee  No.  20  fa 
youth  (born  in  1975),  and  even  her  looks  (Midwest  beauty)  drar  £ 
bloggers  and  headhunters  alike.  a- 

Mayer  has  been  a  Champion  pf  Innovation  longer  than  mo:' 
long  enough  to  create  her  Nine  Notions  of  Innovation  (tabic    -. 
Her  Third  Notion— hire  not  just  the  best  but  the  most  brilliant    '■■:,. 
is  perhaps  the  most  important.  An  enormous  global  talent  hu  I 
is  under  way,  with  companies  shifting  from  process  and  quali  | 
control  to  creativity  and  empathy  as  the  key  competitive  edg 
Mayer  gets  this.  She  still  personally  approves  every  hire  for  tl 
products  group  at  the  6,000-plus  person  company.  She  sea 
the  resumes  of  interns,  many  of  them  Rhodes  Scholars.  And  s 
picks  the  Google  Associates,  who  are  hired  right  out  of  colle 
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id  trained  internally.  Mayer  also  shepherds  each  class  on  a 
mmer  trip  overseas  to  stimulate  creativity. 
She's  a  big  reason  why  Google  functions  as  a  single,  open 
rial  network,  where  every  piece  of  work  is  laid  bare  on  the 
mpany's  intranet.  This  allows  Googlers  to  look  for  those 
)rking  on  similar  technologies,  find  relevant  expertise,  or 
n  projects.  At  the  same  time,  Mayer  imposes  on  the  wildly 
eative  company  a  rigid,  procedure-filled  structure.  Insiders 
U  it  the  "Marissa  Gaundet."  This  is  the  intellectually  titillat- 
l;  and  intensely  grueling  process  whereby  new  features  are 
tched  and  critiqued  a  la  art  school.  New  features  are  digitally 
ejected  onto  the  right  side  of  a  conference  room  wall,  big  as 
movie  screen.  Everything  Mayer  and  others  say  is  tran- 


scribed and  projected  on  the  left.  Underneath  both  looms  a  gi- 
ant mega-timer.  Everyone  gets  an  average  deadline  of  10  min- 
utes. Mayer  and  her  team  add  and  subtract  to  the  feature  as 
time  runs  down.  It  is  iteration  at  lightning  speed. 


IVY  ROSS 
THE  FEEDER 


Ivy  Ross  feeds  consumers  a  constant 
diet  of  contemporary  cultural  Zeit- 
geist. That's  why  when  you  walked  into  Old  Navy  stores  this 
spring  you  were  hit  with  the  heavily  organic  vibe  of  the  "pure 
and  natural"  clothing  line.  The  products  filled  Old  Navy  stores  at 
the  exact  same  time  as  global  warming  and  $3  gas  were  filling 
the  headlines.  To  create  this  kind  of  in-the-moment  innovation, 
Ross  constandy  feeds  her  employees  ideas,  influences,  and  new 


pld  Navy's  Ross  at  work 
n  her  office  (above). 
Retails  from  her  habitat 
right)  include:  fabric 
watches,  bottles  etched 
vith  an  inspirational 
rord,  and  thought- 
rovoking  books. 
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MARISSA'S  BLOGS  &  BOOKS 

Google  Desktop 

goodexperience.com 

Nussbaum  On  Design 

The  Paradox  of  Choice 

The  Psychology  of  Everyday 
Things 

The  Art  of  Innovation 


Google 

sage  Rooms  43 

t  &Cluir-  1st  F   >or 

THE  BEte- i 
WAYTCM1 
PREDIC^X^^ 
THEFVJ 

IS  TO  vVj^ 


iUDIA'S  BLOGS  &  BOOKS 

tacool.typepad.com 

ierientia.com/blog/ 

idrush.typepad.com 

die  to  Cradle 

ieneral  Theory  of  Love 

es  of  the  Red  Rubber 


perspectives.  When  she  was  at  Mattel,  Ross  made  herself  fa- 
mous in  innovation  circles  by  commandeering  a  large  corporate 
space  and  taking  teams  off  their  jobs  for  12  weeks  to  travel,  see, 
learn,  and  think.  By  week  11,  the  Mattel  brass  was  worried.  But 
the  resulting  building  toy  for  girls,  "Ello,"  was  an  instant  hit. 

At  Old  Navy,  Ross  has  created  an  in-house  blog,  called  Cul- 
ture Feed,  and  hired  ace  cool  hunter  Jody  Turner  to  write  it. 
Turner  curates  what's  available  on  the  Internet  for  Ross's  de- 
signers. "You  can't  get  the  right  outputs  without  giving  people 
the  right  inputs,"  says  Ross. 

That  has  to  start  from  Day  One.  After  taking  the  Old  Navy  job 
in  2004,  Ross  had  a  problem:  how  to  get  the  120  transplants 
from  New  York  and  other  places  to  click  instantly  with  the  600 
Old  Navy  staffers  who  had  worked  together  in  San  Francisco. 
Instead  of  the  usual  town  hall  or  dinner,  she  hired  a  documentary 
filmmaker.  Then  she  told  staffers  they  each  had  three  minutes  to 
tape  something  so  personal  that  normally  it  would  take  years  of 
working  closely  with  other  people  to  reveal.  The  result  was  a 
Facebook-style  CD  that  was  a  hit  with  the  twenty-  and  early-thir- 
tysomethings  who  already  live  in  a  socially-networked  world. 


P^*«*£il 
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Kotchka  (above)  in 
Procter  &  Gamble's  new 
environs,  which  were 
revamped  to  encourage 
creative  thinking,  and 
(below)  at  work  in 
her  cubicle 


THE  TOP  INNOVATION  CHAMPIONS 
FROM  AROUND  THE  WORLD 


CHRIS  BANGLE 

Chief  of  Design 
BMW  Group 

DONNA  BANKS 

Sr.  VP.  Global  Supply  Chain 
Kellogg  Company 

STEPHANIE  BARRY 

Director,  Global  Innovation 
WD-40  Company 

DONDEENA  BRADLEY 

Director,  Strategic  Marketing 
McNeil  Nutritionals 

MARY  JO  COOK 

VP.  Laundry  and  Home  Care 

New  Businesses 

Clorox 

NICHOLAS  D0N0FRI0 

EVP,  Innovation  &  Technology 
IBM 

MICHAEL  FRANCIS 

EVP,  Marketing 
Target 

TINKER  HATFIELD 

VP  Innovation 
Nike 

JOHAN  HJERTONSSON 

Director,  Consumer 
Innovation  Program 
Electrolux 

JONATHAN IVE 

Senior  VP,  Industrial  Design 
Apple  Computer 

SARAH  LLOYD  JONES 

Innovation  Champion 
Unilever  > 

CLAUDIA  KOTCHKA 

VP,  Design  Innovation  &  Strategy 
Procter  &  Gamble 

LARA  LEE 

VP,  Enthusiast  Services 
Harley-Davidson 


SAM  LUCENTE 

VP,  Design 
Hewlett-Packard 

DIVAKARAN  MANGALATH 

Chief  Technology  Officer 
Wipro  Technologies 

MARISSA  MAYER 

VP,  Search  Products 
&  User  Experience 
Google 

MARYMINNICK 

EVP  and  President,  Marketing, 
Strategy  &  Innovation 
Coca-Cola 

CHERYL  PERKINS 

Sr.  VP  &  Chief  Innovation  Offict 
Kimberly-Clark 

CAROL  PLETCHER 

Chief  Innovation  Officer 
Cargill 

AMY  RADIN 

Chief  Innovation  Officer 
Citigroup 

IVY  ROSS 

EVP,  Product  Design 
&  Development 
Old  Navy 


is 


NANCY  SNYDER 

Corporate  VP.  Strategic  Leade. 
ship  &  Competency  Creation 
Whirlpool 

ANDREA  THOMAS 

VP,  Global  Chocolate 
Hershey 


.: 


io 


MARGARETA  VAN  DEN  BOSCH 

Head  of  Design 

H&M  Hennes  &  Mauritz 

TINAZINTER-CHAHIN 

Sr.  VP,  Research  &  Developmt 
Fisher-Price  (Mattel) 
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IN  talked  with  innovation  consultants,  thought  leaders,  managers, 
and  drivers  of  change  inside  corporations  for  this  list. 
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Hewlett-Packard's 
Lucente  (top  right)  tests 
a  digital  camera,  a  new 
photo  printer  (bottom 
right),  plus  workplace 
details,  including  ob- 
jects from  a  collection  of 
old  HP  products. 


Employees  devoured  the  CD  with  the  passion  of  high  school 
liors  studying  their  yearbooks.  One  designer  decorated  her 
irkspace  in  lloor-to-ceiling  denim,  looked  straight  into  the 
nera  and  said:  "I  want  to  rock  the  world  of  denim  with  you 
ys."  Then  she  spoke  about  her  lifelong  dream:  to  build  a 
icesuit  for  NASA  made  entirely  of  jeans. 
Passersby  were  giddy  with  the  frisson  of  each  other's 
irholian  fame.  The  instant,  digital  introductions  infused  the 
w  group  with  a  close  tightness,  essential  for  innovation, 
ou  first  have  to  set  the  field  up  for  innovation,"  Ross  says. 


MJDIA  KOTCHKA 
■MASH-UP  ARTIST 


A  decade  ago,  P&G  was  a  place  of 
starched  white  shirts,  wood-paneled 
Us,  and  museum  silence.  Information  was  held  tight  by  man- 
ors. Scientists  toiled  alone  and  rarely  shared  ideas.  P&G  was  a 
ies  of  locked  doors.  The  biggest  lock  was  on  the  door  to  the 
tside  world. 

[Today  the  company  has  gone  from  insular  to  open  source, 
inks  in  large  part  to  its  cultural  alchemist,  Claudia  Kotchka. 
!2000,  new  CEO  A.G.  Lafley  took  office  and  in  2001  created 
tchka's  position  of  vice-president  for  design  innovation  and 
ategy.  He  told  Kotchka  to  help  him  open  up  the  cloistered 
Is  of  P&G  and  inject  design  thinking  into  every  corpuscle  of 


the  company.  Call  it  the  MySpace-ification  of  P&G.  To  help 
change  the  culture,  Kotcha,  the  mash-up  artist,  mixes  things  up. 
Bring  down  the  walls  to  get  inside  people  together  and  throw 
open  the  doors  to  bring  in  outsiders.  Innovate  by  being  connect- 
ed and  inspired  by  people  around  you.  Be  creative  by  being 
transparent,  open  and  stimulated  by  outside,  global  ideas. 

For  the  first  time,  fresh  ideas  flow  into  P&G  from  networks  of 
outside  scientists,  engineers,  and  trend-spotters.  Inside  silos 
are  gone— well,  going— creating  hybrid  products  born  of  col- 
laboration like  the  new  Allessi-looking  version  of  the  Swifter. 
Kotchka  has  brought  in  an  outside  design  board  of  world-class 
designers  to  weigh  in  on  product  launches.  As  for  her  own 
working  area,  it  is  a  tiny,  messy  affair.  She  spends  most  of  her 
time  in  the  halls,  listening,  learning,  talking. 

To  open  up  communication,  Kotcha  advocates  spending  more 
on  common  spaces  for  designers  than  on  private  workplaces. 
The  message:  P&G  wants  employees  to  hang  out  and  connect. 
In  innovative  companies,  the  new  R&D  lab  is  the  break  room. 


SAM  LUCENTE 

THE  ETHNOGRAPHER 


Among  the  paintings  of  Van  Gogh  and 
the  architecture  of  Frank  Lloyd  Wright 
in  the  Museum  of  Modern  Art's  permanent  collection  in  New 
York  City  sits  the  work  of  an  artist  named  Sam  Lucente.  It  is 
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Citigroup's  Radin  (left) 
and  the  back  of  a 
mosaic  she  keeps  in 
her  office  with  a  phrase 
that  epitomizes  her 
tenacious  approach  to 
creative  thinking 


IBM's  Leapfrog  computer,  which  Lucente  co-designed  with 
Richard  Sapper  in  1993. 

Lucente  has  been  an  artist  since  early  childhood.  At  5,  he  was 
taking  adult  drawing  classes  at  the  Dayton  Art  Institute,  train- 
ing his  eyes  to  observe  the  people  and  world  around  him.  Pony- 
tailed,  soft-spoken,  and  always  clad  in  midnight  blue  or  black, 
Lucente  is  still  an  artist.  But  now  he  also  leads  the  turnaround 
in  design  at  Hewlett-Packard. 

For  Lucente,  the  ethnographer,  consumer  observation  has 
been  a  big  route  out  of  HP's  dilemma.  Until  recently,  HP's  merg- 
er with  Compaq  Computer  had  produced  an  unintegrated  com- 
pany with  hundreds  of  isolated  businesses  and  thousands  of 
products.  To  help  build  a  unified,  creative  culture  and  reconnect 
with  HP's  customers,  Lucente  launched  a  major  research  proj- 
ect. He  involved  members  from  all  departments— design,  mar- 
keting, R&D,  even  outside  consultants— to  immerse  themselves 
in  the  lives  and  homes  of  28  families  around  the  world.  The  goal 
was  to  make  sure  that  HP  was  "living  and  breathing  with  the 
customer,"  Lucente  says. 

What  the  trips  showed  was  that  families  across  the  globe 
were  deluged  with  information  from  their  phones,  computer 
screens,  cameras,  and  social  networking  connections.  They 
were  lost,  with  no  idea  how  to  navigate  through  the  informa- 
tion. To  Lucente,  the  obvious  answer  was  a  steering  wheel. 

Lucente's  design  team  came  up  with  Q  control.  This  stan- 
dardized start-button-cum-steering-wheel,  which  looks  like  a 
backwards  Q,  is  in  the  process  of  being  attached  to  all  of  HP's 
products.  Not  unlike  the  dial  on  an  iPod,  it's  intuitive  and  simple 
to  use.  It  requires  no  owner's  manual.  It  has  a  quick  and  dirty 
"savior"  button  so  consumers  can  go  back. 

Lucente  is  effective  inside  HP  because  he  doesn't  "talk  de- 
sign." Rather,  he  speaks  the  language  of  business.  Observing 
how  people  work,  socialize,  eat,  cook,  even  sleep  shows  Lu- 
cente where  the  gaps  are:  what  people  need  and  what  they 
don't  have.  He  then  maps  out  these  findings  on  an  algorithm- 
enhanced  database  that  identifies  which  areas  present  the 


biggest  opportunities.  He  made  the  case  for  Q  control  by  shov, 
ing  the  financial  and  marketing  benefits  of  using  a  commo 
design  device  that  could  be  replicated  across  all  of  HP's  proc 
ucts.  Next  up  for  Lucente:  helping  people  organize  a  personi 
library  of  digital  photos.  Lucente  plans  to  do  for  photos  wh; 
Steve  Jobs  did  for  music. 


AMY  RADIN 

THE  VENTURE  CAPITALIST 


-! 


In  March,  at  age  47,  Citigroup  Chin 
Innovation  Officer  Amy  Radin  ga\ 
birth  to  her  third  child.  She  had  broken  the  news  of  her  pre; 
nancy  to  CEO  Chuck  Prince  this  way:  "It's  innovative  and  di 
ruptive,"  she  told  him.  "But  it's  not  scalable."  That's  clas 
Radin.  Half  Brooklyn  wisecracker,  half  deadpanning  banker, 
the  time,  the  company  had  just  announced  that  innovation  w 
a  new  strategic  goal  and  that  Radin  would  lead  the  effort.  TF 
job  followed  her  tour  de  force  as  head  of  citicards.com,  whic 
she  built  into  a  top  online  credit  card  site. 

Today  she's  crafting  her  role  at  Citigroup  in  the  fashion  of 
Silicon  Valley  venture  capitalist.  With  strong  backing  fro 
Prince,  Radin  is  building  a  portfolio  of  small,  ethnographical 
derived  and  metric-proven  innovation  ideas.  Like  any  good  V  ^( 
Radin  expects  some  to  fail.  But  that's  good.  "We  are  buildii' 
failure  into  the  model,"  says  Radin.  It's  the  VC  model— diver; 
fy  your  assets  and  see  which  hits. 

One  of  Radin's  first  plays  will  appear  in  New  York  this  sur 
mer:  Citi  Pay  Pass.  New  Yorkers  are  time-starved  speed-see 
ers.  So  Citi  has  developed  a  payment  tag  that  is  an  E-Z  pa 
for  the  subway  turnstile.  Radin  deliberately  kicked  off  Cit 
innovation  mission  with  PayPass  because  she  knew  it  wow  \ 
be  a  small,  early  win.  Racking  up  early  wins  is  key  to  gettii 
widespread  buy  in.  Radin  has  trials  in  the  pipeline  for  phon 
embedded  with  a  debit-card  chip  as  well  as  individv 
wands— either  could  one  day  take  the  place  of  paper  cash 
an  economy  of  virtual  money.  Says  Radin,  "The  point  is  to  p 
sition  the  portfolio  so  that,  no  matter  which  way  things  £ 
Citi  is  covered."  IN 
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ICES  SHAPING  OUR  FUTURE 
know  the  world  is  changing  fast.  But  how  fast- 
why?  Step  back  and  examine  the  technological, 
nomic,  and  geographic  forces  that  are  at  work 
)ur  world. 


Last  year, 
human  beings 
produced  more 
transistors 

(and  at  a , 

lower 

cost).. 
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..than  they  did 
grains  of  rice. 


2%  of  the  world's  languages 
e  from  Asia 


874  million 

native  Chinese  speakers 
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B    355  million 
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207  million 
Bengali  speakers 
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(plus:  91%  of  adults  with  household  Incomes  of  $75,000) 
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Consumer  electronics  in  the  world 


ff)  ^  Dillion  mobile  phones 


1 4  Motorola.  Microsoft  TV  Group,  Computer  Industry  Almanac.  Nintendo.  Piper  Jaffray.  Garlner  Group        CEO  Sam  Palmisano,  IBM  ■  Yankee  Group    #  Arup     #  IDEO 
vm  Internet  &  American  Life  Proiect     ►  Stone  Yamashita 
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Case  Study:  Bank  of  America 

How  it  learned  that  what  customers 
really  want  is  to  Keep  the  Change 


THE  PROBLEM 

Innovation  in  services  is  rare.  In  financial  services,  the 
last  big  breakthrough  was  online  banking,  nearly  a 
decade  ago.  In  October,  2005,  Bank  of  America  brought 
out  a  radically  different  product  that  broke  the 
paradigm.  It's  called  Keep  the  Change. 

The  concept  solves  a  critical  banking  problem— how 
to  get  consumers  to  open  new  accounts.  The  product 
works  like  this:  Every  time  you  buy  something  with  a 
BofA  Visa  debit  card,  the  bank  rounds  up  your  purchase 
to  the  nearest  dollar  and  transfers  the  difference  from 
your  checking  into  your  savings  account.  It  also 
matches  100%  of  transfers  for  the  first  three  months, 
and  5%  of  the  annual  total,  up  to  $250  a  year.  Since 
the  launch,  2.5  million  customers  have  signed  up  for 
Keep  the  Change.  Over  700,000  have  opened  new 
checking  accounts  and  1  million  have  signed  on  for 
new  savings  accounts. 


THE  RESEARCH 

How  did  Bank  of  America  create  Keep  the  Change?  In  the 
spring  of  2004,  it  hired  an  innovation  and  design  researcr 
firm  in  Palo  Alto,  Calif.,  to  help  conceive  of  and  conduct 
ethnographic  research  on  boomer-age  women  with  chil- 
dren. The  goal  was  to  discover  how  to  get  this  consumer 
segment  to  open  new  checking  and  savings  accounts. 

For  the  next  two  months,  a  team  of  five  BofA  researchers 
and  four  researchers  from  a  West  Coast  consulting  firm 
visited  Atlanta,  Baltimore,  and  San  Francisco.  They  ob- 
served a  dozen  families  and  interviewed  people  on  the 
streets.  They  watched  people  at  home  as  they  paid  and 
balanced  their  checkbooks.  They  tagged  along  with 
mothers  as  they  shopped  at  Costco,  dined  at  Johnny 
Rockets,  and  made  deposits  in  drive-through  tellers. 
Ray  Chinn,  senior  V.R  for  new  product  introduction, 
along  with  Faith  Tucker,  another  BofA  senior  V.R,  saw 
two  themes  emerge  from  the  research.  In  Atlanta,  the 
team  met  a  mother  who  always  rounded  up  her  check- 
book entries  to  an  even  dollar  because  it  was  quicker. 
People  also  rounded  up  their  financial  transactions  be- 
cause it  was  more  convenient.  The  second  realization: 
Many  boomer  women  with  children  couldn't  save.  For 
some,  it  was  a  lack  of  money.  For  others,  it  was  a  matter 
of  not  being  able  to  control  their  impulse  buying. 
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Go  into  a  store 
and  buy  a  cup  of 
coffee  for  $1.50 


^ 


Pav  for  it 

with  your  Keep  The 
Change  debit  card. 
BofA  rounds  it  off  to  $2. 


Bof  A  transfers  50  cents 
from  your  checking  to 
«rp-^  your  savings  account, 
matching  5%  of  the 
annual  total  up  to  $250 


\ 


PROTOTYPING 


MARKETING 


n  the  summer  of  2004,  Chinn  and  Tucker  put  together  a 
earn  of  product  managers,  finance  experts,  software 
:ngineers,  and  operations  gurus  and  held  20  brainstorm- 
ng  sessions.  The  team  generated  80  product  concepts, 
)oiled  them  down  to  12,  and  overwhelmingly  favored 
me:  rounding  up  the  financial  transactions  of  consumers 
ind  transferring  the  difference  to  their  savings. 

The  team  created  a  Web-based  cartoon  that  showed  a 
voman  buying  a  cup  of  coffee  in  a  store  for  $1.50.  Then  it 
lisplayed  the  rounding  up  and  putting  the  50<t  into  a  sav- 
ngs  account.  Tucker  and  Chinn  tested  out  the  cartoon 
tnd  concept  in  an  online  survey  of  1,600  consumers.  The 
•esult?  Sky-high  scores  on  uniqueness.  In  December, 
J004,  Diane  Morais,  Chinn's  and  Tucker's  boss,  pitched 
he  idea  to  the  bank's  consumer  division  and  got  the 
;reen  light.  The  first  challenge  was  a  name.  A  woman  in  a 
ocus  group  suggested  Keep  the  Change.  That  stuck. 

Three  features  were  added  to  the  original  concept: 
1)  a  summary  of  the  rounded-up  transactions  in  a 
•onsumer's  checking  and  saving  accounts,  (2)  a  fail-safe 
eature  that  automatically  prevented  a  transfer  from 
mshing  a  customer's  account  into  overdraft,  and  (3)  a 
promotion  to  match  the  rounded-up  transfers  to  savings 
tp  to  $250  a  year. 


The  next  challenge  was  selling  Keep  the  Change  to  the 
public.  The  team  stumbled  upon  an  approach  in  another 
focus  group  when  someone  suggested  getting  people 
to  dig  for  change  among  the  cushions  of  a  couch.  The 
bank  tweaked  the  idea  by  creating  a  custom-made 
20-foot-long  red-velvet  monstrosity  that  would  really 
grab  eyeballs. 

To  launch  the  product  on  Oct.  5,  the  bank  staged  a 
marketing  event- cum-press  conference  in  New  York's 
Grand  Central  Terminal.  The  staff  lugged  the  mega- 
couch  into  the  station,  stuffed  it  with  coins  and  invited 
people  to  look  for  change.  The  bank  sent  replicas  of  the 
sofa  to  malls  in  Boston,  Dallas,  Los  Angeles,  and  Miami 
and  co-sponsored  events  with  the  National  Football 
League.  Wives  of  NFL  players  and  retired  gridiron  stars 
such  as  Ed  "Too  Tall"  Jones  were  hired  to  show  up  at 
malls  and  dig  for  change.  Proceeds  were  donated  to 
charity.  Bank  of  America  ran  TV  commercials  for  the  pro- 
gram during  the  winter  Olympics.  The  bank  continues  to 
promote  Keep  the  Change  on  its  Web  site,  and  it  has 
bought  ads  with  search  engines.  To  date,  BofA  says  99% 
of  the  people  who  signed  up  for  Keep  The  Change  have 
stayed  with  it.  -Spencer  E.  Ante 
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CREATING  PASSIONATE  USERS 

headrush.typepad.com 
A  must-read  guide  for  CEOs,  brand 
managers,  and  anyone  trying  to  create 
passion  in  their  customers. 

EXCERPT  FROM  SITE 

People  take  the  first  step  toward 
something  they  develop  a  passion  for 
because:  1)  There  is  a  clear,  compelling 
picture  of  what  it  might  be  like  to  be  an 
expert  at  this  thing.  2)  There  is  a  clear 
path  to  getting  there.  3)  There  is  an 
obvious  and  relatively  easy  first  step. 
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EDGE  PERSPECTIVES 
WITH  JOHN  HAGEL 

edgeperspectives.typepad.com 
Insightful  writing  and  analysis  on 
innovation  and  business  strategy. 

EXCERPT  FROM  SITE 

As  offshore  outsourcing  moves  to  a 
greater  focus  on  skill  building  arbi- 
trage, we  see  a  shift  to  "second  gener- 
ation" outsourcing  ....  networks  of 
companies  coming  together  under  an 
orchestrator  who  brings  together  spe- 
cialized talent  to  serve  a  client's  needs. 


o 


• 


w: 


*L 


SPRINGWISE 

www.springwise.com 
New  business  ideas  and  entrepreneurial 
trends  assembled  by  8,000  spotters 
around  the  globe.  Bonus:  searchable  by 
date,  industry,  or  key  word. 

EXCERPT  FROM  SITE 

The  Laundress  is  a  collection  of 
high-end  fabric  detergents  and  care 
products....Rinse  and  repeat  after 
us:  "Any  product  or  service  can  be 
upgraded  to  massclusivity  or  iiber- 
premium  status!" 
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(signers  from  the  U.S.  and  Japan 
llaberated  to  create  a  console  for 
crosoft  with  an  appeal  it  hopes  will 
ach  beyond  gamers 

fou  ask  Jonathan  Hayes,  design  direc- 
■  for  Microsoft's  Xbox  360,  to  capture 
;  soul  of  his  video-game  console,  he'll 
f  "Bruce  Lee."  Hayes  wants  the  ma- 
ine  to  convey  power  and  grace,  hall- 
irks  of  the  martial  arts  star.  It  is  the 
)st  powerful  video  game  console  avail- 
le,  and  its  white  color  with  hints  of 
;en  and  hourglass  curves  give  it  elan. 
The  first  Xbox  in  2001  was  more  like 
:  Incredible  Hulk— a  black,  industrial 
x  that  bulged  at  the  top  and  burst  with 
wer.  It  fared  poorly  against  Sony's 
lyStation.The  brute  force  of  the  Xbox 
tyed  well  in  the  U.S.  but  left  con- 
tners  in  the  gaming  mecca  of  Japan 
happy.  The  Xbox  was  deemed  too  big, 
)  garish,  too  American. 
Hayes  hired  Astro  Studios,  the  San 
incisco  firm  that  designs  the  high- 
tosterone  gaming  PCs  from  Alienware 
rp.  Then  he  brought  on  Hers 
perimental  Design  Laboratory  of 
aka,  which  designs  PCs  and  cell 
ones  for  the  Asian  market.  The  Hers 
signers  spoke  no  English,  and  the 
ks  at  Astro  spoke  no  Japanese. 
No  matter.  Astro  talked  to  gamers  old 
d  young,  watched  people  set  up  con- 
es, and  played  a  bunch  themselves, 
is  proved  critical  to  designing  the  new 
s.  And  while  it  hasn't  sold  well  in 
>an,  Microsoft  still  believes  the  Xbox 
0  will  win  over  consumers  who  want 

tse  it  to  show  photos  and  play  DVDs 
''ell  as  games.  In  short,  it  needed  to  be 
gant  as  well  as  powerful.  With  its  col- 
ind  sculptural  lines,  the  Xbox  360  has 
feel  of  an  iPod.  Enough  said, 
ty  Greene 


Xbox 

How  It's 

Designed 

to  Thrill 


The  Xbox  360  went 
through  several  iterations 
(far  right),  before  a 
new  console  that  melds 
Western  power  with 
Asian  grace  emerged 
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Dev  Patnaik 


The  Founder  of  Jump  Associates  Offers 
Five  Key  Strategies  for  Managing  Change 


Innovation  champions  tend  to  be  one-of-a-kind  in  their  organization.  It's  therefore  critical  for  these  folks  to  look  outside 
their  companies  for  advice  and  mentorship.  For  the  last  several  years,  many  leaders  have  turned  to  Jump  Offsite— an 
invitation-only  gathering  hosted  by  Jump  Associates,  an  innovation  strategy  firm  based  in  San  Mateo,  Calif.  Here  are  some  | 
of  the  lessons  that  past  attendees  have  taken  away: 


1 


Avoid  the 

innovation 

title 

Calling  a  new  team  the 
"innovation  department" 
is  a  good  way  to  get 
everyone  else  in  your 
company  to  hate  you. 
After  all,  if  you're  all 
about  innovation,  what 
does  that  make  the  rest 
of  us— chopped  liver? 
Some  of  the  most 
successful  innovation 
groups  flew  under  the 
radar  by  using 
innocuous-sounding 
names  like  Ancillary 
Services,  Platform 
Development,  or 
Department  of  Vaguely 
Interesting  Tangential 
Stuff  That  Might  Pay  Off 
Someday.  Pick  a  name 
for  your  group  that 
doesn't  induce  hostility 
among  your  co-workers. 
You'll  need  them  on 
your  side. 


2 


Use  the 

buddy 

system 


The  most  successful 
innovation  leaders  often 
have  a  partner  in  crime 
to  help  get  the  job  done. 
Sometimes  it's  a  sub- 
ordinate; other  times 
she'll  actually  share  the 
same  title.  These  duos 
act  as  a  yin  and  yang, 
compensating  for  each 
other's  strengths  and 
weaknesses.  For  in- 
stance, one  might  be  a 
relative  newcomer  to 
the  organization  with 
outside  knowhow, 
while  the  other  is  a 
trusted  insider.  Find 
yourself  alone  in  an 
innovation  job?  Seek 
out  a  like-minded 
collaborator  in  another 
part  of  the  company  as 
soon  as  possible. 
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Set  the 
metrics 
in  advance 

Innovation  teams 
often  find  themselves 
producing  new  business 
ideas  that  can't  possibly 
survive  the  hurdles  of 
corporate  scrutiny. 
That  can  be  because 
companies  measure 
success  by  focusing  on 
incremental  ideas.  Suc- 
cessful innovators  have 
been  able  to  establish 
different  sets  of  funding, 
testing,  and  perform- 
ance criteria  for  incre- 
mental, experimental, 
and  potentially  disrup- 
tive innovations.  Set 
these  metrics  up  as 
soon  as  possible, 
preferably  before  your 
team  comes  up  with  a 
big  idea,  so  you're  not 
accused  of  simply  trying 
to  get  an  exemption  for 
your  pet  project. 
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Aim  for 
quick  hits 
first 

Too  many  leaders 
set  off  to  create  the 
platform  that  is  going 
to  save  their  company, 
only  to  discover  that  the 
organization's  patience 
runs  out  long  before 
that  new  venture  can 
come  to  fruition.  That's 
because  game-changing 
initiatives  can  take  a 
few  years  to  develop, 
while  most  new  leaders 
have  only  a  short 
window  of  time  to  prove 
themselves.  Spend  your 
honeymoon  period  on 
quick  hits,  easy  ideas 
that  demonstrate  \o 
your  CEO  that  you  know 
how  to  get  things  done. 
Then  switch  to  bigger 
initiatives  before  those 
base  hits  start  to  box 
you  in. 
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Get  data 
to  back  up 
your  gut 

How  do  you  know  if  yi 
have  a  good  idea?  Thr 
overwhelming  majorr 
of  successful  innovati' 
leaders  sum  it  up  in 
two  words:  your  gut. 
They  often  rely  on  ye? 
of  experience  to  be  at 
to  recognize  when 
they're  on  to  the  big 
idea.  They  then  use 
quantitative  measure^ 
as  a  way  to  justify  the 
intuition  to  the  rest  o: 
the  organization.  Thai 
doesn't  mean  that 
testing  isn't  an 
important  way  to  get 
feedback  and  improv 
an  idea.  It's  just  rarel 
the  final  go  or  no  go. 
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ome  folks  barbeque  for  fun.  Others  do  it  for  a  living, 
omething  they  all  share  are  tough  standards  for  the  ribs, 
ork  shoulders  and  boneless  loins  they  use.  Cargill 
jarned  from  chefs  and  grocers  that  people  want  more 
avorful  pork  that  cooks  up  tender  and  juicy.  We 
eveloped  it  using  special  feeds,  growing  processes  and 
election  techniques.  Barbeque  enthusiasts  say  they  like 
ie  new  pork.  What  they  won't  tell  us  are  their  secrets 
)r  cooking  it.  This  is  how  Cargill  works  with  customers. 
ol  laborate     >     create     >     succeed 


V 


v.cargillcreates.com 

Cargill.  Incorporated 


Cargill 


Nourishing  ideas.  Nourishing  People?" 


— — -—■——— ^trttmifnffiiTffHWHrtH 


Vert70nwiretess 


© 


Finance  Shorter  Leashes 


Vhere's  the  Heat 
)n  Hedge  Funds? 

ith  the  huge  potential  for  abuse  by  money 
onderers,  calls  for  oversight  get  louder 


1ARA  DER  HOVANESIAN 

JM  ^■HEN  DRUG  RUN- 
i  M  A  ^m  ners  and  terrorists 
I  fl  B  ^m  want  to  park  illicit 
^^f^A^V     cash,  there  may  be 

■  W    V     no     better     haven 

V  ■■  than  hedge  funds. 
™  W  Despite  tough  new 
money  laundering  standards  put  out 
.S.  regulators  for  banks,  mutual  fund 
panies,  insurers,  and  money  trans- 
its, the  highly  secretive  hedge  fund 
stry  has  no  restrictions  whatsoever. 
Peter  Djinis,  an  attorney  and  former 
utive  assistant  director  for  regulatory 
y  at  the  Treasury  Dept.'s  Financial 
les  Enforcement  Network  (FinCEN): 
:  lack  of  controls  is  conspicuous." 
id  perhaps  dangerous, 
more  than  three  years, 
Securities  &  Exchange 
mission  and  the  Trea- 

Dept.  have  been  dis- 
ing  how  to  include 
;e  funds  in  the  USA  Pa- 
Act,  the  2001  legislation 
med  to  protect  against 
rism.  Yet  during  that 
,  the  $1.3  trillion  hedge 

industry  has  collected 
rd  amounts  of  cash, 
;  of  which  could  well  be 

questionable  sources, 
•mediaries  who  intro- 
hedge  funds  to  in- 
>rs  often  don't  divulge 
ts'  names,  and  funds 
y  ask  "This  is  a  very  opaque  indus- 
says  Jeff  Brenner  of  Intelysis  Corp.,  a 
orate  intelligence  firm  with  offices  in 
ly  Hill,  N.J.  "There's  no  indication  of 
is  behind  these  accounts." 
}  it  stands,  hedge  funds  have  no  re- 
sibility  to  determine  the  sources  of 
>tor  funds  or  to  analyze  whether 


Dubious 
Dough 

Why  watchdogs 
worry  about 
hedge  funds 

THEY  are 

unregulated 

FEW  DO  background 
checks  on  investors 

INTERMEDIARIES 

don't  usually  divulge 
names  of  clients 

Data  BusinessWeek 


they're  questionable.  The 
industry  argues  that  there's 
no  evidence  that  funds  are 
conduits  for  abuse.  But 
many  observers  counter 
that  the  lack  of  oversight 
creates  an  imbalance  in  the 
overall  regulatory  system— 
and  a  lure  for  wrongdoers. 
"If  you  regulate  from  A  to  Y, 
the  bad  stuff  goes  to  Z,"  says 
Jonathan  M.  Winer,  former 
deputy  assistant  Secretary 
of  State  and  partner  at  the 
Washington  office  of  law 
firm  Alston  &  Bird. 

FinCEN  proposed  in  Sep- 
tember, 2002,  to  amend  reg- 
ulations under  the  Bank  Secrecy  Act 
(which  itself  was  amended  by  the  Patriot 
Act)  to  include  hedge  funds.  Its  plan 
would  subject  funds  to  anti-money-laun- 
dering rules  unless  investors  were  locked 
into  the  fund  for  more  than  two  years. 
Funds  would  have  to  designate  an  individ- 
ual or  a  committee  to  oversee  an  anti-mon- 


ey-laundering program.  And  offshore 
funds  would  be  subject  to  regulations  if 
they  sell  ownership  interests  to  people  in 
the  U.S.,  among  other  requirements. 

So  what's  the  holdup?  Winer  says  the 
reasons  for  the  delay  are  mostly  bureau- 
cratic, with  a  measure  of  political  maneu- 
vering as  well.  "We  tend  to  legislate  and 
regulate  by  crisis,"  he  says.  "In  the  ab- 
sence of  crisis,  things  go  slowly." 

Treasury  doesn't  have  a  lot  of  expertise 
when  it  comes  to  hedge  funds,  so  it  has 
had  to  bone  up  on  the  industry  and  find  a 
way  to  protect  the  financial  system  without 
burdening  it  with  ineffectual  rules.  A  Fin- 
CEN spokesman  acknowledges  that  hedge 
funds  have  presented  a  "particularly  com- 
plex challenge."  Former  Goldman  Sachs 
Group  CEO  and  new 
Treasury  Secretary  nomi- 
nee Henry  M.  Paulson  Jr. 
should  be  a  help  on  that 
front. 

Some  securities  indus- 
try experts  say  the  SEC  and 
the  Treasury  have  also 
been  in  a  battle  over  who 
should  take  the  lead.  Nei- 
ther agency  would  com- 
ment. While  there  are 
those  who  say  the  SEC  is 
the  logical  choice,  others 
doubt  that  it  has  the  neces- 
sary resources. 

U.S.  regulators  are 
also  bumping  up  against 
foreign  watchdogs,  such 
as  Britain's  Financial 
Services  Authority.  In  a  global  investing 
world,  the  issue  of  which  regulator  pre- 
vails is  becoming  more  complicated. 

Some  funds  are  taking  matters  into 
their  own  hands.  Peter  Turecek,  a  manag- 
ing director  in  the  business  intelligence 
and  investigations  group  at  risk  consul- 
tant Kroll  Inc.  who  works  on  hedge  fund 
matters,  says  well-heeled  funds  that  want 
to  distinguish  themselves  as  clean  and 
aboveboard  have  been  doing  background 
checks  since  September  11.  But  plenty  of 
small  funds— and  less  civic-minded  big 
ones— still  accept  just  about  anyone  who 
shows  up  with  a  check. 

Regulating  money  laundering  in  hedge 
funds  isn't  only  about  protecting  in- 
vestors; if  s  also  about  preventing  crime. 
"There's  every  rationale  in  the  world  to 
have  them  comply  with  anti-money-laun- 
dering regulations,"  says  Thomas  R. 
Westle,  a  hedge  fund  attorney  in  the  New 
York  office  of  law  firm  Blank  Rome. 
"Somebody  ought  to  figure  out  how  to 
monitor  the  flow  of  money."  II 

-With  Dawn  Kopecki  in  Washington 
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Finance  After  SarbOx 


Slipping  Past 

The  SEC 

How  companies  are  raising  dough  without 
an  IPO— and  skipping  SarbOx  scrutiny 


BY  DAVID  HENRY 

ven  after  the  pullbacks 
across  financial '  markets 
during  the  past  several 
weeks,  money  still  comes 
easily  to  corporations.  Per- 
haps too  easily.  Their  bor- 
rowing costs,  as  reflected  in 
the  amount  of  interest  they  must  pay 
bond  buyers  above  the  risk-free  U.S. 
Treasury  bond  rate,  hover  near  10-year 
lows.  And  yields  on  the  riskiest  "junk" 
bonds  are  running  about  7.8%,  just  2.8 
percentage  points  more  than  Treasuries. 
That  gap  reached  8  percentage  points  as 
recendy  as  2002,  according  to  the  KDP 
High  Yield  Index. 

The  easy  terms  go  beyond  low  interest 
rates.  Corporations  are  also  being  allowed 
to  forgo  registration  with  the  Securities  & 
Exchange  Commission,  avoiding  the  Sar- 
banes-Oxley  Act's  requirements  for  proof 
of  effective  financial  controls.  That's  be- 
cause registration  can  be  optional  when 
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securities  are  sold  only  to  institutional  in- 
vestors. And  institutions  are  letting  some 
bond  issuers  who  simply  don't  want  to 
comply  with  SarbOx  off  the  hook. 

Until  recently  it  was  rare  that  investors 
would  buy  bonds  unless  companies 
promised  to  submit  to  SEC  standards.  But 
this  year  companies  have  raised  more 
than  $4  billion  without  committing  to 
SEC  registration.  In  March,  HRP  Myrtle 
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UNREGISTERED  BONDS  ISSUED 
MILLIONS  OF  DOLLARS 


0 


100 


_1_ 

200 


300 
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Beach  Operations  LLC  borrowed  $ 
million  to  build  a  new  Hard  Rock  C 
theme  park  in  Myrtle  Beach,  S.C.  In  A] 
the  Carlyle  Group  raised  $225  million 
ward  a  $1  billion  leveraged  buyout 
health-care  provider  MultiPlan  Inc.  B 
Capital  raised  $315  million  with  the  sa 
leeway,  selling  eight-year  notes  to  buy  ] 
tro  Products  Inc.,  a  pet  food  maker. 

"We  really  don't  like  it,  but  we  n 
bonds,"  says  John  Addeo,  a  portfi 
manager  at  MFS  Investment  Mana 
ment.  "Our  market  is  funding  risl 
deals,  in  terms  of  their  leverage  and  fl 
bility  [for  borrowers]." 

The  higher  risk-taking  isn't  so  muc 
sign  of  extra  confidence  in  the  borrow 
companies  as  it  is  a  consequence  of  a 
peting  lenders  offering  so-called  le1 
aged  loans,  says  Kingman  Pennirr 
president  of  KDP  Investment  Advi; 
Inc.  Those  loans,  which  also  aren't  re 
tered  with  the  SEC,  traditionally  v 
held  by  banks.  Now  some  are  being  fu 
ed  with  new  money  from  hedge  fu 
and  overseas  investors  through  pools « 
purport  to  reduce  risk  through  diver 
cation.  The  competition  is  taking  a  tol 
bond  investors.  "At  these  [yields] 
want  to  be  getting  more  protection, 
you're  getting  less,"  says  Penniman. 

To  borrowers,  that's  a  blessing.  "Itl 
us  remain  a  private  company  withou 
of  the  encumbrances  of  Sarbanes- 
ley,"  says  Steven  Goodwin,  CEO  of  In 
Myrtle  Beach.  Gordon  H.  Woodwar  I 
principal  at  Kohlberg  &  Co.,  which  1 1 
the  tactic  in  its  April  buyout  of  Pad  ' 
ing  Dynamics  Corp.,  says  not  filin  • 
nancials  avoids  showing  competitor! 
structuring  plans. 

To  reassure  investors,  issuers 
they're  posting  SEC-style  reports  on 
vate  password-protected  Web  sites  fi 
stitutional  investors,  bond  analysts 
dealers.  They're  also  holding  pri' 
quarterly  conference  calls  for  those 
sign  confidentiality  pledges. 

But  that  doesn't  satisfy  some  j 
Martin»S.  Fridson,  president  of  rese 
firm  FridsonVision,  says  rec 
ing  people  to  register  for  ac 
impedes  the  free  flow  of  it 
mation  that  makes  mat 
work.  Worse,  he  says,  it  c 
tempt  borrowers  to  invent  I 
to  bar  analysts  they  don't  1: 
Shifts  in  power  to  isS' 
come  near  market  tops, 
Fridson.  Private  financial 
porting  may  fly  now,  but  ( 
panies  are  likely  to  find 
rowing  terms  much  str 
when  the  market  cools  off.'  f*  . 
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The  Corporation  Smart  Soendirr 


The  Bank 
Of  Technology 

JPMorgan  is  making  huge  investments  in 
info  tech,  and  expects  to  reap  huge  rewards 


BY  MARA  DER  HOVANESIAN 

HEWLETT-PACKARD  CO. 
has  nothing  on  JPMorgan 
Chase  &  Co.  when  it 
comes  to  investing  in 
technology.  What' s  that? 
A  bank  that's  spending 
more  on  technology  than 
a  tech  outfit?  Sure  enough,  HP's  ambi- 
tious plan  to  replace  85  global  data  cen- 
ters with  six  cutting-edge  facilities  will 
cost  about  $1  billion.  JPMorgan  is  spend- 
ing twice  that  just  on  overhauling  its  net- 
work, plus  another  $1  billion  to  reduce  90 
global  data  centers  to  30  by  2008. 

The  New  York  bank,  the  third  largest  in 
the  U.S.,  has  in  fact  become  one  of  the 
biggest  spenders  on  technology  that  Wall 
Street  has  ever  seen.  In  part,  Chief  Execu- 
tive Jamie  Dimon's  hand  was  forced:  JP- 
Morgan is  an  agglomeration  of  years  of 
bank  mergers,  including  what  were  a 
decade  ago  five  of  New 
"^    York's  biggest  banks. 

•  A  patchwork  of  out- 

of-date  systems  that 
speak  different  comput- 
er languages  continues 
to  be  a  huge  drag  on  ef- 
ficiency, particularly  on 
the  consumer  side  of  the  business  (retail 
banking,  credit  cards,  and  so  on),  which 
comprises  about  50%  of  overall  profits.  Of 
the  top  10  banks,  JPMorgan  ranks  lowest 
both  in  overhead  efficiency  ratio  and  re- 
turn on  equity  over  the  last  12  months,  ac- 
cording to  SNL  Financial. 

But  in  the  finance  world,  technology 
investing  isn't  just  about  keeping  the 
mainframes  humming.  Techies  and  engi- 
neers are  complementing  bankers  and 
traders  as  a  source  of  profits.  Dimon,  in 
contrast  to  his  Citigroup  counterpart 
Charles  Prince,  has  been  characteristical- 
ly aggressive,  outspending  all  comers  to 


The  Best  Performers 


WHYSWIPE? 

With  Blink, 
users  simply 
hold  the  card 
in  front  of  a 
reader 


More  Bank  for  the  Buck 

At  JPMorgan,  Jamie  Dimon  has  spent  lavishly 

on  IT,  from  the  exotic  (state-of-the-art  quantitative 

trading  platforms)  to  the  humdrum  (making  paid 

checks  viewable  at  ATMs) 

FIRMS 

IT  SPENDING 
2005* 

(BILLIONS) 

PERCENT 
INCREASE 
FROM  2004 

JPMorgan 

$2.9 

12% 

Morgan  Stanley 

2.4 

14 

Merrill  Lynch 

2.2 

20 

Citigroup  Global  Markets 

1.7 

13 

Goldman  Sachs 

1.1 

2 

Data:  Aite  Group                          'Brokerage  and  investment  management  only 

make  IT  a  fundamental  part  of  his 
growth  strategy  (table).  He  has  elevated 
Chief  Information  Officer  Austin  A. 
Adams,  who  oversees  a  staff*  of  20,000 
and  a  $7  billion  annual  budget,  to  the  15- 
member  operating  committee  that  effec- 
tively runs  the  bank,  which  hit  the  No.28 


spot  on  the  BusinessWeek  50  list  oft 
top  corporate  performers. 

Catching  up  to  the  21st  century  v 
Dimon's  top  priority  when  he  sold  Ba 
One  (where  he  was  CEO  at  the  time) 
JPMorgan  in  January,  2004.  Known  a 
die-hard  cost- cutter,  Dimon  nevertl 
less  carved  more  than  $600  million 
technology  out  of  his  first  $1.1  billi 
pool  for  bank-wide  growth  initiatives 
2004,  and  has  increased  subsequent 
nual  investments  ever  since.  That5! 
major  commitment  when  you  consii 
that  Dimon  was,  at  the  same  time,  ai 
ing  to  get  $3  billion  in  annual  pc 
merger  savings  and  cost  cuts  out  of 
bank  by  2007. 

In  the  consumer  banking  business, 
all  about  getting  the  most  doll 
out  of  every  customer.  The  bull 
the  IT  spending  is  headed  there 
do  things  as  simple  as  enable 
sprawling  network  of  banks 
serve  a  customer  who  moves 
new  city. 

MODELING  MOJO 

RETAIL  CUSTOMERS  have 
seen  tech  make  banking  easier. 
Morgan  launched  the  Blink  cr 
card,  which  lets  users  hold  the  < 
in  front  of  a  reader  instead  of  sv 
ing,  signing,  entering  a  PIN.! 
handing  the  card  to  a  store  empi 
ee.  And  approval  for  a  home  eq1 
loan  now  takes  two  hours,  vs. ; 
days  a  few  years  ago.  John  E. 
Donald,  an  analyst  with  Bam 
America  Securities,  specific! 
credits  Dimon's  tech  investment 
getting  new  products  to  mai 
faster  and  more  precisely  targe 
customers  for  new  business. 

The  investment  bank  is  getti 
$1  billion  annual  budget  for  t 
nology.  Investments  in  the  past, 
years  have  focused  on  building 
phisticated  trading  platforms 
institutional  investors  and  hi1 
fund  clients  that  require  high- 
trading  analysis  and  risk  mode 
A  clutch  of  quants  with  PhDs  i 
been  hired  to  create  algoritl 
models  that  speed  up  trading. 
Of  course,  any  trader  knows 
wrong  bets  will  trump  the 
technology,  and  in  fact,  JPMorj  J 
profits  have  been  quite  volatile.  Still, 
Sang  Lee,  an  analyst  with  Boston  fi 
cial  services  researcher  Aite  Group,  v 
it  comes  to  IT:  "Dimon  is  one  of  the 
guys  out  there  who  knows  that  if  yo 
this  right  [it  will]  help  generate  addi  f 
al  revenue."  ■ 
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lines,  ana  now  wen  ineyre  waged,  are  often 
what  separate  performers  from  high  performers.  To  see 
how  we  can  help  you  defy  the  obstacles  and  become  a 
high-performance  business,  visit  accenture.com 

Consulting  •  Technology  •  Outsourcing 
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Feedback  Medical  Guesswork 


Healthy  Discourse 

Our  Cover  Story  on  mismanaged  or  clueless  care  hit  a  nerve 


BY  JOHN  CAREY 

When  my  May  29  Cover  Story 
"Medical  Guesswork"  went 
to  press,  I  had  some 
trepidations.  The  story 
asserts  that  there's  little 
evidence  to  support  much  of  what  is  now 
common  practice  in  medicine.  It  questions  the 
value  of  high-risk  procedures  such  as  coronary 
bypass  surgery  for  many  people.  As  the  story's 
central  figure,  Dr.  David  Eddy,  bluntly  observes: 
"The  problem  is  that  we  don't  know  what  we 
are  doing."  When  Eddy  began  to  push  what  he 
called  "evidence-based"  medicine  in  the 
1980s,  the  response  was  mostly  hostile.  I  was 
bracing  for  the  same. 

Sure  enough,  there  are  plenty  of  critics 
among  the  100-plus  letter  writers  and  online 
commentators  who  have  responded  so  far.  "As 
a  12-year  survivor  of  Stage  IV  colorectal  cancer, 
I  can  attest  to  the  fact  that  my  [doctors]  knew 
what  they  were  doing,"  writes  Dan  Verdirame 
of  Far  Hills,  N.J.  "Your  article  does  them  a 
disservice  and  provides  incentive  for  those 
looking  to  avoid  uncomfortable,  but  necessary, 


Medical  Guesswork 

From  heart  surgery  to  prostate  care,  the  medical  industry 
knows  little  about  which  treatments  really  work 


medical  treatment." 

One  common  charge  is 
that  the  whole  "evidence- 
based"  idea  was  cooked  up 
by  insurance  companies.  "It 
sounds  like  a  ploy  to  lower 
patient  access  to  the  latest 
technologies,"  complains 
one  online  writer.  More 
substantively,  readers  said 
that  while  evidence  is 
lacking  that  treatments 
work,  firm  proof  that  the 
treatments  are  unnecessary 
is  also  lacking.  Good  point. 

Other  readers  said  I'd  missed  major  issues. 
The  threat  of  lawsuits  forces  doctors  to  treat 
patients  aggressively,  even  when  physicians 
know  the  treatment  is  dubious,  several  wrote. 
Others  wished  I  had  mentioned  the 
importance  of  diet  and  lifestyle  in  keeping 
people  healthy— and  the  need  for  a  health-care 
system  that's  primed  to  prevent  diseases. 

On  the  other  hand,  a  great  many  readers 
applauded  BusinessWeek  willingness  to 


PAG's  BUZZ  MOMS 


i 


"print  the  truth  about  our  • 
current  health-care  system,' 
one  online  poster  put  it.  The 
story  won  praise  from  docto 
economists,  and  patients.  A 
readers  provided  us  with  soi 
poignant  glimpses  of  what 
happens  when  health  care  f, 
short  of  its  promises.  "Medi 
science  is  nowhere  near  ass 
or  insightful  as  many  people! 
have  been  led  to  believe," 
laments  one  online  poster  v 
lost  his  wife  to  breast  cance* 
"There  are  no  magic  bullets- 
medicine,  and  I  am  glad  to  see  the  story  si« 
to  bring  that  idea  to  light.  Perhaps  now  it  v  i 
get  people  to  think  more  realistically  aboi" 
treatments  that  cost  a  small  fortune,  have.' 
or  no  curative  effect,  leave  families  drown- 
debt,  and  have  survivors  wondering  whetl' 
was  all  worth  it." 

The  responses  show  that  this  subject  i 
too  large  to  encompass  in  one  magazine : 
Here  is  a  sample  of  what  readers  said: 


IB 


:;■ 


t 


IN  A  FOG 

Even  today,  with  a  high-tech 
health-care  system  that  costs 
the  nation  $2  trillion  a  year, 
there  is  little  or  no  evidence  that  many 
widely  used  treatments  and  procedures 
actually  work  better  than  various  cheap- 
er alternatives." 

"Medical  Guesswork" 


Having  been  diagnosed  with  colon  cancer  less  than  three  months  ago,  I 
have  experienced  the  predicament  posed  by  Dr.  David  Eddy,  i.e., 
receiving  contradictory  opinions  from  physicians.  Choosing  the  right 
doctor  becomes  an  exercise  in  guessing  and  hoping  for  the  best. 
Fortunately,  the  oncologist  I  am  working  with  seems  flexible  and  open 
to  discussing  options  based  on  evidence.  The  glimmer  of  hope  is  that 
medicine  is  facing  several  forces  that  will  provoke  a  change.  Dr.  Eddy  is 
right  on  track,  and  many  others  will  follow  in  his  footsteps. 
-Carlos  A.  Valenzuela,  Bethlehem,  Pa. 


56  I  BusinessWeek  I  June  19.  2006 


In  mental  illnesses  it  is  very  easy  to  show  that  medications  cann  || 
psychosis  or  block  depression  and  anxiety.  But  they  create  a  mi  u 
of  metabolic  problems  and  cognitive  compromises.  Just  think  x;  jfc 
virtually  every  treatment  guideline  and  algorithm  issued  by  cost  %\ 
conscious  insurance  companies,  prestigious  universities,  and  fc>  | 
societies  like  the  American  Psychiatric  Assn.  In  the  name  of  evivp 
based  medicine,  these  academicians  have  flooded  the  field  of 
psychiatry  with  shallow  diagnostic  manuals,  irrelevant  brain  st ' 
and  treatment  guidelines.  Instead  of  painstakingly  going  into  ttol 
meaning  of  patients'  symptoms,  dreams,  and  intrapsychic  conr| 
they  teach  how  to  ask  a  few  rote  questions,  prescribe  the  algon 
based  medications,  and  get  to  the  next  patient  within  15  minutit  ^ 
-Surendra  Kelwala,  M.D.,  Livonia,  Mich. 


"First,  do  no  harm"  has  been  totally  replaced  by  "just  do  any  ol  n 
and  bill  to  the  max." 

-Ron  Tripp,  Johnson  City,  NY. 


Reevaluation  of  gold-standard  treatments  is  a  good  start  on  th 
more  effective  and  efficient  health  care.  However,  your  Cover  J 
overlooked  the  key  reason  why  we  have  costly,  inefficient  heaRi^ 
today:  The  system  is  designed  for  crisis  management  rather  tN  ^ 
fostering  optimal  health.  A  top-to-bottom  restructuring  with  cl    3( 


s  is  needed  for  every  party,  including  insurers,  health-care 
I  employers,  and  patients.  All  other  changes  are  like  putting 

i  on  a  leaking  pipe. 

M.  Hughes,  Hughes  BioPharma  Advisers,  Darien,  Conn. 

y  was  right  on  the  money.  Until  the  "Art  of  Medicine"  becomes 
nee  of  Medicine,"  we  are  doomed  to  suffer  the  consequences. 

<hadpe,  Slatington,  Pa. 

K  SKEWED  INCENTIVES 
Many  doctors  hold  not  just  a 
professional  interest  in  which 
treatment  to  offer,  but  a  finan- 
ne  as  well." 

il  Guesswork" 


ey's  article  blames  the  failures  of  medicine  on  financial  self- 
hree  times.  Adam  Smith  demonstrated  that  financial  self- 
lenerates  a  creative-productive  economic  system.  Drop  the 
century  ideology  of  blaming  self-interest,  or  you  will  rapidly 
ur  subscription  base  move  to  magazines  that  aren't  stuck 
noded  ideology. 
Phillips,  San  Francisco 

g  the  suggestion  that  income  clouds  judgment, 

ement  is  so  poor  for  procedures  that  I  am  incentivized  to  be  in 

!  rather  than  the  operating  room. 

Spilman,  M.D.,  Santa  Cruz,  Calif. 

wer  package,  you  say:  "Surgery  can  cure  early-stage  colon 
rhis  seems  to  advocate  currently  popular  routine 
opies,  which  I'm  personally  biased  against.  According  to  my 
,  colorectal  cancer  occurs  in  24  of  every  100,000  people  aged 
and  in  48  of  every  100,000  people  aged  50  to  54.  Assuming 
those  would  be  discovered  and  cured  by  routine  colonoscopy 
:h.  Moreover,  we  will  never  know  how  many  benign  polyps  are 
tous  unless  someone  follows  untreated  polyps  in  a  large 
Datients  for  a  long  time.  In  simple  terms,  if  my  local 
terologist  performs  three  colonoscopies  a  day,  or  1,000  per 
600  per  exam  (a  reasonable  assumption),  he  earns  $600,000 
10  years,  he  will  have  prevented  between  2.4  and  4.8  colon 
Mindful  of  the  recognized  procedural  colon  perforation  rate  of 
will  have  perforated  20  colons,  i.e.,  he  will  have  seriously 
lany  more  people  than  he  will  have  helped.  Many  men  will  die 
k  harboring  prostate  cancer.  At  least  in  the  old  days,  they  never 
y  had  it.  Medicare  has  it  partly  right:  They'll  only  pay  for  one 
bpy  every  10  years  for  average-risk  individuals. 
lie,  M.D.,  Cornelius,  N.C. 

deduction  in  health-care  costs  will  come  from  education  and 
n.  However,  education  and  prevention  will  only  work  if  getting 
ig  healthy  is  rewarded  in  a  manner  that  will  encourage  such 
hanges. 

I  McKeown,  M.D.,  Hillsboro,  Ore. 

\  your  article  failed  to  mention  was  doctors'  fear  of  litigation 
y  in  California)  when  expensive  testing  procedures  are  not 
If  a  doctor  provides  all  alternative-procedure  information  to  a 


patient,  and  the  patient  then  makes  the  decision  on  which  treatment 
he  should  use,  the  doctor  should  not  have  to  fear  a  lawsuit  over  the 
outcome. 

-Lance  Becker,  La  Mesa,  Calif. 

Physical  therapists  know  firsthand  about  physicians'  "vested  interests" 
as  you  stated  in  your  Cover  Story.  [This  is]  a  subject  that  has  been 
causing  physical  therapists  great  concern  for  years.  Today  a  physician 
can  receive  financial  gains  by  having  total  or  partial  ownership  of  the 
physical  therapy  practice  to  which  he  or  she  refers. 
-Ben  F.  Massey,  Jr.,  PI,  M.A.,  President,  American  Physical  Therapy  Assn. 

Until  high-quality  evidence  is  produced,  well-reasoned  decision- 
making based  on  lower-quality  evidence  (e.g.,  tradition,  experience, 
anecdotes)  will  still  be  needed.  High-quality  evidence  is  downright  rare 
in  terms  of  the  series  of  lifelong  care  decisions  often  needed  for  chronic 
diseases  where  initial  treatment  (sometimes  the  topic  of  clinical  trials) 
is  followed  by  reevaluation,  follow-on  treatment  (rarely  the  topic  of 
clinical  trials),  more  reevaluation,  etc. 
-Mike  Rethman,  D.D.S.,  Honolulu 

COMPUTER  POWER 

[Eddy's]  approach  is  to  create  a 
Sim  City-like  world  in  silicon, 
where  virtual  doctors  conduct 

trials  of  virtual  patients  and  figure  out 

what  treatments  work" 

"Medical  Guesswork" 


Dr.  David  Eddy's  computer  model  makes  perfect  sense  in  an  ideal  world 
with  ideal  patients,  but  it  may  not  be  powered  for  "real  world" 
medicine.  Physicians  practice  in  a  very  complicated  world.  They  see 
patients  with  varying  severities  of  sickness.  And  there  are  other 
characteristics  such  as  economic,  cultural,  intellectual,  and  linguistic 
barriers  and  other  social  factors.  Numerous  studies  with  conflicting 
and  contradictory  conclusions  cast  doubt  in  the  minds  of  clinicians  as 
well  as  patients.  There  are  many  flaws  in  medical  research,  compared 
with  other  sciences.  There  will  always  be  a  divide  between  the  analog 
life  of  the  physicians  and  their  patients  and  the  digital  age  we  are  in. 
-Joseph  K.  Chemplavil,  MR,  Hampton,  Va. 

"Medical  Guesswork"  convincingly  portrays  the  potential  of  advanced 
computer-based  technology  to  improve  the  diagnostic  and  treatment 
power  of  evidence-based  medicine.  Such  technology  has  been 
underutilized  because  of  conflicting  incentives  among  physicians, 
hospitals,  and  payers.  Fortunately,  innovative  ways  of  deploying 
computer-based  technology  are  enabling  the  rapid,  cost-effective,  and 
highly  accessible  delivery  of  evidence-based  best-practices 
information.  In  the  course  of  a  five-year  clinical  trial,  a  research  team 
from  the  University  of  Vermont  has  been  able  to  demonstrate  the 
power  of  an  advanced  computer-based  system  to  deliver  health 
improvement  to  diabetic  patients. 

-Benjamin  Littenberg,  M.D.;  Charles  D.  MacLean,  MR;  Michael  Gagnon, 
Vermont  Clinical  Decision  Support,  Burlington,  Vt. 
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To  view  the  May  29  Medical  Guesswork  Cover 
Story  and  scores  of  thoughtful  reader  comments,  go  to 
www.businessweek.com/go/medicalguesswork/ 
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Information  Technology  "he  Net 


Web  2.0:  The  New 
Guy  at  Work 

As  they  seep  into  corporate  offices,  Web 
services  will  change  howyou  do  business 


BY  ROBERT  D.  HOF 

Silicon  Valley  loves  its  buzz- 
words, and  none  generates 
more  buzz  today  than  Web 
2.0.  Unless  you're  a  die- 
hard techie,  though,  good 
luck  figuring  out  what  it 
means.  Web  2.0  technolo- 
gies sport  strange  names  like  wikis  and 
mash-ups.  And  the  startups  hawking 
them— Renkoo,  Gahbunga,  Ning, 
Squidoo— sound  like  Star  Wars  charac- 
ters George  Lucas  left  on  the  cutting- 
room  floor. 

No  matter.  Behind  the  apparent  silli- 
ness, Web  2.0  portends  a  sea  change  on 
the  Internet.  Web  2.0  sites  are  not  so 
much  online  places  to  visit  as  services  to 
get  something  done,  usually  with  other 
people.  Call  it  the  Live  Web.  From  Yahoo! 
Inc.'s  photo-sharing  site  Flickr  to  the 
group-edited  online  reference  source 
Wikipedia  to  the  teen  hangout  My- 
Space.com,  they  all  demand  active  partic- 
ipation and  social  interaction. 

Yet  even  though  they're  among  the 
most  popular  hubs  on  the  Net,  these  serv- 


ices haven't  had  much  to  offer  the  vast 
world  of  business— until  now.  As  employ- 
ees realize  that  Web  2.0-style  networking 
and  collaboration  can  help  them  in  their 
jobs,  they're  slowly  but  surely  starting  to 
bring  them  inside  the  walls  of  their  com- 
panies. "All  these  things  that  are  thought 
to  be  consumer  services  are  coming  into 
the  enterprise,"  says  former  Oracle  Corp. 
President  Ray  Lane,  now  a  general  part- 
ner at  the  venture  capital  firm  Kleiner 
Perkins  Caufield  &  Byers. 

The  young  and  the  wired  know  the  val- 
ue of  Web  2.0,  but  corporate  executives 
will  need  to  get  a  quick  education.  That's 
because  the  nature  of  these  services  will 
challenge  the  command-and-control 
mindset  of  the  corporation,  already  in  the 
throes  of  tech-driven  transformations 
such  as  globalization  and  outsourcing. 
Web  2.0  could  flatten  a  raft  of  organiza- 
tional boundaries— between  managers 
and  employees  and  between  the  company 
and  its  partners  and  customers. 

Early  signs  are  everywhere.  Walt  Disney 
Co.,  investment  bank  Dresdner  Kleinwort 
Wasserstein  and  scores  of  others  use  wilds, 


or  group-editable  Web 
pages,  to  enhance  col- 
laboration. Other 
companies  are  using 
business-oriented  so- 
cial networking  servic- 
es such  as  Linkedln 
Corp.  and  Visible  Path 
Corp.  to  dig  up  hiring 
prospects  and  sales 
leads  from  the  collec- 
tive contacts  of  col- 
leagues. Corporate 
blogging  is  becoming 
nearly  a  cliche. 

Just  as  the  person- 
al computer  snuck  its 
way  into  companies 
through  the  back 
door,  so  has  Web  2.0. 
When  Rod  Smith, 
IBM's  vice-president 
for  emerging  Inter- 
net technologies,  told 
the  information  tech- 
nology chief  at  Royal 
Bank  of  Scotland 
about  wikis  last  year, 
the  executive  said  the 
bank  didn't  use 
them.  When  Smith  turned  to  the  ( 
participants  in  the  meeting,  howeve 
of  them  were  nodding  their  headsi 
yes,  they  did.  "Enterprises  have 
ringing  our  phones  off  the  hook  to  a* 
about  Web  2.0,"  says  Smith 

As  with  the  PC,  Web  2.0's  principa- 
peal   is   empowerment.   More  cap\ 
computers,  nearly  ubiquitous  high-s 
Internet  connections,  and  user-frin 
Web  2.0  services  give  individuals! 
precedented  ability  to  perform  sop : 
cated  tasks  without  having  to  seek 
mission    from    overtaxed    inform, 
technology  departments.  It  doesn't 
that  many  of  Web  2.0  services  are 
supported  by  ads,  or  at  most  cost  les 


f 
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PLAYBOOK:  HOW  TO  TAP  THE  POWER  OF  WEB  2.0 


New  services  hold  a  lot  of  promise  for  corporate  use.  Here's  a  guide  to  get  started: 


DO... 

WATCH  THE  KIDS  (IN  YOUR  COMPANY  AND  AT  HOME):  You  may  be 

surprised  to  find  that  young  folks  in  a  department  are  using  the  Internet 
phone  service  Skype  or  a  group-editable  wiki  Web  site.  Find  out  what's 
working  and  what  isn't. 

TRY  IT  YOURSELF:  Read  some  popular  blogs,  even  start  one  yourself. 
Open  a  Flickr  account  and  upload  photos.  Program  a  Web  mash-up  at 
Ning.com.  The  only  way  to  understand  this  stuff  is  to  use  it-and  it's  easy. 

ELICIT  CUSTOMER  INPUT:  Many  people  love  to  offer  their  own  two 
cents.  Mars  asked  people  to  vote  on  a  new  M&M  candy  color,  drawing  10 
million  votes-and  a  lot  of  attention. 
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DON'T... 

ASSUME  WEB  2.0  IS  JUST  FOR  CONSUMERS:  Salesforce.com, 

which  uses  Web  2.0  principles  in  its  online  customer  management 
service,  did  $105  million  in  sales,  up  63%  from  a  year  ago.  Even  the 
college  social  network  Facebook  allows  companies  to  create  profiles 

PUT  UP  WALLS:  Resist  strict  limits  on  employees'  on-the-job  Web 
use.  The  more  they  can  use  innovative  Web  2.0  services  to  make  the 
own  jobs  easier,  the  better  off  you  will  be. 
TAKE  IT  PERSONALLY:  Opening  up  blogs  to  comments  from  cus- 
tomers inevitably  draws  criticism.  Consider  it  market  research.  Resf 
honestly,  and  watch  your  company's  credibility  soar. 


Ik 
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ti  per  person  than  a  cable-TV  bill, 
he  powerful  trends  in  technology 
been  do-it-yourself,"  notes  Joe 
I  CEO  of  wiki  supplier  JotSpot  Inc. 
essence,  these  services  are  coalesc- 
to  one  giant  computer  that  anyone 
iccess  to  an  Internet-connected  PC 
se,  from  anywhere  in  the  world, 
i  you  do  a  Google  search,  for  in- 
a,  you're  actually  setting  in  motion 
ams  and  databases  distributed 
:d  the  globe  on  computer  hard 
).  What's  more,  people  on  My- 
,  eBay,  and  the  Internet  phone 
e  Skype  are  improving  those  serv- 
simply  by  using  them,  because 
e  sharing  their  knowledge,  corn- 
power,  or  Internet  connections, 
ace  becomes  more  functional  with 
new  participant  who  adds  his  or 
[ivn  content  and  contacts.  The  re- 
I Web  2.0  services  are  harnessing 
ttllective  intelligence  of  the  Net," 
!'im  O'Reilly,  CEO  of  O'Reilly  Media 
vhose  Web  2.0  Conference  popu- 
!i  the  term. 

\  surprisingly,  a  lot  of  executives  re- 
skeptical.  After  all,  the  gulf  between 
MySpace  page  and  a  new  corporate 
oration  service  looks  pretty  deep 
low.  "There's  a  big  cultural  differ- 
etween  the  Web  2.0  people  and  the 
bartment,"  notes  consultant  John 
author  of  several  books  on  tech- 


nology and  business.  And  /^oiTIT^flTllPC 

info  tech  managers  natural-  ^UllipcUllCa 

ly  don't  want  people  using  TIPPQ  t"Q 
these  services  willy-nilly  be-  - 

cause  they're  often  vulnera-  Q*Ct  USCQ  tO 
ble  to  hackers  and  rivals. 


Nonetheless,    Web    2.0    blUFFillg 

lines  of 
authority 


services  could  help  solve 
vexing  problems  for  corpo- 
rations that  current  soft- 
ware and  online  services 
have  yet  to  tackle.  For  one, 
companies  are  struggling  to 
overcome  problems  with  online  commu- 
nications, including  spam  and  the  high 
cost  of  maintaining  company  intranets 
that  few  employees  use.  So  they're  exper- 
imenting with  an  array  of  collaboration 
services.  Says  Ross  Mayfield,  CEO  of  the 
corporate  wiki  outfit  Socialtext  Inc.: 
"Now  most  everybody  I  talk  to  knows 
what  Wikipedia  is,  and  it's  not  a  stretch 
for  them  to  imagine  a  company 
Wikipedia." 

They  do  more  than  imagine.  Dresdner 
Kleinwort  Wasserstein  uses  a  Socialtext 
wiki  to  create  meeting  agendas  and  post 
training  videos  for  new  hires.  Participants 
in  a  project  can  avoid  endless  e-mail  ex- 
changes and  instead  post  documents, 
schedules,  and  other  materials  on  a  wild 
Web  site,  which  anyone  else  on  the  project 
can  then  append  with  changes  or  com- 
ments. Six  months  after  launching  it,  traf- 


fic on  the  2,500-plus-page  wild,  used  by  a 
quarter  of  the  bank's  workforce,  has  sur- 
passed that  of  the  company's  intranet.  And 
there  has  been  a  75%  drop  in  the  number 
of  e-mails  on  projects  using  wilds. 

Corporations  also  are  balking  at  in- 
stalling inflexible  mmtimillion-dollar  soft- 
ware programs  that  take  years  to  roll  out. 
"They're  clunky  and  awkward  and  don't 
encourage  participation,"  grumbles  Dion 
Hinchcliffe,  chief  technology  officer  of 
Washington  (D.C.)  tech  consultant 
Sphere  of  Influence.  One  alternative  is 
mash-ups,  where  simple,  existing  Web 
2.0  services  are  combined  and  put  to  a 
new  use.  IBM  last  year  helped  the  U.S. 
Chamber  of  Commerce  Center  for  Corpo- 
rate Citizenship  mash  together  a  one-stop 
site  in  just  a  few  weeks  for  people  who 
were  displaced  by  Hurricane  Katrina  to 
look  for  jobs.  People  type  into  one  box  the 
kind  of  job  they're  seeking,  and  the  site 
searches  more  than  1,000  job  boards, 
then  shows  their  location  on  a  Google 
map.  "Mash-ups  are  the  umbrella  under 
which  Web  2.0  will  get  into  the  enter- 
prise," says  venture  capitalist  Peter  Rip  of 
Leapfrog  Ventures,  an  investor  in  several 
Web  2.0  startups. 

Not  least,  companies  are 
starting  to  take  a  page  from 
MySpace,  Facebook,  and 
other  social  networking 
services.  The  reason:  Busi- 
nesses are,  in  a  sense,  social 
networks  formed  to  make  or 
sell  something.  Linkedln,  an 
online  service  for  people  to 
post  career  profiles  and 
search  for  prospective  em- 
ployees, is  becoming  a  prime 
corporate  recruiting  source. 
"In  2003  people  thought  of 
us  as  a  weird  form  of  social  networking," 
notes  Linkedln  CEO  Reid  Hoffman.  "Now 
people  are  saying,  'Oh,  I  get  it,  it's  a  busi- 
ness tool' " 

It  may  turn  out  that  keeping  up  with 
the  slick  technology  won't  be  the  most 
important  thing  to  master.  Corporate 
folks  accustomed  to  clear  lines  of  author- 
ity may  have  to  tolerate  bottom-up  Web 
2.0  technologies  in  order  to  help  their  em- 
ployees reap  the  potential  productivity 
gains.  After  all,  notes  Dave  Girouard,  vice- 
president  in  charge  of  Google  Inc.'s  en- 
terprise division,  which  sells  search  and 
other  technology  to  corporations:  "This 
isn't  people  fooling  around.  If  s  people 
trying  to  do  their  jobs  better."  ■ 


■'BusinessWeek  online 


For  a  podcast  with 
Tim  O'Reilly  and  an  interview  with  Ray 
Lane,  visit  www.businessweek.com/extras 
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Information  Technoloev  Strategies 


Tech  Has  a 
New  Top  Dog 

HP  is  now  outselling  IBM,  signaling  a 
shift— and  a  challenge— for  the  industry 


BY  PETER  BURROWS  AND 
STEVE  HAMM 

WHEN  EAGER  EN- 
gineers  at  Hewlett- 
Packard  Co.  took  it 
upon  themselves  to 
create  the  compa- 
ny's first  computer 
in  the  mid-1960s, 
normally  fearless  HP  co-founder  David 
Packard  grudgingly  gave  his  O.K.  to 
bring  it  to  market— but  only  if  they 
agreed  not  to  call  it  a  computer.  Such  was 
Packard's  fear  of  raising  the  hackles  of 
almighty  IBM,  the  giant  that  dominated 
the  industry  from  the  dawn  of  the  Elec- 
tronics Age. 

Now,  tech  is  about  to  get  a  new 
biggest  behemoth.  It's  HP.  The  Palo  Alto, 
Calif.,  PC  and  printer  giant  had  higher 
sales  than  IBM  last  quarter,  and  analysts 
project  it  will  finish  2006  with  greater 
annual  sales  than  Big  Blue  for  the  first 
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time  ever:  $91  billion  for  HP  vs.  $90.5 
billion  for  IBM.  The  reason  HP  pulled 
ahead  is  simple:  IBM  last  year  sold  off  its 
$11  billion  PC  business  to  Lenovo  Group 
Ltd.  But,  because  the  companies  have 
chosen  fundamentally  different  paths, 
with  HP  aggressively  going  after  con- 
sumers while  IBM  focuses  on  corpora- 
tions, HP  is  expected  to  grow  faster  than 
IBM  in  coming  years.  Since  both  use  blue 
in  their  logos,  you  might  say  there's  a 
new  Big  Blue  in  the  house. 

Bragging  rights  aside,  HP's  leap  to  the 
lead  signals  a  fundamental  shift  in  the 
computer  industry— and  a  conundrum 
for  tech  companies.  The  industry  got  its 
start  selling  to  corporations,  and  this  year 
that  market  is  expected  to  top  $1  trillion 
in  sales  of  hardware,  software,  and  serv- 
ices. Consumer  sales  came  later  and  still 
represent  only  10%  of  the  overall  market. 
But  now  technology  is  becoming  ubiqui- 
tous, and  sales  of  everything  from  home 


computers  to  cell  phones  are  gro1 
much  faster  than  the  mature  corpi 
business.  Unit  sales  of  Web-enablec 
phones,  for  instance,  are  expected  to  i 
by  15.4%  this  year,  while  sales  of 
servers  for  corporations  will  shrinl 
says  researcher  Gartner  Inc. 

PRINTING  MONEY 

ALL  SORTS  OF  tech  companies 
plunging  into  consumer  markets  o 
panding  their  footprints  there.  Cisco 
tems  now  sells  home  networking 
and  Dell  is  selling  TVs.  Here's  wher 
conundrum  comes  in.  For  the  most 
cessful  companies,  corporate  sales  d< 
rich  profits,  with  operating  margir 
the  order  of  30%  for  software.  Consi 
tech?  Margins  can  be  razor  thin,  or  r 
existent.  Analysts  figure  that  the  m: 
of  game  consoles  lose  money  on  i 
box  they  sell  for  the  first  two  years 
launch.  The  challenge  is  to  figure  out 
to  jump  on  the  fast-moving  consu 
bandwagon  but  still  achieve  fat  pi 
"These  companies  have  stockhoi 
who  are  used  to  certain  returns.  Til 
better  learn  how  to  make  it  profita 
says  analyst  Bob  Djurdjevic  of  teo 
dustry  consultancy  Annex  Research! 

At  least  for  the  moment,  HP  seer 
have  figured  it  out.  Because  of  itsa 
market  share  in  printers,  HP  also  ruld 
market  for  replacement  ink  cartrn 
and  other  supplies.  Those  comn 
50%-plus  margins,  and  the  printer  g ) 
kicked  in  more  than  half  of  HP's  $1. 
lion  operating  profits  last  quarter.  Tr" 
in  consumer  tech  is  to  dominate  a  ma 
achieve  economies  of  scale,  and  cm 
platform  to  sell  premium-price 
ucts— as  HP  has  with  printers  and  i 
Computer  Inc.  has  with  iPod  and  iT 

IBM  plays  things  differently.  "We 
enterprise  IT  company,"  says  Bill  Z> 
general  manager  of  IBM's  compute- 
chip  division.  "It's  an  advantage  vis; 
any  company  that  is  less  focused.'; 
challenge  for  IBM  is  to  convince  inw 
that  it  can  grow  its  mammoth  se: 
business  enough  to  expand  at  a  he 
rate.  While  HP's  stock  price  has  rise 
since  Jan.  1,  Big  Blue's  has  dropped 

Both  HP  and  IBM  have  morphe 
peatedly  during  their  storied  hist 
IBM  started  off  selling  time  cloc 
1914,  and  HP  began  in  1939  by  bu 
audio  oscillators.  Both  have  had  the 
and  downs  but  persevere  because 
have  a  knack  for  getting  out  of  stagr 
businesses  and  finding  the  next  big 
Size  may  not  guarantee  the  market  ] 
it  once  did.  But  it  does  imply  a  o 
staying  power.  ■ 
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Stalking  High-Tech 
Sweatshops 

How  HP's  Bonnie  Nixon-Gardiner  spurred 
the  industry  to  police  worker  conditions 


BY  PETER  BURROWS 

ONNIE  NIXON-GARDINER 
certainly  knows  how  to 
throw  her  weight  around. 
She's  only  a  middle-level 
j  manager  at  Hewlett- 
'  Packard  Co.  and  stands  at 
just  5  foot  3.  But  the  top 
brass  snapped  to  attention  last  year 
when  she  showed  up  in  Long  Hua,  Chi- 
na, to  inspect  working  conditions  at  a 
massive  electronics  manufacturing  com- 
plex owned  by  a  key  HP  supplier.  Ex- 
ecutives from  Foxconn  Electronics,  a 
unit  of  Hon  Hai  Precision  Industry  Co., 
tried  to  whisk  her  into  a  conference 
room  for  a  PowerPoint  presentation.  But 
Nixon-Gardiner,  46,  said  bluntiy  that  she 
wasn't  interested. 

Instead,  remembers  Grover  Thurman, 
Foxconn's  senior  director  of  social  and  en- 
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vironmental  responsibility,  she  demanded 
full  freedom  to  walk  around  the  200,000- 
employee  complex,  the  waste-treatment 
center,  and  the  dorm  rooms  where  work- 
ers live.  When  her  hosts  resisted,  she  sat 
them  down  for  a  talking-to.  "Look,  this 
isn't  going  to  work  unless  you're  totally 
transparent  with  me,"  she  told  the  offi- 
cials. Within  minutes,  she  was  off,  a  line  of 
nervous,  suit-clad  executives  in  tow. 
"  [We]  were  pretty  uptight  when  she  took 
a  left  turn  when  [we]  wanted  her  to  go 
straight,"  recalls  Thurman. 

Foxconn  had  reason  to  balk.  A  non- 
Chinese  speaker  was  wandering  around 
among  250-ton  metal-cutting  machines 
that  churn  out  parts  for  computers  and 
cell  phones.  Perhaps  of  greater  concern 
was  Nixon-Gardiner's  potential  impact 
on  the  bottom  line,  despite  her  unim- 
pressive title  of  program  manager  for 
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NIXON- 
GARDINER 

She  startal 
setting  do} 
rules  for 
suppliers: 
in  1999 
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HP's  Supply  Chain  Social  &  Em 
mental  Responsibility. 

A  big  chunk  of  Foxconn's  $25  bl  a 
in  sales  come  from  HP,  which  buyv  or 
billion  worth  of  electronics  everyv  u 
So,  a  lot  was  riding  on  whether  she<  ;{ 
the  thumbs-up.  On  a  bigger 
Nixon-Gardiner  has  been  a  key 
the-scenes  catalyst  for  an  ambitious  \ 
effort  by  the  high-tech  industry  tt  t 
prove  working  conditions  at  supr  !bi 
like  Foxconn  around  the  globe.  "Hh  ]j 
taken  the  lead  on  this,  and  Bonniee 
lot  of  it  on  sheer  passion,"  says 
O'Mara,  vice-president  at  consu 
AMR  Research. 

Back  in  1999,  as  HP  and  othe>.'|j] 
companies  began  outsourcing  pr 
tion  of  printers,  motherboards,  ani' 
tops  to  the  same  low-wage  countrfcu 
make  Nike  shoes  and  T-shirts  s^  i' 
Wal-Mart,    she    began    setting 
strong  anti-sweatshop  policies  fd 
suppliers.  By  2004,  Nixon- Gardino  j[ 


i. 


tr, 


*U4HtKB«itfatttHiiWatUJHi<    ;, 


mnterparts  at  Dell,  IBM,  Intel,  and 
companies  had  agreed  to  create  the 
•onic  Industry  Code  of  Conduct 
).  The  EICC  sets  out  basic  labor  and 
mmental  standards  for  the  indus- 
ontractors. 

deled  broadly  on  other  industry- 
jroups  such  as  the  Fair  Labor  Assn. 
founded  a  decade  ago  by  Nike  and 
footwear  and  apparel  companies, 
[CC  is  a  first  for  the  tech  industry, 
is  rarely  associated  with  sweatshop 
I  Still,  it  only  goes  so  far.  Unlike  the 
"or  instance,  the  EICC  isn't  an  inde- 
nt body  and  to  date  doesn't  conduct 
m  inspections  of  member  compa- 
>verseas  factories.  The  EICC  simply 
out  abuses— from  child  or  forced  la- 
excessive  overtime— that  the  com- 
>  agree  are  unacceptable  on  the  part 
ir  contractors.  It  leaves  the  inspec- 
nd  enforcement  of  these  standards 
h  member  company. 
1,  just  getting  hypercompetitive 
ompanies  behind  a  unified  effort  is 
:omplishment,  say  some.  "It's  too 
to  assess  [the  ElCC's]  success,  but 
e  developed  an  industry  approach 
lakes  sense,"  says  David  Schilling, 
or  of  the  corporate  accountability 
im  at  the  Interfaith  Center  on  Cor- 
I  Responsibility  in  New  York. 

MNG  ON  BOARD 

N-GARDINER  ISN'T  waiting  for  the 
£  solution.  A  New  Jersey  native 
.  by  a  single  mom,  she  grew  up  with 
ig  social  conscience.  At  HP,  she  has 
)  a  70-auditor  system  that  has  in- 
;d  200  factories  owned  by  150  key 
ppliers— more  than  any  other  EICC 
>er.  HP  says  allegations  of  labor 
:ms  contributed  to  its  decision  to 
with  three  suppliers  that  didn't 
the  grade,  including  South  Korea- 
Trigem  Computer  Inc.  Trigem  says 
n't  aware  of  this  issue.  She  is  also 
to  educate  local  suppliers.  On  June 
announced  a  new  training  program 
p  Chinese  manufacturers  prevent 


tode  of 

fech  Industry 

all  tech  products  now  made  by 
linufacturers  in  low-wage  nations 
shops  are  common,  Hewlett- 
jonnie  Nixon-Gardiner  helped 
II,  IBM,  Intel,  and  12  other  tech 
nd  create  the  Electronic  Industry 
duct.  Some  of  its  elements: 


labor  and  environmental  abuses;  Brazil, 
Malaysia,  and  India  could  be  next.  "My 
10-year  vision  is  for  [consumers  to  know 
that]  when  you  touch  a  technology  prod- 
uct, you  are  guaranteed  it  was  made  in  a 
socially  and  environmentally  responsible 
way,"  she  says. 

HP's  workplace  crusade  began  in  1999, 
when  workers  at  a  printer  unit  in  Van- 
couver, Wash.,  that  had  been  sold  to  a  sup- 
plier raised  concerns  that  the  new  owners 
weren't  upholding  HP's  worker  safety 
policies.  HP  tapped  Nixon- Gardiner,  then 
a  consultant,  to  benchmark  how  other 
corporations  kept  tabs  on  suppliers.  By 
2002,  HP  had  rolled  out  sweeping  rules 
for  suppliers. 

Then,  in  2004,  the  Catholic  Agency  for 
Overseas  Development,  a  human-rights 
watchdog  group,  issued  a  withering  re- 
port, alleging  "dire  working  conditions" 
by  overseas  contractors  serving  the  com- 
puter industry.  That  gave  her  an  opening 
to  sell  other  companies  on  a  common 
code  as  a  way  to  avoid  confusion  among 
suppliers  producing  for  several  buyers.  By 
June,  IBM,  Dell,  and  five  large  contract 
manufacturers  had  formed  the  EICC,  and 
Intel,  Cisco,  Microsoft,  and  Sony  jumped 
on  board  soon  after. 

Clearly,  HP's  activist  has  moved  social 
responsibility  up  the  high-tech  priority 
list,  even  if  the  changes  are  taking  place 
one  plant  at  a  time.  During  that  first  Fox- 
conn  audit,  Nixon- Gardiner  decided  that 
the  machinery  was  too  loud.  So  Foxconn 
bought  employees  some  flimsy  orange 
earplugs.  Not  good  enough.  Six  visits 
from  Nixon- Gardiner  later,  the  company 
had  spent  tens  of  thousands  of  dollars  to 
put  enclosures  around  the  gear,  change 
the  blades,  and  give  workers  top-of-the- 
line  ear  protectors.  Now,  says  Thurman, 
employees  are  complaining  about  how 
hot  their  ears  get.  Dealing  with  Nixon- 
Gardiner,  he  says,  "is  like  being  kissed 
and  slapped  at  the  same  time.  It  can  make 
you  psychotic— but  it  needs  to  be  done." 
That  message  is  sinking  in  with  the  rest  of 
high  tech,  too.  ■ 

THE  EICC  BANS  abuses  such  as  forced  and 
child  labor  and  excessive  overtime,  following 
anti-sweatshop  codes  in  the  garment  and 
other  industries. 

THE  CODE  IS  one  of  the  first  to  require 
contract  manufacturers  to  follow  some  basic 
environmental  requirements. 


EACH  COMPANY  AUDITS  its  overseas 
suppliers  to  ensure  compliance.  A  common 
factory  inspection  system  that  all  member 
companies  could  use  is  in  the  works. 


"The 
Japanese  and 
the  French 
are  so 

DIFFERENT. 
HOW  CAN 
THEY  POSSIBLY 
FIND  A 
COMMON 
GROUND?' 


Toyota's 
Vice  Chairman 
Fujio  Cho  says 
Toyota  is  enjoying 
great  success  in 
fusing  its  business 
methods  with 
French  values. 
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Health  Mobile  Moooets 


Safe  Enough 
For  the  Kid? 

The  cell-phone  industry  sees  a  hot  new 
market,  but  critics  are  worried 


BY  MICHELLE  CONLIN 

THIS  MONTH,  WALT  DIS- 
ney  Co.  is  launching  Dis- 
ney Mobile,  a  cell-phone 
service  aimed  squarely  at 
kids  and  their  parents. 
Children  will  be  able  to 
download  exclusive  Dis- 
ney content  such  as  games,  ringtones, 
and  cool  wallpaper  for  their  screens.  The 
entertainment  giant  is  hoping  that 
moms  and  dads  will  want  this  new  elec- 


whether  mobile  phones  posed  a  health 
hazard,  particularly  to  children.  The  big 
fear  was  that  cell  phones  could  one  day  be 
proven  to  cause  cancer  or  other  neurolog- 
ical disorders.  The  issue  was  controversial 
enough  that  Disney  rescinded  the  licens- 
ing scheme,  citing  uncertainty  about 
health  risks.  A  Disney  spokesman  said  at 
the  time  that  it  wouldn't  proceed  with  a 
new  plan  until  "there  was  reliable  scien- 
tific evidence  establishing  the  absence  of 
any  such  link." 

Limiting  Risk 

Some  scientists  and  several  European 
countries  are  concerned  about 
exposure  to  the  radio  frequency 
energy  emitted  by  wireless  phones. 
Here's  how  to  minimize  the  risks: 

■  Restrict  children's  use  of  cell  phones  to 
emergencies 

■  Provide  them  with  a  headset 


■  Encourage  them  to  text,  not  talk 

■  Instruct  them  to  keep  the  phones  away 
from  the  head  and  body  i 

■  Use  the  speakerphone  feature 


tronic  tether  for  their  children,  which  in- 
cludes such  security  features  as  a  global 
positioning  system  that  keeps  tabs  on 
kids'  locations  and  the  ability  to  control 
cell-phone  use  from  a  PC. 

The  launch  represents  a  dramatic 
about-face  from  the  fall  of  2000,  when 
Disney  abandoned  plans  to  put  Mickey 
and  Minnie  on  Nokia  Corp.  cell-phone 
covers.  The  company  retreated  after  a 
public  outcry  erupted  over  the  question  of 
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Data:  Britain's  Health  Protection  Agency.  University  of 

Washington,  Microwave  News  *^h 

So  what  has  changed?  Actually,  not 
much.  The  Disney  Mobile  Web  site  shows 
Mickey,  Alice  in  Wonderland,  and  other 
beloved  characters  happily  jumping  out  of 
a  cell-phone  screen.  Safety  concerns  "real- 
ly [haven't]  been  an  issue  here  in  the  U.S. 
for  quite  some  time  now,"  says  Disney  Mo- 
bile spokesperson  Anthony  Sprauve.  He 
added  that  the  Food  &  Drug  Administra- 
tion has  repeatedly  stated  that  there  is  no 
concrete  data  showing  any  danger  from 


cell  phones. "  Disney  is  relying  on  the  I 
In  some  parts  of  the  scientific  con 
nity  and  in  several  European  coun 
though,  the  question  of  whether 
phones  are  safe,  especially  when  it  c 
to  kids,  has  yet  to  be  answered.  Brii 
advisory  body  on  radiological  hazard 
Health  Protection  Agency,  has  issuec 
cautionary  advice  urging  parents  to 
their  kids'  use  of  cell  phones.  The  HP,  | 
ommends  that  younger  children  us 
phones  only  for  essential  purposes. 


|k 


"NO  SCIENTIFIC  EVIDENCE" 

WHILE  THERE  IS  no  definitive  pre 
health  consequences  from  cell-phoi 
diation  beaming  at  young  skulls,  ih< 
a  scientific  debate  on  the  issue 
agency's  position  is  precautionary 
cause  of  the  genuine  uncertainties' 
come  with  the  rapid  introduction  c 
new  technology,"  says  Dr.  Mike  Clarii 
entific  spokesman  for  the  HPA.  "Thl  ' 
that  younger  and  younger  children!  ' 
using  them  certainly  worried  us." 
says  the  agency's  official  line  is  ti 
would  be  wrong  for  the  industry  tot  t- 
ket  phones  directly  to  children. . 
phone  companies,  Clark  says,  havei 
ored  that  position  in  Britain. 

The  FDA,  for  its  part,  says  them 
available  scientific  evidence  of  1 
problems  associated  with  using  wi  * 

phones.  But  it  also  notes  that  "thl  - 

r  i 

no  proof,  however,  that  wireless  p.f 
are  absolutely  safe."  Adds  Louis  i 
publisher  of  Microwave  News,  a  jo 
that  has  tracked  the  issue  for  25 1 
"There  is  plenty  of  data  showinj 
g^  we  may  have  a  serious  probl 
our  hands,  but  i 
b>0   .  point    no    one 

knows  for  sure." 
Essentially,  the 
If   U.S.  offers  no  pi 
'  '  tionary    guidelines 
T  companies  are  pre{ 
to  go  after  what  an 
r   say  is  the  next  gold  I 
kids,  even  those  as  yoi 
5.  Last  year,  Cingular 
less  launched  the  bright 
ored     Firefly,     and     Vi 
Wireless  put  out 
like  four-button 
called  Migo.  On  Ji 
Verizon  will  annoi 
^™^™  safety   service   fc 

Migo  called  Chaperone— part  ba 
ter,  part  Big  Brother.  One  feature  r 
parents  when  their  child  has  cro 
preprogrammed  boundary,  such 
schoolyard.  Cingular  declined  to 
ment  on  the  health  safety  concert 


VERIZON  MIGO 

Keeps  track 
of  children 
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3yota's  Vice  Chairman 
ujio  Cho  says  France  and 
ipan  make  a  winning 
artnership. 


s  it  been  difficult  adapting  to  the  French  way  of 
ing  things? 

have  had  no  difficulty  at  all.  At  Toyota,  our  management 
losophy  is  based  on  two  pillars:  mutual  respect  and  what  we 
•mese  call  'Kaizen',  which  means  continuous  improvement, 
actively  encourage  our  employees  to  suggest  new  ways  that 
improve  our  system.  Because  inventiveness  comes  naturally  to 
French,  we've  had  no  difficulty  adapting  the  spirit  of  Kaizen  to 
nee.  In  fact,  the  employees  at  our  factory  in  Valenciennes  have 
eloped  a  new  technical  vocabulary  that  fuses  Japanese  with 
rich  words.  I  think  this  is  a  good  example  of  how  we've 
ieved  a  good  blend  of  French  thinking  and  work  styles  with 
core  values  of  the  Toyota  Production  System.  It  is  thanks  to 
French  people  that  our  French  business  is  so  successful. 

what  has  French  innovation  brought  to  Toyota? 
I  strategy  is  to  manufacture  vehicles  where  the  market  is.  That 
ins  designing  models  that  meet  the  high  demands  and  tastes 
iuropean  consumers.  We  chose  to  set  up  a  design  center  in  the 
th  of  France  with  a  mission  to  develop  cars  that  precisely  fit 
European  market.  Our  design  center  in  southern  France  has 
tted  the  styling  for  key  models  like  the  Yaris  (sold  as  the  Vitz 
apan)  and  Corolla.  In  fact,  the  Yaris  has  won  high  acclaim  not 
Y  in  Europe,  but  also  in  many  other  markets  around  the  world. 

B  the  French  hard  to  work  with? 
:  people  of  the  Nord-Pas-de-Calais  region  where  we  built  our 
it  have  demonstrated  outstanding  teamwork  and  a  Kaizen 
tude  that  got  production  up  to  speed  very  smoothly.  Our 
-shaped  factory,  which  was  state-of-the-art  when  we  built  it 
998,  became  operative  very  quickly;  the  result  of  the  local 
pie's  tradition  of  high-level  skills  and  workmanship  which 
ibined  beautifully  with  the  Toyota  Production  System. 


ota  in  France 

ice  1971  with  5  business 
ling  ail  the  value  chain 

Toyota's  main  plant  on  the 

i  continent,  in  Valenciennes, 
loyees  work  round-the-clock 
!  ucing  2 1 0,000  cars  a  year 

ota's  studio  in  Sophia-AntipoLis 
'• -signed  two  of  their  best 


Has  your  joint 
venture  with 
PSA  Peugeot 
Citroen  been 
a  productive 
experience? 
It  has  been  a  very 
challenging  ex- 
perience, in  which 
both  Japan  and 
France  have  learned 
much  from  one 
another.  There  were 
differences  in  areas 
ic  stages  of  bringing  plants  on  line  and  work  procedures, 
jwe  overcame  these.  Our  mutual  strengths  and  weaknesses 
Siplement  each  other,  and  have  created  a  good  cooperative 
jtionship  for  the  future.  It  gives  me  gTeat  pleasure  to  know 
f  we  have  been  able  to  launch  the  Aygo,  a  car  developed  for 
European  market,  as  a  concrete  result  of  this  partnership. 

pat  do  you  find  attractive  about  doing  business 
Hrance7 

hce  has  a  highly  developed  automotive  industry  and  is  an 
'emely  important  nation  in  Toyota's  European  strategy.  It  has 
:h  industrial  infrastructure,  numerous  parts  suppliers  and  a 
illy  qualified  workforce.  And  it  is  geographically  in  the  center 
lurope  with  a  high  quality  transport  infrastructure. 


ie've  had  fantastic 
support  from  the 
French.  Great 
teamwork  and  a  real 
understanding  of  the 
concept  of  'continuous 
improvement7." 


What  has  the  Government  done  to  help? 
When  we  built  the  plant  in  1998  the  Government  assigned  a  single 
dedicated  person  to  handle  all  our  negotiations.  This  streamlines 
decision  making  so  that  everything  happens  as  quickly  as  possible. 
The  French  Government  has  been  a  huge  help. 

Tovota  is  the  only  Japanese  car  firm  to  manufacture 
in  France.  Haven't  you  ever  felt  any  difficulty  doing 
here? 

Absolutely  not.  After  starting  out  in  France  as  an  importer, 
we've  gone  on  to  become  an  investor  and  now  a  full-scale 
industrial  player.  We  design,  engineer,  manufacture  and  sell 
our  cars  here.  We  even  have  our  own  showroom  on  the 
Champs-Elysees. 


Now  is  the  time  to  invest  in  France. 
To  find  out  how  the  Invest  in  France  Agency 
has  helped  some  of  the  world's  leading 
companies  and  what  they  can  do  for  you, 

visit  www.thenewfrance.com 


The  new  France:  Where  the  smart  money  goes. 


I 


Would  you  stop  to  give 
someone  directions? 

If  you  were  walking  that  way, 

would  you  guide  them? 

What  if  it  was 

out  of  your  way? 

Two  miles. 

Two  thousand  miles. 

Would  you  travel  that  far 

to  teach  someone? 

To  learn  something  yourself? 

Peace  Corps. 

Life  is  calling. 

How  far  will  you  go? 


800.424.8580    |    peacecorps.gov 


l| 


ing  that  the  real  issue  was  kids' , 
priate  use  of  phones.  Verizon  sa 
company  has  come  to  the  cone 
that  there  appears  to  be  "no  scient 
idence . . .  that  points  to  negative 
effects  to  people,  including  ch 
who  use  mobile  phones." 

For  years,  science  has  been  c 
over  the  effects  of  radio-frequenc 
energy  emitted  by  wireless  phon 
have  long  lived  with  radiation,  but 
different  now  is  that  the  tiny  devic* 
never  been  so  close  to  our  heads 
many  hours  of  the  day.  Researche 
doctors  worry  that  children  could  b 
vulnerable 


The  FDA 
urges  the 
industry 
to  support 
further 
research 


froj 


posure  iruj 
phones  give 
thinner  sku 
still-devel 
brains.  Som 
ies,  the  FD. 
have  sug 
that  there  i 
biological 
"but  such  fii 
have  not  be*; 
^^^  firmed    by  J 

tional  reseat 
An  independent  analysis  of  all  e 
studies  done  on  cell  phones  is  itsel 
ed.  Dr.  Henry  Lai,  research  profei, 
bioengineering    at    the    Univeri 
Washington  in  Seattie,  looked  at  I  j 
laboratory  or  clinical  studies  com 
on  cell  phones  worldwide  and  fou  : 
56%  have  shown  a  biological  & 
cells  or  animals  exposed  to  RF  rac 
while  44%  have  not— though  then 
controversy  over  how  dangerous 
served  effects  are.  "There's  a  50-*j  1 
certainty  as  to  whether  cell  phone 
possibly  have  any  harmful  effect; 
Lai.  "So  if  it's  a  cause  for  concei 
not  limit  exposure  to  children? 
think  Americans  are  less  suscepi,  . 
radiation  than  Europeans." 

The  FDA  says  it  has  the  autb 
take  action  if  wireless  phones  an 
to  emit  hazardous  levels  of  RF  enei 
agency  also  says  it  has  urged  the  ^ 
industry  to  support  needed  resea 
sign  phones  to  limit  radiation  ex 
and  continue  providing  consume 
the  latest  information  on  possible 
effects  from  wireless  phones. 

So  far  there  has  been  no  publi 
or  over  the  new  services  like  D 
Does  this  mean  phones  are  s 
kids?  Or  is  the  U.S.  hooked  and 
lective  denial?  For  now  scientis 
cerned  about  cell-phone  safety 
only  thing  protecting  kids  froir 
ble  danger  is  their  parents.  ■ 
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SciTech  Developments  to  Watch 


CATHERINE  ARNST 


meeting  of  the  American  Society  of  Clinical  Oncology  in  Atlanta 
June  2-6  showcased  many  incremental  advances.  Taken 
3ther,  they  bolster  a  new  approach  to  treatment  using  targeted 
gs  that  may  someday  make  a  huge  difference  to  patients. 


KIDNEY  CANCER 

AT  LAST, 

LONGER 

SURVIVAL 


JOVATIONS 


'accines  and 
ning  poses 

irdasil,  a  vaccine  from 
;,  is  poised  to  win  FDA 
val  in  June  for 
nting  cervical  cancer, 
also  appears  to  be 
ive  against  vaginal  and 
'cancers  that  are 
■d  by  the  same  human 
omavirus(HPV),  which 
ismitted  mainly  through 
I  intercourse, 
irchers  led  by  Dr.  Jorma 
men  of  the  University  of 
iki  in  Finland  combined 
rom  three  trials 
ating  the  vaccine  in  a 
if  18,150  women.  All 
:umor-free. 

incer  is  not  only  difficult 
rt,  the  medicines 
;elvescanbe 
tating.  So  oncologists 
rambling  for  ways  to 
ve  patients' quality  of 
actors  at  M.D.  Anderson 
;r  Center  believe  that 
nay  help.  In  a  trial  of  61 
n  with  breast  cancer 
'ere  undergoing 
ion,  half  were  assigned 
:ry  simple  weekly  yoga 
program.  The  prac- 
titioners reported 
significantly  better 
;  physical  and 
social  func- 
tioning, and 
lower  levels  of 
fatigue  and 
sleep 
disorders, 
he  control  group.  But 
>ers  of  both  groups 
iued  to  suffer  equally 
lepression  and  anxiety 
ss  that  don't  seem  to 
id  to  stretching. 


DIAGNOSIS 

PICTURES  OF  PROGRESS 

ONE  REASON  cancer  drug  development  is  so  difficult  is  that 
there  are  few  ways  to  gauge  the  effect  of  experimental 
drugs  early  on.  Invasive  tumor  biopsies  are  risky,  tests  for 
"markers"  in  the  blood  that  help  doctors  track  disease 
aren't  available  for  most  cancers,  and  many  imaging 
technologies  aren't  sufficiently  precise. 

For  help,  researchers  are  turning  to  an  imaging 
technique  called  functional  positron  emission  tomography, 
or  F-PET.  The  images  above  show  how  gastrointestinal 
tumors  "switch  off'  once  the  patient  receives  nilotinib,  an 
early-stage  Novartis  drug  aimed  at  patients  who  have 
grown  resistant  to  the  company's  blockbuster  Gleevec. 

The  response  shown  here  is  after  28  days  of  treatment, 
but  the  effect  is  visible  after  just  7  days.  "It  would  normally 
be  extremely  difficult  to  determine  if  a  drug  is  hitting  the 
target  that  early  on,"  says  Dr.  Annick  Van  den  Abbeele  of 
Dana-Farber  Cancer  Institute,  who  led  the  study. 
Investigators  have  started  talks  with  the  Food  &  Drug 
Administration  about  using  F-PET  scans  of  certain  tumors 
as  a  way  of  assessing  a  drug's  performance. 


NEW  APPROACHES 

A  SUICIDE 
HOTLINE  IN 
REVERSE 


CAN  DRUGS  induce  cancer 
cells  to  commit  suicide? 
That's  the  goal  of  Apo2L/ 
TRAIL,  a  protein  jointly 
developed  by  Genentech  and 
Amgen  that  activates  two 


different  cell-suicide  path- 
ways. In  the  first  clinical  trial 
of  the  drug,  cancer  growth 
was  halted  in  26  of  37 
patients  assessed. 

A  second  cell-suicide  drug, 
Astellas  Pharma's  YM155, 
was  tested  in  41  patients  with 
non-Hodgkins  lymphoma, 
prostate  cancer,  and  colon 
cancer.  The  tumors  shrank  in 
five.  Side  effects  for  both 
drugs  were  far  less  than 
found  with  standard  chemo. 


SOME  OF  THE  best  news  out 
of  the  ASCO  meeting  was  for 
patients  with  kidney  cancer. 
If  s  the  target  of  a  number  of 
new  drugs,  including  one 
that  appears  to  prolong 
survival,  the  gold  standard  of 
cancer  drug  trials. 

Kidney  cancer  killed  about 
11,000  Americans  last  year, 
most  of  them  in  less  than  one 
year  from  time  of  diagnosis. 
For  more  than  20  years,  the 
standard  treatment  has  been 
highly  toxic  chemotherapy, 
which  causes  myriad  side 
effects.  But  already  this  year, 


the  FDA  has  approved  two 
promising  targeted 
treatments,  Pfizer's  Sutent 
and  Nexavar,  made  by  Bayer 
Pharmaceuticals  and  Onyx 
Pharmaceuticals. 

Wyeth  Pharmaceuticals 
hopes  to  add  a  third  weapon 
to  this  arsenal.  Temsirolimus, 
its  experimental  drug,  blocks 
a  protein  called  mTOR  that 
regulates  the  growth  of  both 
cells  and  the  blood  vessels 
that  feed  tumors.  In  a  study 
of  226  patients  with 
advanced  kidney  cancer,  the 
group  that  received  the 
Wyeth  drug  lived  a  median  of 
10.9  months,  vs.  73  months 
for  those  on  standard  chemo. 
Other  drugs  have  shrunk 
kidney  tumors,  but  this  is  the 
first  to  show  that  patients  can 
live  longer. 
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Entertainment  R  io-offs 


tect  our  content,  we're  de 


The  Pornographers 
Vs.  the  Pirates 

Smut  giants  are  showing  mainstream 
Hollywood  how  to  fight  back 


BY  RONALD  GROVER 

JASON  TUCKER  IS  ONE  OF 
a  new  breed  of  pornogra- 
phers. As  president  of  Fal- 
con Foto,  he  publishes  such 
skin-baring  magazines  as 
Hometown  Girb  and  Virgins. 
But  his  resume  hardly  reads 
like  that  of  a  typical  gold-chained  smut 
king.  A  slight  33-year-old  with  spiked 
hair,  Tucker  came  to  the  X-rated  world  af- 
ter a  failed  Hollywood  career  that  includ- 
ed a  gig  in  film  production  and  parts  as  a 
youngster  on  TV  shows  such  as  a  Little 
House  on  the  Prairie  spin-off.  Adult  enter- 
tainment was  a  fallback  for  the  self-de- 
scribed geek  who  bounced  from  Tinsel- 
town to  work  as  a  consultant  advising 
large  tech  companies  about  the  skin 
trade's  technology  needs. 

What  worries  Tucker  these  days  isn't 
the  possibility  of  a  raid  on  Falcon's  stu- 
dio— a  40-acre  farm  north  of  Los  Ange- 
les—or a  congressional  hearing  scrutiniz- 
ing his  industry.  If  s  piracy.  Falcon,  which 
he  runs  with  his  former-model  wife,  Gail 
Harris,  owns  the  rights  to  more  than 
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2  million  photos  and  350  videos.  At  a  re- 
cent Saturday  morning  shoot  at  the 
ranch— where  a  petite  23-year-old  wrig- 
gles out  of  her  bikini  under  a  waterfall  — 
Tucker  is  livid  after  learning  that  a  Fal- 
con-owned photo  appeared  in  a 
magazine  without  authorization,  having 
been  downloaded  from  the  Internet. 
"We're  getting  ripped  off  again,"  he 
fumes,  swatting  at  a  copy  of  the  pirated 
photo.  Seven  lawyers  on  his  payroll  chase 
the  pirates;  he  has  half  a  dozen  lawsuits 
going  right  now.  He  also  recently  hired  a 
software  engineering  firm  to  design  a  pro- 
gram to  scour  the  Net  for  other  unautho- 
rized uses.  Says  Tucker:  "If  we  can't  pro- 


Sound  familiar?  Ifs  tr 
lying  cry  of  any  Hollj 
mogul  worth  a  corner  s 
Mr.    Chow.    Nowadays  j, 
pornography   business, 
relegated  to  a  dark  conlft 
the  media  world,  has  bee 
powerful,  if  unlikely,  alh  $ 
mainstream  Hollywood 
battle  against  digital  j. 
But  where  mainstream  c< 
nies  fret  endlessly  before 
ing  how  to  proceed  wit] 
technologies    and    bu 
models,     the     never-b; 
porn  industry  is  making  j 
moves  that  may  well  she 
way  for  Hollywood— wl'j 
in  thwarting  pirates  or  ;  j 
ing  to  digital  realities.  Representat  j 
the  big  studios  declined  to  con] 
about  what  they  might  learn,  but  ( 
they  are  keeping  a  close  watch  on  to 
merchants'  business  decisions. 

Case  in  point:  Some  producers  oj 
are  starting  to  share  revenues  from 
movies  with  the  distributors  oti 
DVDs,  who  might  otherwise  feel  e 
gered  by  digital  distribution  online 
er  yet,  one  large  studio  is  allowim;; 
who  buy  movies  online  to  burn 
from  their  computers  onto  DVDS' 
some  protections  included,  of cour^L 
Always  a  first  mover  on  new  did  pj, 
tion  channels,  adult  entertainmen1,  ^ 
exploited  technologies  to  create,  by  ^ 
estimates,  what  is  today  at  least  a  j  ;  |e 
lion-a-year  business.  The  dow  m 
though,  is  that  in  producers'  haste  v  m 
online,  porn  has  become  easy  pickm  iw 
digital  pirates  with  superfast  mo^ 
Even  though  the  industry  has  hire(  ^ 
rity  firms  to  sniff  out  pirates,  illega^  )n, 
still  flood  cities  from  New  Yc  ^ 
Bucharest,  and  XXX  movies  showv  j  ( 
free  on  peer-to-peer  sites.  And  juk  ^ 
Hollywood,  the  porn  industry  has  i, ,  ^ 
of  pinpointing  its  losses.  "We  losi*  |  ^ 
dreds^  of  thousands  of  dollars,  mayK  (r| 
lions,  a  year  to  pirates.  We  just  ^ 
know,"  laments  Steven  Hirsch,  co-t  ,  ^ 
Vivid  Entertainment  Group.  One  |  itf[ 


The  Digital 
Skin  Game 

A  sample  of  10  million  U.S.  Internet  users 
shows  the  most  trafficked  sites  by 
category  during  the  week  ended  May  26. 
X-rated  fare  leads  the  pack: 
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Industries  Autos 


r^s  largest  studios,  with  an  esti- 
$100  million  in  revenues,  Vivid 
a  stable  of  heavily  marketed 
including  top-rated  Jenna  Jame- 
hose  videos  Vivid  distributes. 

ING  THE  DOUGH 

DVD  SALES  for  all  movies  now  in 
idst  of  a  protracted  slowdown, 
entertainment  companies  are 
sager  than  ever  to  find  new— and 
:echnologies  to  spur  business, 
jffers  downloads  of  movies  from 
npany  site  to  Apple  Computer 
iPods,  albeit  without  help  from 
and  is  the  first  studio  to  let  users 
heir  own  DVDs.  By  contrast,  Hol- 
1  blocks  viewers  from  moving 
jeyond  PC  hard  drives.  Vivid  in- 
lowever,  that  the  download  site, 
aNow  Inc.,  use  newly  upgraded 
re  from  a  German  firm  to  en- 
protection,  says  CinemaNow 
ent  Bruce  Eisen. 

adult  entertainment  industry  isn't 
aying  defense,  either.  Having  to 
:  movies  with  budgets  of  $100  mil- 
r  more,  Hollywood  studios  have 
ick  early  releases  from  the  Net  for 
upsetting  their  lucrative  partner- 
vith  theater  chains  and  DVD  retail- 
it  some  porn  operators  are  pre- 
:o  recast  old  relationships,  even  if  it 
handing  over  some  cash.  Spain- 
Private  Media  Group  Inc.  is  trying 
ease  European  video  chains  by  of- 
40%  of  revenues  from  Net  sales, 
he  same  time,  adult  entertain- 
:ompanies,  used  to  being  under- 
aren't  shying  away  from  skir- 
s  with  the  giants  to  protect  their 
cts.  In  February  a  Los  Angeles 
1  judge  issued  a  preliminary  in- 
an  against  Google  Inc.  for  show- 
thumbnail"  pictures  that  be- 
1  to  skin  magazine  Perfect  10 
he  glossy  sued.  Perfect  10  hired 
r  Russ  Frackman,  who  repre- 
1  the  music  companies  in  the 
er  Inc.  and  Grokster  Ltd.  cases, 
after  Google?  Yet  another  rea- 
I  Hollywood  to  keep  an  eye  on 
ated  brethren.  ■ 
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BLURRED 
FOCUS 

How  Ford  mishandled 
its  serviceable  little  car 


BY  DAVID  KILEY 

IN  MAY,  AN  OTHERWISE  DISMAL 
month  for  Detroit,  Ford  Motor  Co. 
sold  more  than  20,000  Focus  sub- 
compacts,  the  fuel  sipper's  best 
showing  in  nine  months.  That's 
great  news,  right?  Not  really.  Ford 
lost  an  estimated  $4,000  to 
$5,000  on  each  Focus  it  sold. 
What  irony.  Just  when  the 
subcompact  market  is  heating 
up,  Ford  can't  make  money 
on  a  car  acclaimed  for  its  taut 
handling  and  decent  26/32- 
mpg  fuel  economy.  The  auto 
maker's  Focus  problem  (pun 
intended)  is  an  object  lesson  in 
how  Ford  contin- 


car.  "From  a  viral  marketing  standpoint, 
that  kills  a  brand  and  means  you  are  for- 
ever selling  on  price,"  says  marketing 
consultant  Dennis  Keene. 

Making  matters  worse,  the  Focus  rep- 
resented Ford's  sole  bet  on  the  small-car 
segment.  Big  mistake.  Now  that  the  auto 
maker  is  adding  to  its  car  lineup  with  the 
new  Fusion  sedan  and  forthcoming 
Edge  crossover  SUV,  Ford  finds  itself 
short  of  loyal  compact  customers  it  can 
coax  into  trading  up.  Tom  Libby,  senior 
director  of  analysis  at  Power  Information 
Network,  says  having  compelling  cars 
priced  under  $20,000  is  crucial  because 
"those  buyers  overwhelmingly  trade  up 
within  the  same  brand." 

Ford  has  belatedly  learned  its  lesson 
and  is  now  playing  catch-up.  Come  2008, 
says  product  development  chief  Derrick 


FORD FOCUS 
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THE  STAT 


In  May,  Ford  moved 


ues  to  be  ham- 
strung by  high  la- 
bor costs  and  tired 
product  design.  By 
choosing  not  to  re- 
make the  Focus  for 
the  U.S.  when  it 
had  the  chance, 
Ford  misread  the 
road  ahead.  Now 
the  auto  maker  is 
working  overtime 
to  bolster  the  Fo- 
cus, albeit  not  until 
2008,  with  a  face- 
lift plus  three  new 
small  cars. 

When  it  hit  the 
U.S.  in  2000,  the  hhm 

Focus  was  widely  applauded.  Car  &  Dri- 
ver magazine  named  Ford's  zippy  sub- 
compact  to  its  influential  "Ten  Best"  list 
four  years  running.  But  by  2003  the  Fo- 
cus had  suffered  more  than  12  recalls. 
And  when  Ford  redesigned  it  in  2004, 
the  new  Focus  appeared  only  in  Europe, 
where  Dearborn  felt  it  could  fetch  a  de- 
cent price.  Meanwhile,  the  U.S.  version 
received  just  cosmetic  upgrades. 

Critics  lavished  praise  on  the  Euro- 
pean Focus,  while  noting  snidely  that 
Ford  clearly  thought  Americans  were  too 
dumb  to  realize  they  were  getting  an  old 


20 

thousand 

Focuses,  the  gas 
sipper's  best 
performance  in  nine 
months.  But  Ford 
loses  $4,000  or 
more  on  each  one. 


Kuzak,  Ford  will  have  a  "portfo- 
lio" of  subcompacts  in  the  U.S.  as 
it  does  in  Europe.  Kuzak  is  coy  on 
specifics,  but  people  with  knowl- 
edge of  Ford's  plans  say  the  lineup 
will  include  a  five-door  sedan  and 
a  small  SUV  the  company  may  call 
the  Bronco.  A  third  subcompact  is 
being  debated,  too.  Says  Kuzak: 
"This  market  is  being  driven  by 
fuel  economy  and  demographics," 
namely  the  57  million  Gen  Yers  for 
whom  Ford  has  little  beyond  the 
Focus  and  Mustang  to  offer.  What  will  the 
new  cars  look  like?  "Sleek  and  sporty," 
Kuzak  says,  "but  not  quirky." 

Ford  insiders  say  the  new  trio  will  be 
built  in  Mexico,  where  labor  costs  are 
lower  and  where  the  auto  maker  is  al- 
ready building  the  Fusion,  Lincoln 
Zephyr,  and  Mercury  Milan.  The  new 
cars  will  arrive  five  years  after  Toyota 
Motor  Corp.  launched  the  Scion  brand  to 
go  after  the  same  market  and  three  years 
after  Chrysler  knocked  out  three  new 
models  to  beat  up  on  the  Focus.  Ford  is 
hoping  late  is  better  than  never.  ■ 
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A  Real  Stake 
In  Your  Customers 

How  an  Ohio  marketing  firm  uses  stock 
to  keep  employees  focused  on  clients 


by  jena  McGregor 

NANCY  KRAMER  HAD  A 
surprise  up  her  sleeve.  A 
few  weeks  before  last 
January's  annual  meet- 
ing of  Resource  Interac- 
tive, the  marketing 
agency  she  founded, 
Kramer  sent  an  e-mail  to  her  140  employ- 
ees. With  mock  seriousness,  she  said  she 
needed  some  "VERRRRRRYYYYYT'  im- 
portant information  before  the  meeting: 
their  height  in  centimeters,  favorite  candy, 
shoe  size,  and  favorite  movie.  Employees 
weren't  thrown  by  the  quirky  message: 
Kramer,  who  co-produced  the  infamous 
Victoria's  Secret  online  fashion  show, 
once  hired  a  pancake  flipper  to  come  to 
the  office  (employees  caught  their  break- 
fast on  a  plate)  and  sometimes  lies  on  the 
floor  during  meetings. 

For  the  annual  gathering,  the  only  info 
she  really  needed  was  shoe  size.  Kramer 
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and  Kelly  Mooney,  with 
whom  she  runs  the  company, 
were  about  to  introduce  a  new  employee 
benefit  called  REEF,  or  Resource  Employ- 
ee Equity  Fund,  and  were  giving  each 
staffer  a  pair  of  flip-flops  by  the  surfwear 
brand  REEF.  The  fund  holds  one  share  of 
stock  per  employee  for  each  of  Resource's 
publicly  traded  clients.  Employees  vest  in 
the  fund  after  a  year. 

Kramer's  idea  is  an  innovative  ap- 
proach to  motivating  employees  and 
keeping  them  focused  on  their  clients' 
businesses.  "I  wanted  our  employees  to 
have  the  awareness  of  how  clients  are 
pressured,"  she  says.  "If  [the  stock  price] 
does  go  down,  what  can  we  do  to  help?" 

Ed  Razek,  Limited  Brands'  chief  mar- 
keting officer,  is  impressed  with  Kramer's 
effort  to  turn  her  employees  into  share- 
holders. While  other  agencies  might  show 
their  commitment  by  wearing  clothes 
made  by  a  client  or  driving  its  vehicles,  he 
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MOONEY  AND  KRAMER  says,  REEF  i 
of  Resource  Interactive  ferent  "Ifs 
are  raising  employee  going  and  i 
^jen^  value  over 

Kelly  and  IS 
are  telling  their  people  very  pointedlj 
what  they  do  has  to  be  measured." 

Kramer's  focus  on  results  comes 
25  years  of  working  with  clients, 
started  out  in  media  sales  for  an  Oh 
dio  station,  where  she  got  to  know  a 
pie  of  manufacturer's  sales  reps, 
them,  Kramer  launched  Columbus-t 
Resource  in  1981,  at  age  26.  She  evi 
ally  bought  out  her  partners  and  but 
source  into  a  full-service  marketing 
with  a  growing  Internet  business, 

Kramer  got  the  idea  for  REEF  i 
late  1990s  as  she  watched  newly  p 
bicoastal  agencies  toss  stock  optio 
their  employees.  But  the  boom  went 
before  Kramer  could  give  REEF  a  trj 
attracting  talent  was  hardly  her  pro 
anymore.  In  early  2001,  client  bank 
cies  erased  half  of  her  sales  in  90  dai 
But  the  idea  stayed  with  her.  A 
company  grew  to  $16  million  in  rew 
and  was  ranked  by  AdWeek  as  one  c 
top  50  interactive  agencies,  Kramei 
cided  to  revisit  it.  She  approached  M 
Lynch  in  2004.  "They  said,  'Ifs  too< 
plicated,' "  Mooney  recalls.  Merrill  I 
spokeswoman  Jennifer  Grigas  sayi 
adviser  told  Kramer  the  plan  wou> 
difficult  to  implement  and  desc- 
some  of  its  financial  implicai 
Kramer's  tax  advisers  at  Pricew 
houseCoopers  also  initially  quest 
the  idea.  After  18  monn 
planning,  Kramer 
Moody  laid  out  $1,33  j 
employee  to  buy  one  sh ) 
each  of  the  firm's  pu 
traded  clients  (including  Procter  &  < 
ble  and  Hewlett-Packard).  They 
boosted  associates'  salaries  the  firs 
to  offset  any  income  tax  hits. 

Since  its  inception,  the  fund  hasi 
slightly  better  than  the  Standard  &  1 
500-stock  index,  which  has  returne  j 
0.3%.  Still,  there's  more  to  the  b 
than  money,  says  John  Kadlic,  who  j 
Resource  in  May  as  executive  direc 
business  development.  "Certainly, 
was  a  financial  interest,"  he  says,  r. 
that  REEF,  as  well  as  Resource's  re 
tion  as  a  great  place  to  work,  was  a 
in  his  decision  to  join.  "But  it  was 
about  what  it  said  to  me  about  the: 
ues."  There  are  few  better  ways  to 
talent  war  than  that.  ■ 
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y  pants  are  reversible.  That's  all  the  convenience  I  need. 
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t  using  FedEx,  you're  running  out  of  excuses. 


At  FedEx,  we  offer  dozens  of  ways  to  meet  the  needs  of  your  small  business. 
We  can  ship  almost  anything  from  documents  to  freight,  to  meet 
nearly  any  deadline  or  budget.  And  that's  just  the  beginning.  With  our 
File,  JfintfedEx  Kinko'sSM  service,  you  can  access  full-service  printing, 
binding  and  shipping  right  from  your  desktop.  Go  to  fedex.com  today, 
where  there's  something  for  everyone.  Even  the  reversible  pants  crowd. 


Relax,  it's  FedEx? 


Executive  LifelS 


if 


Swing, 

Daddy-0 

FOR  GOLFERS,  JUNE  IS  THE  MONTH  that  brings  both 
the  U.S.  Open  and  Father's  Day.  So  even  if  you  aren't 
a  PGA  tour  pro,  there's  a  raft  of  hot  new  gear  that 
can  help  you  hone  your  game,  or  at  least  make  the 
next  round  more  enjoyable.  Here's  a  look  at  some  of 
this  season's  best  golf  gear,  from  a  cool  remote-controlled  golf 
cart  to  a  watch  that  can  critique  your  swing  and  the  same  super- 
sized  driver  Tiger  Woods  hits  off  the  tee.  -Dean  Foust 


55  TAKE  THIS  BAG  FOR  A  SPIN 

Bag  Boy's  innovative  NXO  Revolver  cart  bag 
($160,  bagboycompany.com)  swivels  so  that 
you  get  360-degree  access  to  each  and  every 
club  in  your  arsenal.  What's  more,  the 
proprietary  Shaft  Lock  System  allows  golfers 
to  secure  every  club  in  place,  reducing  the 
chance  of  clubs  spilling  out  if  the  bag  tips. 


«  THE  BIGFOOT  OF  DRIVERS 
The  Nike  SasQuatch  460  ($299, 
nikegolf.com)  boasts  the  biggest  footprint 
any  cluf>on  the  market.  Its  design  makes 
easier  to  get  your  drives  airborne  and 
reduces  clubhead  twisting  at  impact,  so  t 
more  of  your  shots  go  straight.  And  this  i< 
driver  that  Tiger  Woods  plays. 


»  STEPPING  OUT  IN  SP 

You  can't  buy  a  golf  game,  but  w 
E.  Vogel  golf  shoes,  you'll  look— 
a  million  bucks  when  you  step  o 
Vogel's  Baltustrol  ($1,050,  voge 
hand-crafted  out  of  white  grain  • 
custom-fits  each  pair  at  its  New 
fitting  center,  but  it's  worth  the  t 
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55  REMOTE-CONTROL  CADDIE 

If  you  enjoy  walking  the  course  but  noi  lugging 
clubs,  fire  up  the  Stewart  X1R,  a  battery-powered 
caddie  whose  sporty  European  styling  makes  it 
the  Porsche  of  golf  carts  ($1,995,  stewartgolf- 
usa.com).  A  remote  control  lets  you  steer  the 
X1R  from  more  than  50  yards  away,  and  it  can 
last  up  to  27  holes  between  charges.  There's  a 
place  for  your  tees,  balls,  and  scorecard,  too. 


»  A  COACH  ON  YOUR  WRIST 

Try  improving  your  swing  with  the  new  Suunto 
66  watch  ($400-500,  suuntowatches.com). 
The  G6  captures  more  then  200 
measurements  during  each  swing  and  gives    i 
you  digital  readouts  of  your  tempo,  rhythm, 
and  clubhead  speed.  For  an  extra  $100,  you 
get  software  than  provides  further  analysis. 


9  THE  GROOVE'S  THE  THING 

Yes!  Golf's  putters,  which  are  popular 
among  the  pros,  are  milled  with  concentric 
grooves  (face-down  Cs)  that  grab  the  ball 
on  impact  and  minimize  skidding  and 
backspin.  The  Emma  putter  ($190, 
yesgolf.com)  will  turn  heads  not  just 
for  its  unique  design  but  for  its 
results,  too. 


BusinessWeek  \  weekend 


To  watch  many  of 
these  golf  gadgets  in  action,  tune  in 
to  BusinessWeek  Weekend.  Check 
your  local  listings  or  go  to 
businessweekweekend.com 
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Beer  Takes  Its 
Place  at  the  Table 

Wine  isn't  the  only  match  for  fine  food,  as  we  learned 
over  dinner  with  a  brewmaster.  BY  ADRIENNE  CARTER 


BEER  GETS  A  BAD  RAP 
among  foodies.  Sure,  a 
Miller  Lite  or  Michelob 
may  be  appropriate  with  a 
hot  dog  or  a  slice  of  greasy 
pizza.  But  finicky  gour- 
mets turn  their  noses  up 
at  the  mere  thought  of  drinking  beer  with 
the  finer  offerings  found  at  the  nation's 
top  restaurants. 

If  s  not  fair,  though,  that  wine  takes 
center  stage  in  high-end  dining  rooms. 
Like  wine,  beer  boasts  a  huge  range  of 
flavors,  aromas,  and  characteristics,  so  it 
can  match  well  with  everything  from  a 
rich  foie  gras  to  a  savory  osso  bucco. 
With  more  than  1,300  different  breweries 
n  the  U.S.  and  dozens  of  imports,  even 
the  most  discerning  diners  can  find  the 
right  stout,  pale  ale,  or  doppelbock  for 
any  occasion. 

Jim  Koch,  founder  and  brewer  of  The 
Boston  Beer  Co.  (the  maker  of  Samuel 
Adams  beer),  is  on  a  mission  to  elevate 
the  image  of  beer.  Suds— the  nickname 
says  it  all— simply  don't  have  the  cachet 
of  wine  or  spirits.  That's  a  big  reason  why 
the  overall  growth  of  the  beer  industry, 
unlike  wine  and  spirits,  has  been  flat  of 
late.  One  of  the  company's  commercials, 


which  star  the  quirky 
Koch,  compares  the  hops 
in  beer  to  the  grapes  in 
wine.  "We've  been  trying 
to  show  people  that  beer 
has  all  the  complexity,  va- 
riety, and  quality  accord- 
ed wine,"  says  Koch. 

Part  of  the  way  to  win 
over  wine  lovers  is  by 
showcasing    just     how 
well  beer  can  pair  with 
food.  Koch  worked  with 
Jason   Miller,  executive 
chef  of  David    Burke's 
Primehouse    in    down- 
town Chicago,  to  create  a 
special  menu  for  Busi- 
nessWeek in  which  each  of 
the    four    courses    was 
highlighted  by  an  Ameri- 
can craft  beer,  or  mi- 
crobeer  as  they're  also  known.  We  agreed 
that  Koch,  who  can  do  a  dead-on  impres- 
sion of  Julia  Child,  could  select  one  of  his 
own  beers,  but  had  to  choose  other  brews 
for  the  other  courses.  With  each  course, 
we  had  a  6  oz.  tasting  of  a  different  beer. 

The  rules  for  pairing  beer  with  food  are 
common  sense.  You  should  try  to  com- 


plement or  contrast  the  flavors  and 
shy  of  the  beer— be  it  the  alcohol 
hops,  or  other  traits— with  the 
Lighter  fare  like  salads  or  fish  wot 
with  lighter  beers  such  as  an  ale. 
or  spicier  foods  need  something  1 
like  a  dark,  malty  Oktoberfest-styk 
To  sample  the  delights  along  with 
we  gathered  a  group  of  beer  aficic 
and  neophytes  at  Primehouse. 

The  culinary  journey  began  i 

simple  salad  of  organic  mixed  j 

and  grape  tomatoes  drizzled  with 

vinaigrette.  For  this  first  course,. 

chose  Pyramid  Hefe  Weizen,  pre 

by  Pyramid  Breweries  in  Seatt) 

American  take  on  the  German-sty 

filtered  wheat  ale,  Pyramid  Hefe  \ 

like  other  ales  i 

mented  for  just : 

days.  It's  also  drir 

lighter  than  a  tradi 

lager.  The  beer's  ■ 

tones  paired  weL 

the  lemon  in  the. 

ing  while  the  can 

tion  helped  to  c 

the  palate  of  oil. 

same    time,    thei 

counterbalanced  I 

vinegar.  "That's  h 

do    with    wine," 

Koch,  who  is  a  i 

generation  brewir 

After   noshing . 

warm,     fluffy    pj 

THE  MAN  FROM  SAM      with  melted  butter  served  it 

Boston  Beer's  Koch     vidual  skillets,  we  moved 

is  out  to  raise  up  Burke's  signature  dish,  the 

lowly  brewski        LoDster.  If  s  a  sweet  and  spi 

ation  that  is  sauteed  in  chile 

red  pepper  flakes,  served  on  a  bed  ( 

(thaf  s  why  if  s  angry),  and  gar 

with   candied   lemons   and   flasJ 

basil.  To  balance  the  cayenne,  ch 

and  red  pepper  in  the  dish,  we. 

Rogue  American  Amber  Ale,  ms 

Rogue  Ales  in  Newport,  Ore.  The  r< 

sweetness  from  the  malt,  which  { 


A  Heads-Up  on  Flavor 

Here  are  the  beers  that  accompanied  our  four-course  meal,  and  the  reasons  why: 


PYRAMID 
HEFE  WEIZEN 

An  American- 
style  wheat  ale 
with  hints  of 
citrus,  it  pairs 
well  with 
simple  dishes 
like  salad 


s 


ROGUE 
AMERICAN 
AMBER  ALE 

Heavy  on  the 
malt,  this  bold 
beer  out  of 
Newport,  Ore., 
stands  up  well 
to  spicy  foods 


SAMUEL  ADAMS 

BOSTON  LAGER 

The  brewer's 
flagship  brand 
uses  German 
noble  aroma 
hops,  which  add 
floral,  citrus, 
and  pine  notes 


SPRECHER 

BLACK 

BAVARIAN 

The  complex 
malt  in  this 
Kulmbacher- 
style  lager  gives 
it  caramel  and 
coffee  aromas 


UTOPIAS 

This  uniqi 
noncarbo 
beer  by  I 
Adams  (v\ 
retails  for 
compare! 
port  or  co 
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the  hint  of  caramel  and  coffee,  helps  to 
"put  out  the  fire,"  explains  Koch. 

Each  of  the  five  of  us  chose  from 
among  three  entrees— a  bone-in  20  oz. 
rib  eye  (an  organic  well-seasoned  steak 
bred  in  Kentucky  and  dry-aged  on  the 
premises)  served  with  a  blue  cheese 
mousse;  a  Flintstones-size  pork  shank  ac- 
companied by  a  spicy  apple  sauce  fla- 
vored with  serrano  chiles,  cayenne,  and 
Tabasco;  and  a  fight,  flaky  Chilean  sea 
bass  marinated  in  soy  and  honey,  and 
topped  with  a  watercress,  ginger,  and 
mustard  sauce.  With  such  a  range  of  dish- 
es, the  beer  has  to  be  versatile  enough  to 
match  foods  with  so  many  flavors.  Koch's 
pick:  his  own,  Samuel  Adams  Boston 
Lager.  The  sweetness  of  the  malt  goes 
well  with  grilled  dishes  like  the  steak, 
while  the  bitterness  of  the  hops  works 
with  the  Asian  influences  in  the  fish. 

Of  course,  we  all  looked  forward  to 
dessert— and  we  weren't  disappointed. 
There  was  a  range  of  chocolate  offerings, 
including  the  Slice  of  Prime  (eight  layers 
of  chocolate  cake  and  fudge  with  a  gra- 
ham-cracker chocolate  chip  ice  cream) 
and  a  banana-bread  sundae  with  a  hint 
of  almond  (pretty  much  like  it  sounds). 
The  pastry  chef,  Jove  Hubbard,  created  a 
hot  fudge  sauce  made  with  black  beer 
specifically  for  us,  a  flavor  she  hopes  to 
add  to  a  dessert  in  the  future.  With  these 
chocolate  confections,  we  drank  Sprech- 
er  Black  Bavarian  beer,  a  local  Midwest- 
ern brew  from  Sprecher  Brewing  Co.  in 
Glendale,  Wis.  The  dark  lager  with 
caramel  and  coffee  notes  enhanced  the 
flavors  of  the  desserts. 

No  fine  dinner  would  be  complete 
without  a  cordial.  So  our  evening  ended 
with  a  snifter  of  Samuel  Adams  Utopias,  a 
limited-run  beer  that  retails  for  $100  for  a 
25-oz.  bottle.  We  let  Koch  sneak  another 
brew  into  the  mix  largely  because  we 
couldn't  resist  trying  the  distinctive 
Utopias,  which  had  a  25.6%  alcohol  by 
volume  in  the  2005  batch.  Served  at  room 
temperature  and  lacking  carbonation, 
Utopias— which  is  fermented  and  aged  in 
a  combination  of  old  scotch,  bourbon, 
port,  and  cognac  casks— compares  to  a 
fine  port  or  cognac.  But  the  Utopias  does- 
n't have  the  ethanol  kick  at  the  end  that  is 
typical  of  those  distilled  drinks.  The 
vanilla  and  caramel  flavors  surprised 
even  the  nonbeer  drinker  at  the  table, 
who  proclaimed  "this  is  like  a  dessert." 
Indeed,  it  was  a  meal  that  could  convert 
even  the  most  ardent  of  oenophiles.  ■ 
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To  learn  more  about 
pairing  craft  beer  with  food,  see  the  slide 
show  at  businessweek.com/extras 
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HACIENDA  SANTA  ROSA  Dining  in  an  authentic  period  setting   II  HACIENDA  XCANATUN  The  spacious  bedroom  in  a  deluxe  suit 


The  Yucatan 
Beyond  Canciin 

A  few  hours  inland  you'll  find  centuries-old  haciendas 
transformed  into  luxury  inns.  BY  CHESTER  DAWSON 


M 


EXICO'S  LUSH  Yu- 
catan peninsula 
conjures  up  images 
of  mindless  hedo- 
nism, be  it  idle  sun- 
bathing or  seduc- 
tive nightlife.  Yet 
the  area  offers  far  more  than  sun-baked 
beaches.  Just  a  few  hours  inland  are  ma- 
jestic   Mayan    pyramids,    colonial-era 
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cathedrals,  and  a  trail  of  historic  hacien- 
das restored  to  their  former  splendor. 

A  dose  of  hacienda  culture  can  be  a  fas- 
cinating way  to  explore  the  peninsula. 
That's  possible  because  in  recent  years 
many  of  these  once-abandoned  planta- 
tions have  been  turned  into  upscale 
restaurants  or  luxury  hotels.  Dining  in  the 
leafy  courtyard  of  a  pastel-hued  mansion 
or  waking  to  the  sound  of  chirping  jungle 


birds  in  a  thatched-roof  hacienda  vi 
be  a  welcome  antidote  to  the  tourisl 
ofCancun. 

The  best  hacienda  inns  boast 
with  cathedral  ceilings  and  peric 
nishings  such  as  four-poster  be- 
have updated  bathrooms,  some 
bonus  features  such  as  outdoor 
baths.   But  the  real  highlight 
Spanish-influenced  architecture:  SI 
arches,  thick  walls,  and  intrica 
flooring.  Many,  like  Hacienda  Xc 
(xcanatun.com),  offer  an  assortn 
resort    amenities,    including    1 
Mayan  spa  treatments  using  nativ 
ers  and  locally  produced  honey.  Tl 
help  work  out  the  kinks  after 
through  the  1,000-year-old  ruins 
mal  or  exploring  the  streets  of  J 
the  region's  capital  and  host  to  th< 
nenfs  oldest  cathedral. 

The  Yucatan's  haciendas  date 
back  as  the  16th  century,  whe 
served  as  cattle  ranches  or  corn 
But  these  feudalistic  agriculture 


mailed  my  team. 

und  out  my  son  could  be 
lampion  rock  skipper. 
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INTRODUCING  THE  T-MOBILE  MDA.  DESKTOP  POWER  ON  THE  GO. 

Take  care  of  work  and  life  with  the  new  T-Mobile  MDA.  With  Windows  Mobile?  this  phone  gives  you  access  to  your  e-mail,  as  well 
as  the  ability  to  send  and  receive  video,  pictures  and  large  attachments.  Plus,  get  unlimited  e-mail,  Internet  and  T-Mobile  HotSpot® 
service  starting  at  $29.99/month  on  our  powerful,  nationwide  data  network.  To  learn  more,  call  1 .800.TMOBILE  or  visit  t-mobile.com. 


T-  ■  -Mobile- 


Get  more  from  life" 


tfen  subject  to  change.  $29.99/month  price  plan  applies  when  added  to  a  qualifying  T-Mobiie  voice  rata  plan.  Taxes  and  tees  additional.  Supplies  may  be  limited.  See  T-Mobile's  Terms  and  Conditions  (includi: 
Itration)  and  other  relevant  pages  at  www.t-mobile.corr  for  rate  plan  and  other  information.  Microsol  Widows  Mobile,  Microsoft  Office,  Office  Mobile  and  the  Windows  Logo  are  either  trademarks  of 

oration  in  the  United  States  and/or  other  countries.  T-Mobile  and  the  HotSpot  and  design  are  federally  registered  trademarks,  and  the  magenta  color  is  a  trademark,  of  Deutsche  Telekom  AG  (c)  2006  T  Mobile  USA, 
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only  began  to  flourish  in  the  late  1800s, 
when  demand  soared  for  sisal,  a  crop 
used  to  make  rope  that  is  related  to  the 
agave  plant  used  in  tequila.  That  Gilded 
Age  boom  lasted  only  a  few  decades— by 
the  1950s  petroleum-based  fibers  made 
sisal  obsolete.  The  plantations,  most  of 
which  are  located  in  distant  rural  areas, 
were  deserted  in  the  1960s  and  fell  into 
disrepair.  Many  still  haunt  the  landscape. 

POOLSIDE  COCONUT  GROVE 

STAYING  AT  ONE  is  much  more  than  an 
extended  history  lesson.  Hacienda  San 
Jose  Cholul,  one  of  five  Yucatan  haciendas 
that  are  part  of  Starwood  Hotels  &  Re- 
sorts Worldwide,  boasts  an  inviting  infin- 
ity pool  bordering  a  shady  grove  of  co- 
conut trees  (luxurycollections.com). 
Those  who  don't  want  to  get  wet  can  kick 
back  on  a  poolside  chaise  longue  while 
sipping  tamarind  margaritas,  the  house 
specially.  Remember  to  save  time  for  on- 
site  diversions.  Hacienda  San  Jose  offers 
guests  free  horseback  rides,  garden  tours, 
and  contemplation  space  in  the  property's 
traditional  chapel. 

Starwood's  involvement  dates  from 
2001,  but  one  of  the  first  investors  to  see 
promise  in  the  ruins  was  a  local  business- 
man, Jorge  Cardenas  Gutierrez.  He  re- 
opened Hacienda  Teya  (hacienda 
teya.com)  on  the  outskirts  of  Merida  in 
1991  as  a  tony  restaurant.  Locals  know  to 
order  the  eatery's  mouthwatering  rendi- 
tion of  cochinita  pibil— spicy  pork 
wrapped  in  banana  leaves— and  tall  glass- 
es of  fresh-squeezed  limeade.  "It  took  my 
grandfather  20  years  to  restore  this  ha- 
cienda to  its  17th  century  grandeur,"  says 
Bernardo  Fernandez  Cardenas. 

Most  of  the  inns  fall  into  the  luxury 
category,  with  rooms  starting  at  upwards 
of  $300  a  night.  Rates  come  down  in  the 
late-summer  and  fall  low  season  and  can 
be  as  much  as  $700  during  peak  season, 
which  runs  from  Christmas  through 
Easter.  Spanish-language  skills  help  but 
are  not  critical.  On  a  recent  stay  at  Ha- 
cienda San  Jose,  service  and  upkeep  were 
excellent,  with  one  exception:  no  hot  wa- 
ter the  first  night,  a  problem  that  was 
confined  to  our  room. 

Accessibility  is  by  far  the  biggest  issue. 
While  some  haciendas  provide  trans- 
portation from  Merida's  airport,  renting  a 
car  is  a  better  way  to  get  to  them— and  to 
explore  the  countryside.  Sure,  you  can  see 
the  sights  by  making  day  trips  from  Can- 
cun,  but  that  entails  driving  several  hours 
each  way  that  could  otherwise  be  spent 
sightseeing.  A  hacienda  hop  makes  for  a 
great  Yucatan  visit  before  or  after  spend- 
ing a  few  days  on  the  beach.  ■ 


It's  Not  Perfect, 
But  If  s  a  Lamborghii 

The  more  driver-friendly  Gallardo  has  a  roomier 
cabin  and  a  smarter  dash.  BY  LARRY  ARMSTRON 


IT'S  THE  LAST  THING  YOU'D 
expect  from  a  Lamborghini:  a 
false  start.  I  was  all  set  to  drive 
away  in  a  creamy  white  Gallardo 
Spyder  parked  outside  of  the 
Beverly  Hills  showroom  when 
the  dealer  mentioned  that  the 
speedometer  wasn't  working.  That's  a  cop 
magnet  if  I've  ever  heard  of 
one,  especially  for  a  car  that    \^rm  pori 


into  the 
car  with 
ease 


can  reach  195  miles  per  hour. 

After  a  brief  negotiation,  he     QCtUaUV 

outfitted  me  with  a  mint-green       -..       -,      * 

loaner  instead.  Verde  Picus  it's     CLUTlL) 

called,  a  pastel  color  that's  new 

for   2007   and    supposed   to 

make    this    macho    machine 

more  appealing  to  women. 

At  that  point,  it  was  smooth 
sailing.  Well,  almost.  I'd  intend- 
ed to  pilot  this  $225,000  beast    ^^^ 
up  the  California  coast  for  a 
weekend   getaway.  A  quick   inventory 
scotched  that  notion:  The  firm  seats,  while 
plenty  supportive,  discourage  long  road 
trips.  The  thrilling  growl  of  the  520-hp  V- 
10  engine,  coupled  with  wind  and  tire  and 
road  noise  thaf  s  downright  oppressive,  in- 
hibits casual  conversation,  even  with  the 
ragtop  up.  As  for  space,  you  can  take  a  pas- 
senger or  you  can  take  luggage,  but  not 
both.  And,  oh  yes,  the  seat  heaters,  a 


$3,340    option. 

permanently  st 

the  "on"  positio! 

Enough    wit 

nits.  I  love  this 

what  it  is.  The  G 

is  the  most  drive 

Lamborghini  h;i 

made.  You  don 

to  be  a  gymnast  i 

yourself  into  the 

The  footwell,  sqt 

between     the 

wheels,   feels 

The  navigation.! 

and   climate 

are  visible   and   sensible— and 

those  of  an  Audi  A8  (Volkswagen 

ry  car  division  has  owned  Lambc 

since  1998).  If  you  don't  want  to  ac 

the  constant  demands  of  a  conve* 

shifter,  there's  a  tamer  $10,00t 

speed  automatic  with  paddles  bebl 

steering  wheel  for  manual  shift;) 

you  want  them. 

I  took  the  Gallardo  i 
hills  around  Los  Ange< 
to   see  how  it  hand 
twisty  roads   (it  low 
ners).  I  was  sorry  that 
get  to  let  it  loose  on 
But  mostly,  in  Califo 
least,  this   car  serve 
boulevard  beauty,  m<i 
impress  and  to  intii 
Something  about  the  i 
ly    angular    styling 
"don't  even  try"  to  dr 
souped-up  Mustangs  and  pathel 
Porsches  who  pull  up  next  to 
stop  lights.  They  try,  of  course 
challengers  want  to  provoke  the 
tive  animal  growl  that  happen 
the  exhaust  blows  open.  I  was  c 
happy  to  comply.  ■ 


BusinessWeek  online 


For  a  slide  she 
this  car,  go  to  businessweek.com/extr 
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!020,  wind  could  provide  one-tenth  of  our  planet's 
electricity  needs.  Already  today,  SKF's  innovative  know- 
how  is  crucial  to  running  a  large  proportion  of  the 
world's  wind  turbines. 

Up  to  25%  of  the  generating  costs  relate  to  mainte- 
nance. These  can  be  reduced  dramatically  thanks  to  our 
systems  for  on-line  condition  monitoring  and  automatic 
lubrication.  We  help  make  it  more  economical  to  create 
cleaner,  cheaper  energy  out  of  thin  air. 

,,By  sharing  our  experience,  expertise,  and  creativity, 
industries  can  boost  performance  beyond  expectations. 
Pick  our  brains.  Challenge  our  specialists! 


The  Power  of  Knowledge  Engineering 


he  Power  of  Knowledge  Engineering.  Visit  us, at  www.skf.com/knowledge 


Executive  Life 


Plus 


EDITED  BY  MONICA  GAGNIER 


AUTOS 

YELLOW  LIGHT 
FOR  GREEN  CAR 
CREDITS 

IT  WOULD  PAY  to  hit  the  gas  if  you're 
going  to  buy  a  hybrid,  especially  a 
Toyota.  Federal  tax  credits,  which 
amount  to  as  much  as  $3,150  for  the  hot 
Toyota  Prius  and  $2,600  for  the  new 
Camry,  will  soon  be  phased  out  under  a 
formula  based  on  a  company's  total 
hybrid  sales  since  Jan.  1, 2006.  Toyota, 
which  controls  about 
70%  of  the  U.S.  hybrid 
market,  will  be  hit 
first:  It  expects  the 
tax  break  on  its 
models  to  be  cut  in 
halfafterSept.30, 
by  75%  next  April, 
and  to  end  by  fall  2007. 
Ford  Motor,  Honda  Motor, 
and  other  carmakers  sell  fewer  hybrids 
than  Toyota,  so  credits  on  their  models 
should  last  through  2007  or  later. 

Of  course,  Congress  could  extend  the 
credits,  a  move  favored  by  both  the 
President  and  environmentalists.  But 
there's  no  guarantee.  The  credits 
represent  12%  and  9%  of  the  average 
sales  price  of  Prius  and  Camry, 
respectively,  according  to  the  Power 
Information  Network,  even  including 
the  premium  some  dealers  are  charging 
for  top-selling  models.     -Thane  Peterson 

ACCESSORIES 

HERE'S  A  MITT  FOR  YOUR  LAPTOP.  Guaranteed  to  bring  back 

memories  of  your  youth,  this  computer  bag  is  made  from  the 

same  leather  as  Rawlings  baseball  gloves.  It  even  has  the  brand 

embossed  on  the  flap  of  the  outside  organizer  pocket.  The 

zippered  compartment  has  a  removable  cradle  to  protect  your 

computer,  holding  it  an  inch  off 

the  bottom  of  the  bag.  Hand 

lacing  on  the  handle  completes 

the  look.  You  may  not  cherish  it 

as  much  as  your  first  glove,  but 

you'll  probably  use  it  more 

often.  It's  $345  at 

sportsaccessories.com. 

-Larry  Armstrong 
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TIME  OFF 

Big-Top  Beatles 

IT'S  A  MARRIAGE  MADE  IN  VEGAS:  Cirque  du  Soleil  and  the  Beades.  On  June  30,  L 
dance  and  acrobatic  extravaganza  set  to  the  music  of  the  Fab  Four,  will  premier 
the  Mirage  Las  Vegas.  The  $130  million  production  has  the  blessing  of  the  two 
surviving  Beatles,  Paul  McCartney  and  Ringo  Starr,  as  well  as  widows  Yoko  Or 
Olivia  Harrison,  all  of  whom  are  expected  to  attend  the  gala  opening.  Tickets  ft 
regular  performances  run  from  $69  to  $150  (cirquedusoleil.com). 

Beatles  producer  George  Martin,  80,  and  his  son  Giles,  36,  supervised  the  m 
digitally  mixing  130  of  the  group's  songs,  which  will  be  blasted  through  6,000 
speakers,  three  per  seat.  Cirque's  riff  on  the  lads  from  Liverpool  includes  perfo 
on  skates  jumping  off  ramps  to  the  sound  of  Help,  a  hip-hop  Lady  Madonna,  ai 
red-headed  aerialist  named  Lucy  performing  stunts  in  the  sky  wearing  an  outf 
diamond  patterns.  In  Here  Comes  the  Sun,  four  women  hanging  from  a  lighted 
hold  yoga  poses  while  beneath  them  other  troupers  demonstrate  Kama  Sutra  i 
clad  in  hippie-style  smocks.  That  should  heat  things  up  a  bit.      -Christopher  1 


RETREATS 

BLUE SUEDE 
WINGTIPS 

FOR  YEARS,  ROCK  N  ROLL  Fantasy  C 
has  offered  dentists,  accountants, 
anyone  with  a  spare  $8,500  a  chai 
play  some  power  chords  with  star: 
as  The  Who  vocalist  Roger  Daltre? 
Allman  Brothers  sideman  Dickey 
You  just  had  to  quit  your  day  job  ( 
for  five  days)  and  go  to  New  York  | 
Angeles.  Now,  the  camp  will  bring 
tour  bus  to  your  corporate  headqi 
These  one-  to  three-day  mini-cam 
sure  to  get  things  rockin'  at  comp; 
retreats  (rockandrollfantasycamp. 
-Davi 


jrything  we  know  about  you 

es  into  everything  we  do  for  you. 


iness,  you  deserve  people  devoted  to  your  success.  People  who  are  proactive  about  customer  care.  Not  reactive. 
;  like  the  Roadway  Customer  Care  Team.  We  focus  on  your  specific  needs.  We're  intensely  committed  to  you  and  the 
;s  of  your  business.  Plus,  with  the  entire  Roadway  team  in  your  corner,  you  get  transportation  solutions  that  are 
;,  smart  and  effective.  And  that  makes  everything  better  for  you.     Visit  roadway.com  or  call  888-550-9800. 


Roadway. 


your  way. 


IBLE  TRANSPORTATION  SERVICES  WOPLDWIDE   ■   DEDIC 


Personal  Finance 


Higher  Ed 


What  Price 
College 

Admission? 

Parents  are  spending  tens  of  thousands  on  advisers 
to  shape  their  kids'  game  plans,  by  annetergesen 


EVEN  VALEDICTORIANS  ARE  finding  it  hard  to  land 
spots  at  the  nation's  most  selective  colleges,  so  "Ben" 
wasn't  about  to  take  chances.  Over  the  past  four 
years,  the  New  Jersey  father  of  two  has  spent  about 
$30,000  for  guidance  from  Michele  Hernandez,  a 
Lake  Oswego  (Ore.)  college  counselor  who  charges 
up  to  $36,000  per  student  for  advice  on  everything 
from  what  courses  to  take  to  how  to  spend  summers.  "We  have  reg- 
ular kids  who  are  pretty  bright  and  nice  and  do  a  lot  of  activities," 
says  Ben,  who,  like  many  interviewed  for  this  article,  requested 
anonymity.  "We  were  looking  to  give  our  kids  whatever  advantages 


we  could."  Both  sons  were  accepted  by 
their  first-choice  schools:  small,  private  col- 
leges that  admit  about  25%  of  applicants. 

Despite  the  soaring  cost  of  college,  a 
growing  number  of  families  are  paying 
as  much  as  a  year's  tuition,  room,  and 
board  on  independent  consultants  such 
as  Hernandez.  They  seek  advice  not  just 
on  completing  applications  but  also  on 
the  raw  material  that  goes  into  them— 
courses  and  extracurricular  activities. 
That  means  bringing  these  advisers  on 
board  as  early  as  eighth  or  ninth  grade. 

Although  college  admissions  officers 
take  a  dim  view  of  these  unregulated  ad- 
visers, the  Independent  Educational 
Consultants  Assn.,  a  nonprofit  in  Fairfax, 
Va.,  estimates  that  some  22%  of  the  fresh- 
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men  at  private,  four-year  colleges  this 
year  have  used  them.  Some  advisers  say 
they're  turning  away  potential  clients. 
Hernandez  began  offering  four-day  "ap- 
plication boot  camps"  for  about  $8,000 
last  summer  to  accommodate  overflow 
from  her  practice,  which  currendy  num- 
bers 60  clients.  "We're  very  selective 
about  the  students  we  work  with,"  says 
Victoria  Hsiao,  a  partner  at  IvySuccess  in 
Garden  City,  N.Y.,  which  charges  up  to 
$28,500.  The  firm  has  about  100  clients 
right  now  and  has  served  about  1,000 
since  opening  nine  years  ago. 

The  guides  say  their  goal  is  simply  to 
find  a  good  match  for  each  student.  But 
with  the  nation's  most  selective  colleges 
receiving  record  numbers  of  applica- 


tions, they  say  they  must  also  hee 
clients  stand  out.  High  school  s> 
"often  don't  know  what's  typii 
what's  interesting  about  them!: 
says  Rachel  Toor,  a  former  admiss 
ficer  at  Duke  University  who  cha 
to  $200  an  hour.  "I  try  to  figure  o 
it  is  about  them  that's  going  to  get 
missions  officer  to  fall  in  love." 


: 


; 


GOING  DEEP 

WHAT  YOU  GET  DEPENDS  on  he 
your  child  is  to  attending  college, 
client  signs  on  just  before  senior  j 
focus  is  generally  on  the  apt: 
process.  Most  counselors  do  not  m 
to  admissions  officers  on  clients 
But  they  urge  students  to  express 
interest  themselves  by,  for  examt 
tacting  professors  whose  research 
terest  and  attending  lectures.  To 
her  200-odd  clients  for  int 
Katherine  Cohen,  founder  of  Nei 
IvyWise,  which  charges  up  to  ^ 
videotapes  practice  sessions  for  th 
need  it.  Advisers  help  students  cor 
tivity  resumes  and  athletic  videos 
to  coaches.  They  also  help  brains 
say  ideas  and  edit  drafts.  The  go* 
students  to  write  in  a  compell 
about  a  revealing  experience  or  i 
their  personalities.  A  Princeton  U 


i 

If 

(5 


c  from  a  Western  state  says  Her- 
;  urged  him  to  explore  "what  home 
to  me  and  how  heading  east  will 
hange  the  Western  part  of  me." 
ients  whose  parents  hire  consult- 
irlier  receive  guidance  on  much 
Some  counselors  say  they  steer  stu- 
d  unusual  activities.  IvySuccess  en- 
ed  a  girl  intent  on  Massachusetts 
te  of  Technology  to  enroll  in  beau- 
iants,  an  activity 
lot  typical  of  the 
s  applicant  pool. 
s  accepted, 
riselors  also  help 
s  think  of  ways  to 
strate  a  serious 
tment  to  their  in- 

I  Cohen,  whose 
;  advises  on  ad- 
;is  from  preschool 
ji  grad  school, 
Its  submitting  his- 
pers  to  The  Con- 
mew,  a  journal 
publishes  high 
authors.  She  has 
ced  clients  inter- 

II  internships  to 
s  in  film,  art, 
[ing,  and  on  Wall 

To  get  into  a  top 


IVYWISE'S  COHEN  Her  agency 
advises  on  admissions  from 
preschool  through  grad  school 


school,  you  have  to  show  that  you're  dif- 
ferent and  that  you've  done  some  amazing 
things,"  Hernandez  says,  repeating  a  the- 
ory that  most  counselors  espouse. 

Advisers  say  they  are  also  seeing  de- 
mand from  students  with  learning  disabil- 
ities. "Anna"  relied  on  Cohen  in  her  final 
three  years  at  a  private  school  in  California 
to  help  her  choose  a  challenging  mix  of 
courses  that  left  time  for  theater:  Anna's 
credits  include  an  off- 
Broadway  play.  Working 
partly  at  Cohen's  offices 
the  summer  before  sen- 
ior year,  she  polished  off 
her  applications  ahead  of 
deadline.  "I  don't  work 
well  under  pressure," 
says  Anna,  who  plans  to 
major  in  theater  and  mu- 
sic at  Brown  University. 

Are  the  services  worth 
it?  Most  advisers  claim  a 
high  success  rate  in  get- 
ting students  into  first- 
choice  schools,  but  it's 
impossible  to  verify  their 
data.  Anyone  can  set  up 
shop— such  counselors' 
ranks  have  doubled,  to 
about  3,000,  in  the  past 
five  years— because  the 
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What  Advisers  Say: 

ACTIVITIES  Do  a  few  things  in  depth.  If  your 
school  doesn't  offer  anything  that  excites  you, 
start  your  own  club.  A  teen  golfer  recently 
launched  a  program  to  introduce  inner-city 
students  to  the  sport. 

EARLY  ADMISSION  If  you  have  a  top  pick, 
apply  early.  It's  often  easier  to  get  in  that  way. 

APPLICATIONS  Get  them  done  over  the 
summer.  An  adult  can  edit  your  essays  for 
grammar,  but  the  writing  should  be  in  your  voice. 
Be  specific  in  offering  examples  of  your 
achievements.  If  you  feel  a  school  should  know 
something  more,  such  as  why  your  grades 
dipped  one  year,  explain  it  in  an  extra  essay. 

RECOMMENDATIONS  Send  letters  that 
highlight  your  accomplishments  to  those  who 
are  writing  your  recommendations.  That  gives 
them  specific  material  to  draw  on. 

SUMMERS  Forget  the  cross-country  teen 
tour.  Do  something  that  relates  to  your 
interests.  Ask  a  teacher  to  help  you  design  an 
independent  study  plan  or  enroll  in  a 
language-immersion  program. 

TESTS  Reading  is  the  best  preparation. 
Consultants  provide  a  list  of  required  reading, 
including  magazines,  such  as  Scientific 
American,  that  publish  material  similar  to 
what's  on  the  tests.  Hire  an  SAT  tutor. 

field  is  unregulated,  and  practitioners 
aren't  required  to  have  experience  in  col- 
lege admissions  or  high  school  counseling. 

College  admissions  officers  say  such  ad- 
vice makes  sense  only  for  students  at  high 
schools  that  lack  adequate  guidance  coun- 
seling. Some  applicants  "end  up  with  a 
whiff  of  packaging  that  undercuts  their 
candidacy,"  says  Bruce  Poch,  Pomona 
College's  dean  of  admissions.  Many  offi- 
cials also  worry  that  students  are  learning 
to  put  success  above  everything  else.  They 
point  to  Cohen  client  and  Harvard  Univer- 
sity student  Kaavya  Viswanathan,  who  ad- 
mitted plagiarizing  portions  of  her  novel 
about  a  high  school  student's  obsessive 
pursuit  of  Harvard.  Cohen  had  introduced 
Viswanathan  to  a  literary  agent.  "I  have  a 
fear  that  this  [sort  of  counseling]  is  under- 
mining people's  sincerity,"  says  Tom  Park- 
er, dean  of  admissions  at  Amherst  College. 

Parents  claim  they  get  their  money's 
worth.  Sometimes,  they  say,  a  third  party 
can  motivate  kids  in  ways  a  parent  cannot. 
For  example,  Hernandez  nixed  one  of 
Ben's  son's  summer  camp  plans.  "She 
said:  'You've  got  to  broaden  your  hori- 
zons,' "  Ben  recalls.  The  teen  enrolled  in  a 
physics  program  at  a  university  instead. 
"You  never  know  whether  you  really  need 
a  counselor,"  he  says.  "All  you  know  is  you 
gave  it  your  best  shot."  II 


Capture  500  of  America's  leading  companie 

Nab  a  Spicier  (SPY),  and  you've  instantly  diversified  your  portfolio  by  gathering  all  the  stocks  of  the  S&P  500.®  Ni. 
75%  of  the  entire  US  equity  market  in  one  fell  swoop.  They  are  clearly  a  smart  way  to  own  the  S&P  500.  And  bee; 
Spiders  are  an  exchange  traded  fund  (ETF),  they're  tax  efficient  and  have  low  management  fees.  Like  stocks,  Spiders 
be  traded  all  day  long,  are  subject  to  similar  risks,  and,  of  course,  your  usual  brokerage  commission  applies.  Be  su 
collect  as  many  Spiders  as  you  see  fit.  www.SPDR.com. Ticker  symbol  AmexrSPY.  The  entire  S&P  500  in  every  sh 
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An  investor  should  consider  investment  objectives,  risks,  charges  and  expenses  of  the  investment  company  car 
before  investing.  To  obtain  a  prospectus,  which  contains  this  and  other  information,  go  to  www.SPDR.ee 
call  1-800-843-2639.  Please  read  the  prospectus  carefully  before  investing.  Since  inception  in  1993,  the  SPDRTr  | 

distributed  only  $0.16  in  short  and  long-term  capital  gains.  S&P  500®  and  SPDR*  are  trademarks  of  The  McGraw-Hill  Companie 
licensed  for  use  by  State  Street  Global  Markets,  LLC.  SPDRs  are  not  sponsored,  endorsed,  sold  or  promoted  by  Standard  &  Poor's  an> 
makes  no  representation  regarding  the  advisability  of  investing  in  SPDRs.  ©2006  State  Street  Corporation 
ALPS  Distributors,  Inc.,  a  registered  broker-dealer,  is  distributor  for  the  SPDR  Trust,  a  unit  investment  trust. 
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Inside  Wall  Street 
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BY  GENE  G.  MARCIAL 

CHEESECAKE  FACTORY,  IN  A  SLUMP,  HAS  TASTY  GROWTH  PLANS. 

M 

*T 

LARGER  RIVALS  MAY  BE  KNOCKING  ON  BANK  MUTUAL'S  DOOR. 

L  v  ^  1 

SURGING  BROADBAND  DEMAND  BODES  WELL  FOR  CHINA  NETCOM. 

READY  TO 
RISE? 


STOCK  PRICE  (DOLLARS) 

40    r 


nm,  Cheesecake 

ARES  OF  THE  CHEESECAKE  FACTORY  (CAKE)  have 
irdled  lately,  falling  from  38  in  February  to  28  on  June 
But  despite  disappointing  first-quarter  sales,  the 
nys  long-term  growth  prospects,  backed  by  "rock-solid 
als,"  are  intact,  says  Jack  Russo 

Edwards.  He  forecasts  annual 
gs  increases  averaging  22%  over 
rt  three  years.  Russo  upgraded 
ck  to  a  "buy"  for  aggressive 
)rs,  with  a  12-month  target  of 
eesecakes  account  for  just  5%  of 
npan/s  $1.2  billion  in  sales.  Its 
>ney-makers  are  seven  Grand 
ifes  and  105  high-end  casual 
rants  that  offer  18-page  menus 
i  varieties  of  cheesecake, 
irant  sales,  averaging  $11  million 
are  tops  in  the  industry,  analysts  say.  Over  the  next  few 
Cheesecake  aims  to  more  than  triple  the  number  of  its 
rants  to  350,  taking  in  $3  billion  a  year  in  sales.  Next 
iwill  open  its  first  Southeast  Asian  restaurant,  in  Los 
•s,  the  prototype  of  a  new  chain.  At  25  times  Russo's 
:arnings  estimate  of  $1.10  a  share,  the  stock  now  trades 
owest  p-e  ratio  in  five  years.  That  makes  Cheesecake  a 
'lling  buy,  says  Nicole  Miller  of  ThinkEquity  Partners, 
e  it  sells  at  a  steep  discount  to  its  peers.  Miller  figures  it 
rn  $1.32  a  share  in  2007  "[With  its]  solid  cash  position 
perior  management,"  she  adds,"we  believe  Cheesecake 

our  projections  and  execute  its  growth  plans." 
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ank  Mutual 
niration  Society 


kNK  MUTUAL  (BKMU),  a  thrift  holding  company,  may 
lave  blipped  onto  the  radar  screens  of  big  banks.  It  is, 
ays  Kevin  Reevey  of  investment  bank  Ryan  Beck,  "a 
akeover  candidate"  that  could  attract  bids  from  the 
JPMorgan  Chase  or  Wells  Fargo.  (Ryan  Beck  advised 
/lutual  when  it  went  public  in  2000.)  What' s  more, 
ement  could  well  be  tempted  to  sell.  Calls  to  CEO 
;1  Crowley  Jr.  weren't  returned.  Although  if  s  the 
largest  financial  institution  in  Wisconsin,  with  $3.5 
in  assets,  Bank  Mutual  isn't  faring  well.  Earnings 
itum  from  residential  mortgages  is  decelerating,  while 
to  build  up  commercial  banking  have  met  only  limited 


BIGGER  BANKS, 
TAKE NOTE 


STOCK  PRICE  (DOLLARS) 
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success,  says  Reevey.  Still,  he  rates  the 
stock  "outperform."  Now  11,  it's  worth 
15,  he  says.  That/ s  because  Bank 
Mutual  is  big  in  markets  where  larger 
rivals  are  jockeying  for  position.  He 
figures  Wells  Fargo  could  jump  to  fifth 
place  from  ninth  in  Milwaukee  by 
buying  the  bank;  JPMorgan  could 
solidify  its  No.  3  spot.  Brad  Milsaps  of 
Sandler  O'Neill  &  Partners  agrees  that 
takeover  prospects  should  buoy  the 
stock.  He  sees  the  bank  earning  34<t  a 
share  this  year  and  38<J:  next,  vs.  43<t  in  2005. 

A  China  Telecom  Play 
With  a  Quiet  Ring 

DESPITE  THE  HYPE  SURROUNDING  China  telecom 
plays,  there  are  still  some  hidden  gems.  One  is  Hong 
Kong -based  China  Netcom  Group  (CN),  whose 
American  depositary  receipts  now  trade  on  the  Big  Board  at 
34,  says  David  Riedel  of  Riedel  Research  Group,  which 
specializes  in  foreign  stocks.  Netcom  is  the  top  provider  of 
fixed-line  phones  in  10  Chinese  provinces,  but  its  stock  has 
slumped  to  33  since  hitting  a  52-week 
high  of  40  in  mid- May.  Nonetheless, 
growing  demand  for  broadband  DSL 
could  energize  Netcom's  sales  and 
earnings  this  year  and  next,  says  David 
So  of  Standard  &  Poor's.  He  rates  the 
stock,  at  33,  a  "strong  buy,"  with  a  12- 
month  price  target  of  46.  Increasingly, 
customers  are  switching  to  broadband 
from  slower  dial-up  connections,  he 
says.  Also,  demand  from  bandwidth- 
hungry  users  such  as  online  gamers  is 
expected  to  grow.  "Investors  have  yet 
to  appreciate  the  impact  of  increased  broadband  demand  on 
Netcom's  earnings,"  says  Riedel.  He  figures  it  will  add  11%  to 
revenues  and  18%  to  operating  profits  in  2006.  S&P's  So 
expects  Netcom  will  earn  $4.60  per  ADR  in  2006  and$5.20  in 
2007,  based  on  a  yuan/dollar  exchange  rate  of  0.129.  ■ 


BusinessWeek  online 


Gene  Marcial's  Inside  Wall  Street  is  posted  at 
businessweek.com/investor  at  5  p.m.  EST  on  the  magazine's 
publication  day,  usually  Thursdays. 

Note:  Unless  otherwise  noted,  neither  the  sources  cited  in  Inside  Wall  Street  nor  their 
firms  hold  positions  in  the  stocks  under  discussion.  Similarly,  they  have  no  investment 
hanking  or  other  financial  relationships  with  them. 
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3  Figures  of  the  Week 


SAP  500 

JUNE    DEC.    JUNr  JUNE  1-7 

1360  i 1310 


1256.2 


COMMENTARY 

An  incipient  June  rally  collapsed 
on  the  third  trading  day  of  the 
month  when  Fed  Chairman 
Bernanke  vowed  to  be  "vigilant" 
against  inflation.  The  prospect  of 
still  higher  interest  rates  to  brake 
the  economy  knocked  the  Dow 
to  its  first  close  below  11,000 
since  Mar.  9.  The  S&P  500  fell 
back  to  Feb.  7  levels.  NASDAQ 
reached  its  lowest  point  since 
early  November. 

Data:  Bloomberg  Financial  Markets,  Reuters 


MUTUAL FUNDS 


4-WEEK  TOTAL  RETURN 

WEEK  ENDED  JUNE  6 

■S&P  500   ■US.  DIVERSIFIED  MALL  EQUITY 


52-WEEK  TOTAL  RETURN 

WEEK  ENDED  JUNE  6 

■  SAP  500   BUS.  DIVERSIFIED  MALL  EQUITY 


%  3  6  9  12  15         18 

Data:  Standard  &  Poor's 


THE  WEEK  AHEAD 


RETAIL  SALES  Tuesday,  June 
13,  8:30  a.m.  EDT  "Retail 
sales  are  forecast  to  have  grown 
0.2%  in  May,  following  a  0.5%  gain 
in  April.  That's  the  median  forecast 
of  economists  surveyed  by  Action 
Economics.  Minus  autos,  May 
sales  probably  posted  a  0.5% 
increase,  after  a  0.7%  rise. 
PRODUCER  PRICE  INDEX 
Tuesday,  June  13,  8:30  a.m. 
EDT  »  Producer  prices  probably 
climbed  0.4%  in  May,  after  an 


U.S.  MARKETS 

JUNE? 

WEEK 

%  CHANGE 

YEAR  TO     LAST  12 

DATE      MONTHS 

S&P  500 

1256.2 

-1.1 

0.6 

4.9 

Dow  Jones  Industrials 

10,930.9 

-2.1 

2.0 

4.3 

NASDAQ  Composite 

2151.8 

-1.2 

-2.4 

4.1 

S&PMidCap400 

750.3 

-2.0 

1.7 

10.8 

S&PSmallCap600 

368.5 

-2.1 

5.1 

12.5 

DJ  Wilshire  5000 
SECTORS 

12.644.9 

-1.2 

1.2 

6.7 

BusinessWeek  50* 

711.3 

-2.1 

-4.1 

0.4 

BW  Info  Tech  100" 

368.2 

-1.4 

-3.2 

3.4 

S&P/Citigroup  Growth 

581.2 

-1.1 

-2.6 

0.5 

S&P/Citigroup  Value 

673.3 

-1.1 

4.0 

9.6 

S&P  Energy 

393.6 

-4.4 

5.6 

19.2 

S&P  Financials 

437.8 

0.1 

2.7 

11.6 

S&P  REIT 

167.0 

2.9 

9.1 

13.3 

S&P  Transportation 

267.2 

-2.9 

7.0 

22.6 

S&P  Utilities 

161.6 

0.7 

1.2 

5.0 

GSTI  Internet 

170.8 

-2.3 

-16.8 

1.4 

PSE  Technology 

796.2 

-2.0 

-4.8 

5.9 

GLOBAL  MARKETS 

JUNE  7 

WEEK 

%CI 

YEARTC 

DATE 

S&P  Euro  Plus  (U.S.  Dollar) 

1646.6 

-2.0 

8.9 

London  (FT-SE 100) 

5706.3 

-0.3 

1.6 

Paris  (CAC  40) 

4824.8 

-2.1 

2.3 

Frankfurt  (DAX) 

5543.9 

-2.6 

2.5 

Tokyo  (NIKKEI  225) 

15,096.0 

-2.4 

-6.3 

Hong  Kong  (Hang  Seng) 

15.816.6 

-0.3 

6.3 

Toronto  (S&P/TSX  Composite)  11,475.4 

-2.3 

1.8 

Mexico  City  (IPC) 
FUNDAMENTALS 

18,413.4 

-1.4          3.4 

JUNE  6        WEEK  AGO 

S&P  500  Dividend  Yield 

1.86% 

1.86% 

S&P  500  P/E  Ratio  (Trailing  12  mos.)     17.0  17.0 

S&P  500  P/E  Ratio  (Next  12  mos.)*       14.3         14.3 


First  Call  Earnings  Revision* 


-0.06%    -0.58% 


•Mar.  19, 1999=1000     "Feb.  7,  2000=1000 


TECHNICAL  INDICATORS 

JUNE  6 

•Fi 
WEEK  AGO 

S&P  500  200-day  average 

1260.0 

1258.8 

Stocks  above  200-day  average 

54.0% 

53.0% 

Options:  Put/call  ratio 

0.93 

0.92 

Insiders:  Vickers  NYSE  Sell/buy  ratio    3.74         4.12 


BEST-PERFORMING 
GROUPS 

LAST 
MONTH  % 

LAST  12 

MONTHS  % 

Health-Care  Supplies 

20.2 

Agricultural  Products 

100.9 

Broadcasting 

5.1 

Steel 

86.5 

Educational  Services 

4.7 

Divsfd.  Metals  &  Mining 

71.6 

Managed  Health  Care 

2.9 

Oil  &  Gas  Equipment 

66.5 

Automobiles 

2.9 

Employment  Services 

57.4 

EQUITY  FUND  CATEGORIES 

4-WEEK  TOTAL  RETURN                          %      52-WEEK  TOTAL  RETURN 
LEADERS                                                   LEADERS 

% 

Utilities 

-1.0 

Precious  Metals 

74.3 

Real  Estate 

-2.5 

Latin  America 

55.9 

Health 

-3.2 

Natural  Resources 

40.5 

Domestic  Hybrid 

LAGGARDS 

-3.4 

Diversified  Emerg.  Mkts. 

LAGGARDS 

38.3 

Latin  America 

-21.1 

Large-cap  Growth 

5.7 

Precious  Metals 

-15.8 

Health 

5.9 

WORST-PERFORMING  WST 

MONTH  % 


GROUPS 


Homebuilding 

-21.6 

Homebuilding 

Tires  &  Rubber 

-19.4 

Educational  Services 

Steel 

-19.0 

Automobiles 

Divsfd.  Metals  &  Mining 

-17.8 

Tires  &  Rubber 

Oil  &  Gas  Drilling 

-16.1 

Home  Entertainment  * 

INTEREST  RATES 


Diversified  Emerg.  Mkts. 
Diversified  Pacific/Asia 

EQUITY  FUNDS 

4-WEEK  TOTAL  RETURN 


-14.3 
-12.6 


Domestic  Hybrid 
Large-cap  Blend 


%       52-WEEK  TOTAL  RETURN 


LEADERS 

DireXion  Emerg.  Mkts.  Sht.  41.3 
ProFdsUSKEmrg.  Mkts,  Inv.  41.3 
DreXionSm.CapBear25Xhv.  24.9 
ProFunds  Ultsh.  Jap.  Inv.    24.4 

LAGGARDS 

DireXion  Lat  Am.  Bui!  2X  Inv.  -35.5 
DireXion  Emerg.  Mkts.  Bui  2X  -33.4 
ProFteUltErrierg.Mlcts.lnv.  -33.2 
ProFunds  Precs.  Mtls.  Inv.  -27.6 


LEADERS 

Midas 

U.S.  Global  Invrs.  Gold 
U.S.  Glbl.  Invs.  Pre.  Mnls. 
ING  Russia  A 

LAGGARDS 

Ameritor  Investment 
American  Heritage  Grth. 
ProFds.  USh.  Sm.  Cap  Inv. 
DteXionSm.  Cap  Bear  25Xkiv. 


6.1 
7.8 


118.1 
110.7 
102.2 
96.3 

-66.7 
-33.3 
-23.1 
-22.4 


KEY  RATES 

JUNE  7 

WEEK  AGO 

Money  Market  Funds 

4.53% 

4.51%' 

90-Day  Treasury  Bills 

4.85 

4.84 

2-Year  Treasury  Notes 

5.00 

5.04 

10-Year  Treasury  Notes 

5.02 

5.12 

30-Year  Treasury  Bonds 

5.09 

5.23 

30-Year  Fixed  Mortgage  f 

6.50 

6.57 

tBanxC 

BLOOMBERG  MUNI  YIELD  EQUIVALENTS 

Taxable  equivalent  yields  on  AAA-rated, 
tax-exempt  municipal  bonds,  assuming 
a  30%  federal  tax  rate. 


10-YR.  BOND               30 

General  Obligations 

4.04% 

Taxable  Equivalent 

5.77 

Insured  Revenue  Bonds 

4.14 

Taxable  Equivalent 

5.91 

energy-induced  jump  of  0.9%  in 
April.  Excluding  food  and  energy, 
wholesale  prices  likely  increased 
0.2%,  after  edging  up  0.1%  in  April. 
CONSUMER  PRICE  INDEX 
Wednesday,  June  14,  8:30 
a.m.  EDT  "Consumer  prices  for 
goods  and  services  probably  rose 
0.4%  in  May,  after  an  8.8%  surge  in 
gasoline  prices  helped  lift  the  April 
index  0.6%.  Less  food  and  energy, 
the  index  is  expected  to  have  risen 
0.2%,  after  a  0.3%  gain  in  April. 


INDUSTRIAL  PRODUCTION 

Thursday,  June  15,  9:15  a.m. 
EDT  »  May  factory  output  most 
likely  grew  0.3%,  after  a  0.8% 
jump  in  April.  As  a  result,  the 
factory  utilization  rate  probably 
nudged  up  to  82%,  from  81.9%. 
CURRENT  ACCOUNT  Friday, 
June.  16,  8:30  a.m.  EDT  » 
The  first-quarter  current  account 
deficit  was  most  likely  $223  billion, 
after  a  $224.9  billion  deficit  in  the 
final  period  of  2005. 


The  BusinessWeek  productii 
marched  up  to  277.7  for  tl 
ended  May  27,  and  stood  15' 
the  year-ago  level.  Before  cal 
of  the  four-week  moving  avei 
index  moved  up  to  280.7. 
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For  the  BW50,  more  invesl 
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data,  and  the  components  *5; 
of  the  production  index  vis '  1 
www.businessweek.com/extras 
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EVERYTHING  ELSE  FALLS  SHORT  OF  THE  MARK 


UL  engineers  seem  exceptionally  familiar  with  compliance  standards,  it's  because  we  write  them.  Our  979  Standards  of  Safety 
erve  as  the  bedrock  of  compliance  for  nearly  200  industries  and  ANSI  designates  many  as  American  National  Standards. 

very  day,  you'll  find  UL  engineers  working  hands-on  with  thousands  of  manufacturers —  y**^ 

roviding  personal  guidance  during  product  certification  and  teaching  the  latest  standards  flit 

trough  the  many  workshops  of  UL  University,  if  you're  looking  to  proficiently  navigate  the  V®^ 

Dmpliance  process,  choose  the  unequaled  guidance  of  UL.  ^*^ 

et  UL's  experts  personally  guide  you  through  your  critical  global  market  requirements.  c^e^u-^.*^*. 

Irowse  the  comprehensive  workshops  ofUL  University  at  www.ulunivet .my.com. 


Underwriters 
Laboratories  Inc. 
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IT  HAS  TO  BE  BERMUDA 


For  decades,  when  the  conversation  turned  to 
Bermuda  and  insurance,  the  tendency  was  to 
think  of  self-insurance  or  reinsurance.  For  many 
;ars  before  the  mid-1980s,  Bermuda  was  the  home  of 
"captive"  insurance,  the  form  of  self-insurance  in  which  the 
mid-Atlantic  island  had  been  a  pioneer.  And  equally,  from 
1986  to,  perhaps,  the  end  of  the  last  century,  Bermuda  also 
tood  for  traditional  reinsurance,  the  pooling  of  risks  that 
Hows  those  insured  the  comfort  of  in-depth  coverage  by  a 
more  companies. 


But  times  change,  and  the  Bermuda  j 
insurance  and  reinsurance  market  has 
beyond  recognition  in  the  past  1 0  year  ■ 
Captive  insurance  and  property  catasti 
reinsurance  are  still  to  the  fore,  but  nev 
techniques  developed  in  Bermuda  hav 
enormously  popular  worldwide  as  corr 
concerns  find  that  traditional  technique  | 
increasingly  fail  to  satisfy  their  needs. 

"The  popular  image  of  Bermuda's  in 
industry  has  focused  almost  exclusivel 
its  size,"  explains  the  Hon.  W.  Alexand 
Scott,  Premier  of  Bermuda.  "A  few  ye* 
perhaps,  that  was  the  story.  Today,  Be 
insurance  and  reinsurance  market  tells 


ndamental  strength  of  XL  Capital  Ltd's  reinsurance  companies  enables  many  of 
■rld's  best  known  insurance  carriers  to  offer  coverage  for  some  of  the  most  severe 
jres.  Our  companies  provide  commercial  property/casualty/specialty  insurance, 
ance,  financial  risk  and  credit  products.  We  are  strong  partners,  www.xlcapital.com 
RANCE   I   REINSURANCE   I   Fl  NAN  CI  AL  Experience  our  strength. 

The  XL  Capital  group  is  rated  A+  by  AM  Best. 
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CAPITAL 


FUNDAMENTAL  STRENGTH  -  CAPITAL  AND  PEOPLE 
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The  strength  to  cover  the  world's 
largest  Climate  and  Environmental  risks. 
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XL  Insurance: 

Empowering 
directors  and 
officers 


Sherron  Williams  k 
senior  vice  president  of 
professional  lines. 


The  decision  a  year  ago  by  XL  Insurance  (Bermuda) 
Ltd.  (XLI)  to  offer  its  customers  dedicated  liability 
insurance  coverage  for  independent  company 
directors  could  not  have  been  better  timed. 

According  to  XLI's  Mark  Peeters,  vice  president 
of  professional  lines  at  the  Bermuda-based 
company,  directors'  and  officers'  (D&O)  liability 
insurance  programs  were  at  that  time  already 
playing  an  increasingly  important  role  in  helping 
companies  recruit  talented  individuals  to  their 
boards  of  directors.  Given  renewed  media  attention 
to  this  subject  over  recent  months,  Peeters 
anticipates  heightened  interest  in  XLI's  A  Plus 
Independent  product. 

Providing  dedicated  coverage  for  independent 
directors  of  company  boards,  the  product  is  offered 
on  an  excess  and  difference-in-conditions  basis 
with  a  maximum  available  limit  of  $50  million  and 
is  an  extension  of  XL's  well-established  portfolio  of 
D&O  liability  programs. 

"A  Plus  Independent  was  tailored  to  meet 
demand  for  a  product  that  would  suit  the  needs  of 
customers'  independent  directors,"  says  Peeters. 
"This  product  provides  very  broad-form  coverage 
that  protects  against  non-indemnifiable  exposures. 
Typically,  these  arise  when  a  company  is  insolvent 
or  when  shareholders  have  brought  a  derivative 
action  against  the  directors  and  officers.  A  Plus 
Independent  responds  when  the  standard  D&O 
program  is  unable  to  respond,  regardless  of  the 
limit  available  on  a  standard  program.  This  provides 
the  independent  directors  with  the  added  security 
they  are  looking  for." 

Sherron  Williams,  senior  vice  president, 
professional  lines,  at  XLI,  adds:  "A  Plus 
Independent  is  designed  to  serve  and  protect 
the  unique  needs  of  independent  directors  and 
ultimately  helps  our  customers  attract  and  retain 
talented  leaders." 

http://www.xlcapital.  com 


different  tale.  The  Bermuda  Market  is  noted  for  its  ab 
create  new  products  where  others  see  only  barriers, 
defining  characteristics  of  the  Bermuda  market  today 
its  reliability  and  stability,  as  before,  but  more  and  mo 
diversity,  depth,  and  creativity." 

Successive  shocks  in  the  past  1 5  years  have  chan 
the  profile  of  insurance  and  reinsurance.  Hurricane  A 
in  1 993;  the  loss  of  the  World  Trade  Center  on  Sept. 
2001;  Hurricanes  Charley,  Frances,  Ivan,  and  Jeanne 
in  2004;  and  Katrina,  Rita,  and  Wilma  last  year  —  all 
changed  the  nature  of  the  insurance  markets  worldw 

Such  major  events  call  into  question  the  very  shap 
risk.  Many  insurance  companies  that  once  thought  tr 


In  the  last  1 5  years,  not  one 

Bermuda  company  has  proved 

incapable  of  meeting  its  liabilities 


had  a  good  handle  on  their  business  found  that  they 
misjudged  it.  Some  folded,  unable  to  meet  their  liabil 
Some  withdrew  completely  from  the  market  in  the 
of  these  extreme  manmade  and  natural  events.  Oth 
cut  back  on  the  levels  or  types  of  coverage  that  they 
willing  to  offer.  Others  still  raised  their  premium  rates 
high  that  they  made  their  products  unattractive. 

The  Bermuda  market  went  a  different  route.  In  the 
last  1 5  years,  not  one  Bermuda  company  has  prove 
incapable  of  meeting  its  liabilities,  although  a  few 
companies  have  entered  into  "run-off,"  the  state  in  v 
they  write  no  new  business  but  concentrate  on  the  c 
settlement  of  their  outstanding  debts. 

Extreme  events  leave  commercial  companies  facir ' 
dilemma.  Their  premiums  rise.  Their  deductibles  (the 
of  the  risk  that  they  must  carry  themselves)  increase. 


I 


Many  leading  insurance  companies  call  Bermuda's  sunny  clima 


pecial  Advertising  Section 


HHH83B34H& 


i  demanded  by  their  insurance 
rs  become  ever  tighter.  And, 
the  smaller  risks,  as  well 
iny  of  the  giant  risks,  simply 
)t  be  met  by  existing  insurance 
iques,  leaving  companies  unable 
rain  coverage  in  the  traditional 

3tS. 

TERENT  APPROACH 

he  Bermuda  insurance  and 
irance  companies  adopted  the 
ard  outlook,  the  recent  history 
Bermuda  market  might  be 
ifferent  from  that  of  London, 
her  European  centers,  or  the 
Americans.  What  the  Bermuda 
anies  did,  critically,  was  to 
n  a  new  paradigm.  It  would  be 


m-based  AWAC  has  developed  a  range 
'Stive  insurance  products. 


to  say  that  this  happened  only 
Tiuda,  but  the  movement  was 
m  Hamilton,  the  island's  small 
ense  capital. 

sad  of  making  the  client  seeking 
nee  fit  into  the  existing  deal 
jre,  Bermuda  companies 
ed  the  norm  and  made  the 
t  the  customer.  Insurance  and 
rance  are  ideally  suited  to  such 
>n.  Whereas  a  manufacturer  of, 
mdy  bars  must  make  a  range 
Jucts  and  hope  they  appeal  to 
stomer,  Bermuda  companies 
singly  ask  potential  clients  what 
eed,  and  generate  structures 
Jit  their  circumstances.  It  is  for 


David  Bell  is  senior  vice  president 
of  Allied  World  Assurance 
Company. 


David  Bell,  senior  vice  president,  global  professional 
lines  manager,  of  Allied  World  Assurance  Company, 
believes  that  standard  off-the-shelf  insurance 
products  meet  most  coverage  needs,  but  occasionally 
a  more  creative  solution  is  required. 

For  example:  in  the  past,  a  large  U.S.  company 
faced  claims  alleging  corporate  misconduct.  Several 
board  members  were  replaced  by  new  directors  who, 
understandably,  were  apprehensive  about  exposing 
themselves  to  personal  liability,  particularly  for  events 
prior  to  their  appointment. 

Side  A  DIC  directors'  and  officers'  (D&O)  insurance 
coverage  is  designed  to  protect  board  members 
against  claims  not  indemnified  by  their  company. 
Coverage  is  broader  and  more  personally  tailored 
than  traditional  D&O  policies,  making  this  an  attractive 
product  for  board  members  of  most  publicly  traded 
companies. 

Bell  says,  "In  this  case,  traditional  off-the-shelf  Side 
A  solutions  were  not  an  option.  Carriers  insisted  that 
the  renewing  policy  have  a  'prior  acts  exclusion,' 
eliminating  coverage  for  past  wrongful  acts.The 
expiring  policy's  limits  were  close  to  exhaustion 
because  of  existing  claims.  Claims  brought  against 
the  new  directors,  relating  to  old  issues,  would 
therefore  be  underinsured  or  uninsured.  A  creative 
solution  was  needed." 

The  broker  turned  to  Allied  World  Assurance 
Company.  AWAC's  flat  management  structure, 
depth  of  underwriting  expertise,  and  Bermuda  base 
(Bermuda  is  well  accustomed  to  Side  A  DIC)  enabled 
it  to  provide  a  solution. 

Within  48  hours,  AWAC  devised  a  program 
structure  that  would,  if  needed,  fully  protect  the  new 
board  members  from  personal  liability  for  claims  of 
wrongful  acts,  regardless  of  when  they  occurred. 

AWAC  is  a  trusted  partner  to  many  of  the  largest 
organizations  in  the  world  and  works  to  provide 
similar  solutions  every  day. 

http://www.awac.com 
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this  reason,  among  others,  that  Bermuda  has  earnec 
a  reputation  for  innovative  solutions  and  unsurpassec 
creativity. 

NEW  IDEAS  AT  WORK 

Bermuda  built  its  reputation  on  property  catastrophe 
insurance,  the  art  of  insuring  against  hurricanes, 
earthquakes,  and  other  natural  disasters.  While  thosi 
lines  of  business  remain  Bermuda  staples,  they  have 
joined  with  increasing  frequency  by  specialty  lines  su 
financial  guaranty  insurance  (for  cities  and  municipal 
life  reinsurance,  and  unprecedented  coverage  for 
situations  previously  thought  uninsurable. 

An  example:  Bermuda  has  played  its  part  in  the 
transformation  of  the  blood-bank  system  in  Canada. 
The  billion-dollar  insurance  policy  that  allows  the  sys 
to  flourish  relies  on  the  support  of  five  companies,  fo 
of  which  are  Bermuda  reinsurers.  Another:  In  2004, ; 
Bermuda  insurance  company  supported  a  landmark 
transaction,  involving  the  issue  by  a  Turkish  bank  of 
$200  million  of  1 0-year  subordinated  callable  notes, 
arrangement  was  the  first  subordinated  capital-mark' 

Extreme  events  leave  commerci 
companies  facing  a  dilemma. 


debt  deal  for  a  Turkish  issuer;  the  first  debt  issue  wit 
1 0-year  maturity  for  any  corporate  or  financial  borro' 
the  first  financial-institution  -  subordinated  deal;  an 
first  political-risk  -  supported  bank  program. 

To  the  general  public,  perhaps,  such  matters  are 
obscure,  but  to  business  and  government  people  arj 
the  world,  an  insurer  or  reinsurer  offering  flexibility  anj 
innovation  can  provide  the  means  by  which  ambitioi 
projects  can  be  realized. 

ONE  SIZE  FITS  ALL 

Bermuda's  small  size  ought  to  count  against  it  in  gle 
affairs,  but  in  insurance,  the  reverse  is  true.  "One  of 
the  key  advantages  of  Hamilton's  compressed  size  i 
that  clients  and  brokers  can  meet  with  all  the  relevai 
companies  in  a  day  or  two,"  says  Robert  Cooney,  IV 
Re's  chairman,  president,  and  CEO.  "Bermuda  is  ar 
efficient  market,  as  well  as  a  resourceful  and  origina 
one.  We  like  to  think  of  ourselves  as  part  of  a  'can-c 
marketplace."  That  attitude  has  enabled  the  Bermu< 
market  to  thrive. 
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igelo  Guagliano  is  Max  Re's  executive 
ce  president  of  the  property  and 
isualty  insurance  division. 

BC  Products  Inc.  is  a  U.S. -based  distributor  and 
larketer  of  specialized  products,  with  more  than 
1  billion  in  revenues.  The  products  ABC  distributes 
id  markets  are  quite  specialized,  and  the  general 
surance  market  was  not  willing  to  take  the  time  to 
t  with  this  potential  client  to  better  understand  its 
Derations.  As  a  result,  the  insurance  market  was 
ircing  ABC  to  take  a  higher  self-insured  retention  than 
5  risk  managers  desired. 

Despite  their  efforts  to  inform  the  underwriters  of 
BC's  actual  exposures,  they  were  being  confronted  by 
isistance  from  many  insurance  company  underwriters 


and  desperately  wanted  to  deal  with  an  underwriter  that 
understood  their  business  and  the  exposures  it  presents. 

After  meeting  with  Max  Re,  ABC's  risk  managers 
applauded  its  fresh  approach  and  asked  if  it  could  structure 
an  alternative  solution.  With  that,  Max  Re  went  to  work 
and  very  quickly  returned  with  a  solution  that  allowed  ABC 
to  maintain  a  lower  retention,  while  providing  certainty  of 
insurance  protection  over  the  next  few  years,  with  a  premium 
budget  that  could  actually  be  built  into  its  financial  plan. 

In  addition,  Max  Re  provided  the  opportunity  to  receive 
a  return  premium,  if  the  account  remained  loss-free,  which 
it  had  historically  been.  The  Max  Re  solution  also  provided 
ABC  with  the  ability  to  then  build  an  excess  program  on 
a  more  competitive  basis,  as  well  as  the  opportunity  to 
refocus  its  risk  management  efforts  from  insurance  buying 
to  improving  ABC's  risk  profile  through  the  implementation 
of  loss  mitigation  controls,  processes,  and  procedures. 

Although  Max  Re  is  a  relative  newcomer  to  the  direct 
insurance  market,  it  has  already  demonstrated  the  ability  to 
develop  unique  and  innovative  structures.  Its  relatively  small 
team  of  focused,  experienced  underwriters  has  proven  to 
be  a  competitive  advantage,  as  has  its  ability  to  respond 
quickly  to  client  needs. 
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THE  DIVIDENDS  OF  DIVERSITY 

The  roll  call  of  Bermuda  specialties 
is  impressive.  Traditional  coverages 
include  property,  liability,  and 

The  Bermuda  market 

enjoys  a  unique 

momentum. 

professional  lines  (such  as  directors' 
and  officers',  errors  and  omissions,  and 
employment  practices).  Non-traditional 
coverage  offered  includes  capped  or 
structured  insurance  and  reinsurance, 


Max  Re's  team  of  experienced  underwriters  is 
headquartered  on  Front  Street  in  Hamilton. 

multi-line  or  integrated  programs,  and, 
of  course,  a  range  of  captive  insurance 
solutions. 
Specialty  coverages  abound,  among 


ermuda: 

■     ■    ■  ■  ■  ■ 


tegrity,  and 
eputation 


Bermuda  is  a  stable,  well-regulated 
jurisdiction  with  a  highly  sophisticated 
infrastructure,  well  suited  for  all 
financial  services.  It  has  not  become 
a  leading,  blue-chip  international 
financial  center  by  chance.  The  aim 
of  the  Government  of  Bermuda  is 
to  ensure  that  investors  continue  to 
consider  Bermuda  as  their  only  option 
for  investment. 


them  aviation  and  satellite,  certificates 
of  financial  responsibility,  healthcare, 
political  risk,  surety,  terrorism,  and 
weather.  Life  insurance  and  reinsurance 
ire  a  growing  Bermuda  specialty. 
Program  insurance  and  reinsurance,  as 
well  as  treaty  and  facultative  coverages 
are  widely  available. 

"In  many  of  these  areas,  the  Bermuda 
market  offers  considerable  depth,"  says 
Scott  Carmilani,  president  and  CEO  of 

Bermuda  companies 

make  the  deal  fit  the 

customer. 


Allied  World  Assurance  Holdings,  Ltd. 
"The  market  has  grown  to  the  point 
where  not  just  one  or  two  companies 
offers  these  products,  but  many. 
From  the  insurance  or  reinsurance 
buyer's  perspective,  this  provides  an 
unparalleled  opportunity  to  find  market 
solutions  that  exactly  meet  the  need." 

A  SUNNY  FUTURE 

The  Bermuda  market  enjoys  a  unique 
momentum,  which  suggests  that  the 


As  its  insurance  and  reinsurance 
sector  shows,  the  Government  of 
Bermuda  is  ever-vigilant  in  meeting  its 
objective:  to  put  operational  systems 
in  place  and  to  ensure  that  its  working 
practices  do  not  hinder  the  development 
of  financial  products  and  services.  No 
other  formula  would  ever  be  acceptable 
to  the  people  or  the  Government  of 
Bermuda. 

Highly  professional  support 
services  include  banking,  legal, 
investment  advisory  and  accounting 
services,  combined  with  an  excellent 
communications  infrastructure  and 
daily  airline  service  to  major  gateway 


XLI  has  created  specialized  liability  insurai 
independent  directors. 

future  looks  bright  for  its  insurance 
reinsurance  sector.  Annual  premiun 
now  exceed  $100  billion.  Assets 
employed  in  the  sector  total  about 
$300  billion.  The  market  offers  cap! 
flexibility,  speed  of  action,  reliability, 
a  plethora  of  new  ideas.  No  compe 
is  able  to  offer  the  same  mix  of  pro< 
in  so  focused  a  way.  At  the  heart  o1 
the  Bermuda  success  story  is  sour' 
regulation  of  the  highest  internation 
standard,  a  highly  talented  intellect 
pool,  a  refusal  to  accept  the  status i 
and  a  highly  supportive  governmer 
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cities.  Bermuda's  economic  and  fis 
policies  continue  to  receive  excelle 
assessments  and  a  stable  investm* 
grade  credit  rating  from  Moody's  an 
Standard  &  Poor's. 

The  Government  of  Bermuda 
balances  development  with  regulal 
regimes  that  satisfy  or  exceed 
international  standards  for  best 
practices.  The  Minister  of  Finance 
often  meets  with  international  clien 
to  discuss  new  business  ventures. 
International  Business  Unit,  under 
Minister's  policy  direction,  respons 
advises  and  guides  them  through  i 
regulatory  process. 
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Check  out  this  weekend's 
show  June  10  and  11: 

New  Car  Quality:  How  did 

domestic  and  foreign  autos  fare 
in  J.D.  Power  and  Associates 
Ranking  of  Initial  Quality? 

Cost  of  Conception:  With  little 
help  from  insurance,  in-vitro 
fertilization  costs  are  just  one  of 
the  challenges  for  new  parents. 

Golf  Gadgets:  Boost  your 
game  with  cool  tools,  from  a 
watch  to  measure  your  swing 
to  a  remote  controlled  cart. 

Destination  CEO:  Doug  Morris 
of  industry  leader  Universal 
Music  Group  on  how  he's  using 
technology  in  the  digital  era. 
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IdeasBooks 

Adults  Do  the  Darndest  Thing 

REJUVENILE  Kickball,  Cartoons,  Cupcakes,  and  the  Reinvention  of  the  American  Grown-up 

By  Christopher  Noxon;  Crown;  275pp;  $23.95 


Among  viewers  18  to  34,  the  Cartoon 
Network  boasts  higher  overall  ratings 
than  CNN,  Fox  News,  or  any  cable  news 
channel.  Many  visitors  to  Disney  World 
are  adults  who  don't  go  with  children, 
helping  to  make  the  Magic  Kingdom  the 
No.  1  adult  vacation  destination  in  the 
world.  And  the  average  age  of  video 


KIclltaM.  C»Jt.o»i. 


game  players  is  29,  up  from  18  in  1990, 
according  to  the  Entertainment  Software  Assn. 

What's  going  on?  Well,  for  one  thing,  says 
Christopher  Noxon  in  Rejuvenile:  Kickball, 
Cartoons,  Cupcakes,  and  the  Reinvention  of 
the  American  Grown-up,  adults  just  wanna 
have  fun.  Put  in  the  grandest  terms,  many 
believe  that  as  they  age,  it's  still  possible  to 
sense  the  wonder,  adventure,  and  absurdity 
of  childhood.  This  impulse  toward  what  the 
author  calls  "rejuvenalia"  at  its  best  arises 
from  the  desire  to  be  free  of  plans, 
schedules,  and  to-do  lists— or,  as  Noxon 
writes,  "to  experience  time  the  way  we  did 
as  kids,  to  find  some  relief  from  the  anxiety 
of  the  future  tense."  Who  wouldn't  want  a 
little  of  that?  But  what  it  often  turns  into 
Noxon's  telling,  is  adults  buying  things 
(from  cars  to  clothes  to  music  and  movies) 
intended  for  people  half  their  age.  It's  a 
tendency  that's  both  reflected  in  and  encouraged  by 
America's  high-velocity  consumer  culture.  Noxon,  whose 
book  is  breezy,  provocative,  and  sometimes  downright 
unsettling,  worries  that  rejuveniles  may,  at  some  point, 
"morph  from  fun  and  free-spirited  to  just  plain  pathetic." 

Noxon  draws  on  history  to  show  that  rejuveniles  have  been 
around  for  ages.  Examples  include  William  Shakespeare,  Alice 
in  Wonderland  author  Lewis  Carroll,  Peter  Pan  playwright  J.M. 
Barrie,  and,  of  course,  those  like  Walt  Disney  who  saw  profit- 
making  potential  in  the  phenomenon.  The  author  identifies 
the  first  sign  of  the  commercialization  of  childhood  as  coming 
in  1889,  when  a  kid's  marble-in-a-maze  puzzle  called  Pigs  in 
Clover  became  an  adult  obsession. 

But  Noxon  also  argues  that  today's  rejuveniles— mostly 
members  of  the  urban  professional  classes,  more  likely  male 
than  female,  and,  in  some  way,  a  product  of  uncertain  times- 
have  so  grown  in  number  and  influence  that  they  are 
challenging  our  notions  of  what  it  means  to  be  an  adult.  More 
young  people  are  waiting  longer  to  leave  their  parents' 
homes,  get  married,  and  start  families.  Is  that  the  cause  of  the 
trend  or  merely  a  symptom?  Probably  both,  says  Noxon. 
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"Practical  economic  and  social  realities"— student  debt 
difficulty  of  finding  a  good  first  job,  an  unwillingness  tc 
scrimp— "have  had  an  unexpected  consequence:  They' 
created  ideal  conditions  for  the  rejuvenile,"  he  says. 

At  the  same  time,  we  live  in  a  youth-celebrating  culti 
one  we've  both  helped  create  and  bought  into.  It  seems 
you're  either  hip  to  today's  kids  or  you're  irrelevant.  It  i 
even  people  who  would  never  admit  to  being  rejuvenile 
to  any  of  the  other  equally  awkward  names  coined  by 
observers  of  the  trend,  including  "kidults,"  "adultescer 
and  "Twixters")  might  nevertheless  read  the  Harry  Pot' 
books  or  use  street  slang.  It's  behind  what  Noxon  calls 
.  "toyification"  of  everything  from  cars  to 

computers  (a  grape-colored  iMac,  anybc 
to  kitchen  gadgets.  Baby  boomers'  desiri 
things  made  for  younger  consumers  is  s 
pronounced  that  marketers  have  given  i 
name:  "downward  aspiration." 

Noxon  owns  up  to  his  own  rejuvenali!: 
dedicates  his  book  to  his  playmates,  his 
children.  He  would  call  himself  law- abkii 
and  hard-working;  he  has  a  mortgage  ai 
minivan.  But  he  would  never  say  he's  mi 
He  hates  to  talk  about  mutual  funds,  lavi 
or  even  wine— topics  he  considers  fit  onn 
consumption  by  grown-ups. 

The  other  rejuveniles  Noxon  finds  hi 

mother  who  takes  up  skateboarding  (hi 

thinks  she's  crazy)  and  two  men  who  si 

a  kickball  league.  Others  play  tag  or 

dodgeball,  build  with  LEGOs,  collect  dc 

and  paint  faces  for  a  livii 

Noxon  assures  us  that  th 

aren't  hipsters  on  a  lark. 

is  no  ironic  posturing  in 

viewing  of  the  Muppets  • 

playing  with  GI  Joe. 

Some  social  critics,  su 
journalist  Susan  Littwin 
author  of  The  Postponed 
Generation,  regard  the 
rejuvenile  impulse  as 
irresponsible,  the  result 
^——    *- "  lifetime  of  overindulgen 

When  it  comes  to  a  few  < 
people  whom  Noxon  describes,  such  as  the  woman  w 
wanted  to  make  a  career  out  of  her  passion  for  skippi 
the  middle-age  couple  who  visit  a  Disney  park  once  a 
month,  I'd  say  that  at  the  very  least  they're  taking  this 
thing  a  little  too  seriously. 

And  of  course  here's  the  strangest  thing  of  all:  Actus 
children  can't  wait  to  grow  up.  ■ 

-By  Susan  I 


Like  Peter 
Pan,  more 
and  more 
Americans  are 
refusing  to  act 
their  age 
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Innovation  Insider  Newsletter 

Creative  intelligence. 
Direct  to  your  inbox. 

Innovation  Insider  is  your  weekly  guide  to  the  creative 
people,  processes,  and  products  shaping  the  future  of 
business  —  and  driving  growth.  Get  your  competitive 
edge  every  Wednesday  with  the  week's  top  story,  best 
practices  and  metrics,  the  latest  in  design,  plus  our 
interactive  features  such  as  podcasts,  blogs,  and  reader  polls. 


Its  free! 
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Drugmakers:  A  Dose  of  Reali 

An  increasing  number  of  new  drugs  since  2003  have  fallen  drastically 
short  of  sales  expectations,  garnering  as  little  as  4%  of  the  billions  they 
were  expected  to  take  in.  These  dire  results  have  blindsided  drugmaker 
and  spooked  investors.  Why  have  so  many  new  medicines,  widely  proje 
to  be  blockbusters,  fizzled  at  launch?  The  short  answer:  managed  care. 


It's  no  secret  that  the  clout  of  managed-care  providers 
(insurance  companies  and  pharmacy  benefit  managers  who 
use  the  power  of  the  purse  to  hold  down  health  costs)  has 
been  growing  for  almost  a  decade.  But  many  pharmaceutical 
and  biotech  companies  failed  to  recognize  just  how  much  that 
transformation  challenged  their  own  business  model.  Now 
they're  scrambling  as  managed  care  is  increasingly  deter- 
mining the  winners— and  the  big  losers— in  pharma  land. 

The  strategy  used  by  managed-care  players,  called 
outcomes-based  access  (OBA),  is  central  to  understanding  the 
frequent  disconnect  between  industry  predictions  and  which 
drugs  actually  end  up  making  money.  Make  no  mistake, 
pharma  remains  a  growth  sector.  But  drug- 
makers  and  analysts  must  adapt  to  current 
industry  realities  if  they  hope  ever  to  return  to 
the  days  of  predictable  profit  growth. 


OBA  IS  A  POWERFUL  APPROACH  that  managed- 
care  companies  use  to  decide  which  drugs  to 
cover.  The  impact  of  this  new  paradigm  cannot 
be  overstated.  The  drugs  that  managed  care 
favors  enjoy  fewer  access  restrictions  and  lower 
co -pays,  while  nonpreferred  drugs  are  difficult, 
expensive,  or  sometimes  even  impossible  for  a 
patient  to  get.  When  Bruckner  Group's  annual 
Payer  Trends  Study  first  characterized  OBA  in 
2001,  most  drugmakers  considered  OBA  a 
passing  fad.  Today  it's  the  industry  standard. 

The  basis  of  OBA  is  a  simple  question:  Which  medicines 
give  the  health-care  system  the  most  bang  for  the  buck?  The 
insurance  industry  seeks  to  find  drugs  that  produce  the  best 
results  at  the  lowest  cost.  The  process  for  determining  this  is 
more  complicated  than  just  comparing  prices.  For  example, 
drugs  that  let  patients  avoid  expensive  surgeries  or  emergency 
room  visits  get  a  value  bonus,  while  those  with  costly  side 
effects  are  penalized.  So  drugmakers  need  to  find  every  last 
penny  their  drug  saves  the  insurance  system,  since  only  those 
found  to  be  most  valuable  to  payers  are  likely  to  become  hits. 

That' s  a  significantly  higher  hurdle  than  drug  manufacturers 
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To  become  a 
blockbuster, 
a  drug  will 
have  to  prove 
to  insurers 
that  it5 s  cost- 
effective 


historically  have  faced.  Indeed,  many  pharma  manager 
reared  in  an  era  when  cost  wasn't  their  primary  worry, 
there's  continuing  public  concern  that  insurers  have  ex 
their  bounds  by  overriding  physicians'  patient-care  dec 
Yet  today  health  insurers  put  the  burden  of  proof  on 
pharmaceutical  companies  to  show  in  dollars  and  centi 
their  new  drugs  are  cost-effective  to  payers.  Nifty  scien-| 
catchy  advertising  mean  little  to  payers  if  they  don't  pn 
cost  savings  or  take  treatment  to  a  higher  level.  Improv 
ments  that  provide  little  more  than  patient  convenienc 
higher  price,  like  reducing  the  dose  from  twice  a  day  to 
day,  are  valuable  only  if  a  drugmaker  can  prove  that  on 
day  treatment  means  fewer  skipped  doses 
improved  patient  health. 

"If  a  health  plan  is  spending  $100  to  $j 
or  more  per  month  for  a  drug,  we  need  to' 
that  we  are  getting  value  from  the  expend 
explains  Dr.  Robert  Seidman,  chief  pharrr 
officer  at  managed-care  leader  WellPoint 

Drugmakers  caught  unaware  of  or 
unprepared  for  OBA  are  suffering.  Expect 
blockbusters  like  Biogen  Idec's  Amevive  ( 
psoriasis  treatment  offering  new  science ; 
hefty  price  without  better  results)  and  PfLr 
Caduet  (a  combo-pill  of  two  existing  drug 
become  major  disappointments  because  ( 
Sadly,  few  drugmakers  or  investors  rou 
incorporate  OBA  considerations  into  theii 
decisions.  In  Bruckner  Group's  2006  OBA  Manufacturer 
which  measures  the  ability  to  bring  to  market  drugs  wii 
health-care  value,  only  3  of  the  top  20  pharma  and  biofc 
companies  get  a  grade  of  C+  or  better.  That's  why  drug: 
must  keep  bolstering  their  products'  ability  to  either 
significandy  improve  care  or  save  the  system  money,  or 
Doing  so  will  lead  to  managed-care  acceptance  and  larj 
revenues.  Ignoring  these  increasingly  powerful  custom 
the  other  hand,  is  the  quickest  route  to  financial  illness. 


David  Balekdjian  and  Michael  J.  Russo  are  partners  at 
Bruckner  Group,  which  provides  strategic  advice  to 
pharmaceutical  and  biotech  company  executives. 
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Why  are  our  customers  so  passionate  about  their  enterprise  software? 

Because  we  designed  it  just  for  them. 

:us  on  delivering  solutions  to  the  manufacturing  and  distribution  industries, 
r  it  is  ERP  or  supply  chain  solutions,  we  are  experts  in  solving  the  essential 
jes  our  customers  face  everyday  -  we  know  their  business,  speak  their  lan- 
guage and  make  promises  we  can  keep. 
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BY  JACK  AND  SUZY  WELCH 


Dear  Graduate 


As  an  ambitious  22-year-old  readying  to  enter  the  corporate 
world,  how  can  I  quickly  distinguish  myself  as  a  winner? 

-Dain  Zaitz,  Corvallis,  Ore. 

First  of  all,  forget  some  of  the  most  basic  habits  you  learned 
in  school.  Once  you  are  in  the  real  world— and  it  doesn't  make 
any  difference  if  you  are  22  or  62,  starting  your  first  job  or 
your  fifth— the  way  to  look  great  and  get  ahead  is  to  over- 
deliver.  For  years  you've  been  taught  the  virtue  of  meeting 
specific  expectations.  And  you've  been  trained  to  believe  that 
an  A-plus  performance  means  fully  answering  every  question 
the  teacher  asks.  Those  days  are  over. 

To  get  an  A-plus  in  business,  you  have  to  expand  the 
organization's  expectations  of  you  and  then  exceed  them,  and 
you  have  to  fully  answer  every  question  the  "teachers"  ask, 
plus  a  slew  they  didn't  think  of. 

Your  goal,  in  other  words,  should  be  to  make  your  bosses 
smarter,  your  team  more  effective,  and  the  whole  company 
more  competitive  because  of  your  energy,  creativity,  arid 
insights.  And  you  thought  school  was  hard! 

Don't  panic.  Just  get  in 
there  and  start  thinking  big. 
If  your  boss  asks  you  for  a 
report  on  the  outlook  for  one 
of  your  company's  products 
for  the  next  year,  you  can  be 
sure  she  already  has  a  solid 
sense  of  the  answer.  So  go  , 
beyond  being  the  grunt 
assigned  to  confirm  her 
hunch.  Do  the  extra  legwork 
and  data-crunching  to  give 
her  something  that  really 
expands  her  thinking— an  ^■■■■^^■^m 

analysis,  for  instance,  of  how 
the  entire  industry  might 

play  out  over  the  next  three  years.  What  new  companies  and 
products  might  emerge?  What  technologies  could  change  the 
game?  Could  someone,  perhaps  your  own  company,  move 
production  to  China? 

In  other  words,  give  your  boss  shock  and  awe— something 
compelling  that  she  can  report  to  her  bosses.  In  time,  those 
kinds  of  ideas  will  move  the  company  forward,  and  move 
you  upward. 

But  be  careful.  People  who  strive  to  overdeliver  can  swiftly 
self-destruct  if  their  exciting  suggestions  are  seen  by  others  as 
unfettered  braggadocio,  not-so-subtle  ladder  scaling,  or  both. 
That's  right.  Personal  ambition  can  backfire. 

Now,  we're  not  saying  curb  your  enthusiasm.  But  the  minute 
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To  stand  out 
among  your 
peers,  you  have 
to  overdeliver. 
But  be  careful 
to  avoid  obvious 
career  lust 


you  wear  career  lust  on  your  sleeve,  you  run  the  risk  of 
alienating  people,  in  particular  your  peers.  They  will  soc 
to  doubt  the  motives  of  your  hard  work.  They  will  see  ar 
comments  you  make  about,  say,  how  the  team  could  opt 
better,  as  political  jockeying.  And  they  will  eventually  pe 
as  an  unrestrained  striver,  and,  in  the  long  run,  that's  a  ] 
that  all  the  A-plus  performing  in  the  world  can't  overcoi 
by  all  means,  overdeliver— but  keep  your  desire  to  distin 
yourself  as  a  winner  to  yourself.  You'll  become  one  faste 

Revenue  growth  is  at  the  top  of  my  to-do  list.  What  shoul 
for  in  hiring  great  sales  professionals? 

-John  Cioffi,  Westfi 

Good  news.  You're  halfway  there,  because  you  realize  t 
great  salespeople  are  different  from  you,  us,  and  most  I 
everyone.  Which  is  not  to  say  that  salespeople  shouldn 
the  qualities  you  look  for  in  every  hire:  integrity,  intelli 
positive  energy,  decisiveness,  and  the  ability  to  executet 
just  that  they  need  other  qualities,  too.  Four  to  be  exac 

The  first  is  enormous  empathy.  Great  salespeople  fe< 
their  customers.  They  understand  their  needs  and  pres- 
they  get  the  challenges  of  their  business.  They  see  even 
through  the  customer's  eyes.  Yes,  they  represent  the  cc 
and  yes,  they  want  to  make  it  profitable.  But  they  are  g  | 
at  balancing  the  interests  of  the  company  and  the  inten 
the  customer  so  that,  even  at  the  end  of  difficult  negoti 
both  sides  would  describe  the  process  as  more  than  fai  | 

Not  surprisingly,  then,  the  second  quality  of  great 
salespeople  is  trustworthiness.  Their  handshake  meanj 
something.  They  see  every  sale  as  part  of  a  long-term 
relationship,  and  customers  usually  respond  in  kind. 

Third,  great  salespeople  have  a  powerful  mixture  of ' 
courage,  and  self-confidence.  No  one  likes  cold  calls.  B 
best  salespeople  are  so  eager  for  business  that  they  ma 
them  relentlessly  and  have  the  inner  strength  not  to  ta 
inevitable  rejections  personally. 

Finally,  the  best  salespeople  hate  the  "postman  mod 
No  offense  to  letter  carriers,  but  the  best  salespeople  lo1 
get  off  their  set  route  in  search  of  product  and  custome 
opportunities.  In  that  way,  then,  they  are  just  like  you. 
Revenue  growth  is  at  the  top  of  their  to-do  list.  But  unl 
or  any  other  boss  for  that  matter,  if  s  also  at  the  middle 
bottom.  That's  what  makes  great  salespeople  so  special  I 


Jack  and  Suzy  Welch  bok forward  to  answering  your  questio 
about  business,  company,  or  career  challenges.  Please  e-mail 
them  afthewelchway@businessweek.com.  For  their  wet 
podcast,  go  to  www.businessweekcom/search/podcasting.htr, 
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ALETA  FORCIONE  DOESN'T  HAVE  A  GREEN  THUMB. 

IN  FACT,  IF  THERE  WERE  A  COLOR  DARKER  THAN  BLACK, 

SHE'D  HAVE  THAT  COLOR  THUMB. 


Aleta  Fordone  isn't  much  of  a  gardener  but  she's  an  expert  when  it 
comes  to  helping  you  manage  your  workforce.  With  our  comprehensive 
suite  of  software  and  services,  she  can  help  you  reduce  absenteeism  to 
lower  payroll  expenses,  reduce  compliance  risk,  and  improve  productivity. 
Call  Aleta  at  (800)  225-1 56 1  or  go  to  kronos.com. 
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The  world 
is  your  oyster. 

O  Fidelity  can  help  you  find  the  pearls. 


78%  of  the  world's  investment  opportunities  lie  outside  of  the  U.S.  That's  why  we 
have  over  300  analysts  stationed  all  over  the  world.  No  one  else  comes  close  to 
that  kind  of  coverage.  The  chart  to  the  right  shows  the  fruits  of  our  international 
labor.  Look  for  our  new  fund,  the  Fidelity  International  Value  Fund. 
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'  Total  returns  are  historical  and  include  changes  in  share  value  and  reinvestment  of  dividends  and  capital  gains,  if  any. 
2  Prior  to  October  1,  2004,  International  Discovery  Fund  operated  under  certain  different  investment  policies.  Accordingly,  t 
historical  performance  may  not  represent  its  current  investment  policies. 
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iance  data  shown  represents  past  performance  and  is  no  guarantee  of  future  results.  Investment 
\nd  principal  value  will  fluctuate,  so  you  may  have  a  gain  or  loss  when  shares  are  sold.  Current 
•iance  may  be  higher  or  lower  than  that  quoted.  Visit  us  online  at  Fidelity.com/performance  for 
cent  month-end  performance. 

\bove  charge  a  short-term-trading  fee  of  1.00%  for  shares  held  less  than  30  days. 

westments  involve  greater  risks  than  U.S.  investments,  including  political  and  economic  risks  and  the  risk  of  currency 

ns,  all  of  which  may  be  magnified  in  emerging  markets. 
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Smart  move! 


investing,  consider  the  investment  objectives,  risks,  charges,  and  expenses. 

t  Fidelity  for  a  prosp  staining  this  information.  Read  it  carefully. 
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THEY'RE  LEARNING 

The  Gateses'  initial  notions  on 
how  to  fix  schools  were  naive, 
by  their  own  admission 
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As  market  jitters  spread,  investors ; 
hunting  for  havens.  But  with  so  m£ 
bubbles  about,  they're  hard  to  find 

37  Controlling  China's  Runaway  Grc 

Raising  interest  rates  or  devaluing 
yuan  would  help.  The  government 
doesn't  want  to  do  either 
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International  stocks  are  plummerk  1 
That  doesn't  bother  these  two  guru: 
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Regulators  could  batter  companies 
intentionally  made  stock  option  aw 
ahead  of  market-moving  events 
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84  Robert  Parker  Explains  Himself 

As  he  joins  the  BusinessWeek  team,  the 
renowned  wine  critic  talks  about  how  he 
got  started  and  how  he  arrives  at  his 
ratings  and  selections 

86  Parker  on  Wine 

If  s  time  to  get  out  of  that  wet  bathing 
suit  and  slip  into  a  dry  rose.  A  few  value- 
priced  choices,  as  well  as  a  splurge 
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Cycling  tours  with  stops  for  gelato; 
New  Haven  cultural  events;  champagne 
that  comes  with  flutes;  an  eco-friendly 
fungicide 
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88  Mutual  Funds:  Back  in  Action 

Sure,  the  markets  are  jittery,  but  funds 
are  doing  a  better  job  for  investors  since 
the  dot-com  smashup.  Long-term 
returns  are  up,  fees  are  down,  and, 
despite  all  the  noise  about  ETFs  and 
hedge  funds,  money  is  rolling  in 

92  No  Longer  Chasing  the  Lead  Horse 

Finally,  investors  seem  to  have  learned  a 
lesson  from  the  zoom-and-crash  '90s: 
The  steadiest  funds  win  the  race 

94  Q&A:  Putnam's  CEO  Haldeman 

The  man  hired  to  clean  up  the  mess 
says  improving  fund  performance  and 
customer  service  are  key  to  turning 
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96  Janus  is  Looking  Forward 

The  Denver-based  money  manager  has 
been  the  poster  child  for  the  mutual 
fund  industry's  ills.  Now,  though,  the 
company  is  on  the  mend 
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STREET  JOURNAL. 


When  it  came  to  our  tasting  of  "white 
goods,"  the  superpremiums  ruled  the 
day.  Here,  our  top  three  in  each 
category,  plus  our  tasters'  comments: 

LIQUOR  BRAND/PRICE*     OUR  AWARD 


Tanqueray  No. 

Ten  $26/750ml 


Smoothest 


Juniper  Green 
Organic 

$26.50/750ml 


Best 
Presentation 


HENDRICK'S; 

A  Most  Unusual  Gin 

HENDRICKSGIN.COM 


What's  Hot  This  Week^ 

BusinessWeek.coi 

Updated  every  business  day.  BusinessWeek  magazine  is  available  online  free  to 
subscribers:  Go  to  www.businessweek.com  and  follow  instructions  to  register. 


Location,  Location,  Locatioi 

When  it  comes  to  finding  the  perfect  location,  what's  essentis 
one  business  can  easily  be  an  afterthought  for  another.  So  ho 
you  determine  the  best  place  for  your  new  business? 
BusinessWeek.com's  special  report  on  the  Best  Places  for 
Entrepreneurs  provides 
a  how-to  guide  with 
key  resources  for 
finding  the  right 
home  for  retail, 
service,  manu- 
facturing, and  tech 
startups.  A  Tip  Sheet 
offers  the  dos  and 
dont's  to  get  you  in  the 
decision-making 
frame  of  mind, 
regardless  of  what 
type  of  business 
you're  starting.  Are 
you  ready  to  be  an 
entrepreneur  but  not 
sure  where  to  put 
your  skills  into 
practice?  Our  slide 
show  profiles  10 
places  that  are 
actively  recruiting 
entrepreneurs  to  start 
specific  businesses.  We  also  take  a  look  at  struggling  cities  thi 
are  applying  business-innovation  strategies  to  remarket 
themselves  as  entrepreneur-friendly  locales.  For  those  who  migh 
considering  setting  up  shop  abroad,  you  can  learn  about  the 
and  the  rewards  that  come  with  the  territory.  Lastly,  we  offer 
a  primer  on  selling  in  new  places.  For  these  stories  and  more  go 
www.businessweek.com/go/06bestplaces 

Grab  Your  TV  Clicker  This  Weekend  for: 

I  Paid  Sabbaticals  I  Researching  Mutual  Funds 
Check  your  local  TV  listings  for  program  dates  and  times.  For  video  clips  go  to  www.businessweekweekend.com 
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Memphis:  Home  of  the  blues— and  entrepreneurs,  it  hopes 


, 


ecause  Wall  Street  likes 

URPRISES 

ven  less  than  you  do. 


f  you  can  gain  the  visibility  and  control  you  need  to 
inate  financial  and  operational  surprises. 


Cognos'  solution  for  enterprise  planning  provides  the  flexibility  to  automate 
ink  all  your  financial  plans  and  forecasts  to  their  operational  drivers. 
:h  means  you  always  have  a  complete  view  of  your  organization's  performance. 

the  lead  time  and  ability  to  assess  alternatives  and  course-correct. 
f  the  top  100  FORTUNE  500®  companies  rely  on  Cognos, 
ase  it's  the  proven  way  to  avert  "predictable"  surprises. 

www.cognos.com/nosurprises  today. 


©  2006  Cognos  Incorporated.  All  rights  reserved. 


THE  NEXT  LEVEL  OF  PERFORMANCE" 


Past  performance  ls  not  a  guarantee  of  future  results.  Investment  return  and  principal  value  will  fluctuate,  and 
it  is  possible  to  lose  money  by  investing.  The  performance  of  the  portfolios  is  dependent  on  the  performance  of 
their  underlying  American  Century  funds,  and  will  assume  the  risks  associated  with  these  funds. 

Before  investing,  carefully  consider  the  fund's  investment  objectives,  risks,  charges  and  expenses. 
Call  1-877-442-6236  for  a  prospectus  containing  this  and  other  information.  Read  it  carefully. 

American  Century  Investment  Services,  Inc.,  has  entered  into  an  agreement  with  the  Lance  Armstrong  Foundation 
for  rights  to  use  the  LIVESTRONG  name.  Under  this  agreement,  every  dollar  invested  in  the  L1VESTR0NG 
Portfolios  over  the  next  ten  years  will  help  determine  the  amount  American  Century  will  pay  the  LAF  above  a 
guaranteed  amount.  Under  limited  circumstances,  the  agreement  can  be  terminated  by  either  party,  and  there  will 

be  no  future  payments.  LIVESTRONG  is  a  trademark  of  the  Lance  Armstrong  Foundation. 


©2006  American 
Century  Proprieta 
Holdings,  Inc.  All 
reserved.  The  Ann 
Century  Investmet 
logo,  American  Ct 
and  American  Cet 
Investments  are  se 
marks  of  America) 
Century  Proprieta 
Holdings.  Inc. 


YOUR  MONEY  CAN  BE  BIGGER  THAN  JUST  AN  INVESTME 

At  American  Century  Investments,  we  believe  that  being  successful  and  doing  more  can  go  hand  in  hand. 
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In  the  spirit  of  our  founder,  Jim  Stowers  Jr.,  and  his  dedication  to  defeating  cancer,  we've  created 
the  LIVESTRONG™  Portfolios  from  American  Century  Investments.  They're  a  series  of  professionally 
managed  target-date  mutual  funds  that  simplify  investing  and  are  designed  to  help  you  reach  your  goals. 
Additionally,  an  investment  in  the  LIVESTRONG  Portfolios  can  help  support  the  mission  of  the 
Lance  Armstrong  Foundation,  which  is  to  inspire  and  empower  people  affected  by  cancer. 

To  find  out  if  the  LIVESTRONG  Portfolios  are  right  for  you,  contact  your  financial  advisor, 
call  877-442-6236,  or  visit  livestrongportfolios.com. 
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"Skeptics  who  say  this  is 
the  'twilight  of  the  UAW 
—that  were  'toasf—  don't 
know  who  we  are  and 
where  we  came  from." 

-President  Ron  Gettelfinger,  at  the  union's 
34th  Constitutional  Convention 


SHT 

YOUR 
IRTOUT, 
RUS 

IS  HAVE  come  a  feather 

to  soaring  like  birds. 

by  a  set  of  6-foot- wide 

-fiber  wings, 

)opers  can  now  jump 

planes  at  33,000 

d  glide  as  far  as 

les  before 

ig  their 

and 

I  to  earth. 

aitly 

edfor 

ivy's 

operations 

the  Gryphon  wing- 

ute  system  is  made 

Jit  venture  between 

ktroniksystem-und- 

:  and  Drager.  The 

>n's  compact  size  and 


The  extra 
thrust  would 
help  parachutists  travel  even 
farther— or  let  them  jump 
from  lower  altitudes.  No 
word  yet  on  whether  the  U.S. 
military  is  interested. 

-Adam  Aston 


PICTURE 

JUST  A  CLICK  AWAY  Some 

35%  of  executive  recruiters  who  use 
le  Internet  to  check  out  prospects  say 
>y  have  eliminated  candidates  based  on 
it  they've  found  online,  up  from  26%  a 
ago.  Here's  how  job  hunters  see  it: 

fates  who  expect  recruiters  to  000/ 

lem  up  online: o2/o 


MRmnBNRBHM 


iates  who  fear  information  found  oolii 
eliminate  them  from  consideration: 


16% 


1 


fates  who  have  never  conducted 
sarch  on  themselves: 

iNet  surveys  of  100  executive  recruiters  and  136  e> 


Bracing  for 
Storm  Season 


IF  SERIOUS  HURRICANES  HIT  the  U.S.  this  fall,  as  predicted,  they 
could  batter  the  stock  market.  That's  because  insurance 
company  stocks  are  expected  to  supply  an  outsize  portion  of 
the  earnings  growth  predicted  for  S&P  500  companies  this 
year.  The  stocks  of  property- and-casualty  and  multi-line 
insurers  make  up  just  3%  of  the  index'  value.  But  given 
insurers'  low  earnings  a  year  ago,  they  may  supply  nearly 
one-fourth  of  the  15%  earnings  growth  analysts  expect  for  the 
index  in  the  third  quarter,  according  to  Thomson  Financial. 
That  growth  could  be  blown  away  by  a  round  of  nasty 
storms.  "There  could  be  a  big  impact  on  earnings  if  we  have  a 
bad  year,"  says  Thomson  research  director  Michael 
Thompson.  If  insurers'  profits  are  hit  the  way  they  were  by 
Katrina  and  Rita,  he  says,  the  predicted  S&P  500  growth  would 
be  only  11%.  It's  not  clear  how  much  insurance  stocks  could 
fall.  Some  analysts  say  shares  already  have  been  discounted  to 
reflect  heavy-weather  predictions,  even  as  earnings  estimates 
are  sunny.  Since  insurance  earnings  accounting  uses  as  many 
variables  as  weather  forecasting  does,  Thompson  advises 
investors  simply  to  keep  an  eye  on  storm  damage. 

-David  Henry- 
June  26.  2006  I  BusinessWeek  I  9 
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SCREEN  SHOTS 

TROPHY  TVs: 
THIN,  BUT  NOT 
QUITE  SO  RICH 

THIS  MIGHT  BE  the  year  flat- 
screen  LCD  televisions  get 
more  affordable.  The  reason? 
Prices  for  a  key  component, 
the  LCD  panel  itself,  are 
falling.  Taiwan's 
AU  Optronics,  the 
No.  3  panel 
producer,  has 
announced  that  its 
average  price 
would  fall  10%  in 
the  second  quarter, 
twice  the  drop  it 
estimated,  because 
of  demand  expec- 
tations that  fizzled 
when  consumers  failed  to  buy 
a  lot  of  LCD  TVs  ahead  of  the 
World  Cup.  Other  panel 
makers  are  suffering,  too.  On 
June  13,  Korea's  LG  Philips 
Displays  reported  disappoint- 
ing second-quarter  sales. 


THE  STAT 


24 

Percentage  of  CFOs 
who  are  more 
optimistic  about 
the  U.S.  economy 
than  they  were  last 
quarter,  down  from 
42%  in  the  first 
quarter.  Top  concerns: 
rising  wages,  falling 
consumer  demand, 
and  rising  fuel  costs. 

Data:  Duke  University/CFO  Magazine 
global  survey  of  980  CFOs 


Also  driving  down  prices:  a 
60%  rise  in  capacity  among 
big  panel  makers  in  Asia, 
where  manufacturers  spent 
billions  on  new  plants. 
Typically,  panel  prices  fall  by 
about  20%  a  year,  but  they've 
already  tumbled  25%  this 
year.  It  will  take  months  for  all 
this  to  work  its  way  through 
the  industry's  complicated 
supply  chain.  "I  would  expect 
prices  to  come 
down  noticeably  by 
Christmas,"  says 
David  Barnes,  vice- 
president  for 
strategic  analysis 
in  Hong  Kong  for 
DisplaySearch,  an 
Austin  (Tex.) 
research  firm. 
Barnes  forecasts  an 
average  price  of 
$1,176  for  the  benchmark  32- 
inch  LCD  TV  by  the  fourth 
quarter,  down  from  almost 
$1,500  a  year  earlier.  Dis- 
count stores,  he  says,  may 
sell  brands  from  China  for 
half  that.    -Bruce  Einhorn 


IRAQABILIA 
APPARENTLY  the 

customer 
targeting  power 
of  eBay  Knows 
no  bounds. 
Search  the  blog- 
tracking  site 
Technorati  for 

posts  about  the  death  of  Iraqi  al 
Qaeda  leader  Abu  Musab  al-Zarqawi,  and 
along  with  the  results  you'll  get  an  eBay  ad  I 
hawking  Zarqawi  collectibles.  Go  to  the  site: 
and  you'll  find  propaganda  leaflets  bearing 
Zarqawi 's  photo  (nine  bidders  at  last  checf . 
with  prices  hovering  at  about  $23),  wanted 
posters,  and  other  items,  many  of  them 
gruesomely  incorporating  images  of  his  dea 
m  all,  about  20  items  are  for  sale.  The  most 
expensive:  a  box  of  50  matchbooks  issued  I 
the  U.S.  military  advertising  a  $25  million 
reward  for  al-Zarqawi's  death  or  capture  ($' 
—Stephen  Baker  and  Louis  Lavi 
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DVATIONS    IN 


Florida  Guardian  ad  Litem  Saw  the  Future  of  Child  Advocacy. 

•  Citrix  Provided  Access. 


"Custody  rulings.  Foster  care.  Adoptions.  Our  founding  vision  was  to  give  every  abused 
and  neglected  child  in  Florida  a  strong  advocate  in  court.  Two  years  later,  we're  well  on 
our  way.  Today,  program  staff,  attorneys  and  over  5,000  volunteers  represent  more 
than  27,000  children.  Instead  of  information  in  file  drawers  scattered  all  over  the  state, 
Citrix  software  gives  advocates  secure  access  to  our  case  management  system  from 
anywhere.  Resources  are  precious,  so  we  must  apply  them  wisely,  not  waste  time 
chasing  data.  These  kids  depend  on  us.  That's  why  we're  depending  on  Citrix  to  take 
us  the  rest  of  the  way  to  advocate  every  Florida  child  in  need. " 

JOHNNY  C.  WHITE 

CIO 

Florida  Guardian  ad  Litem  Program 


Access  your  future  today  at 
citrix.com. 


lx  Systems,  Inc.  All  rights  reserved.  Citrix*  is  a  trademark  of  Citrix  Systems,  Inc. 
or  more  ot  its  subsidiaries,  and  may  be  registered  in  the  United  States  Patent 
nark  Office  and  in  other  countries.  All  other  trademarks  and  registered 
are  the  property  of  their  respective  owners. 
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HIGHER  ED 


COME  TO 

CAHL-I- 

FAW-NIA 

Academic  research  talent 
isn't  easy  to  come  by,  so 
California  has  called  in 
The  Recruitinator.  Yes,  in 
coming  weeks  top  professors 
across  the  nation  will  get  a 
phone  call  from  Governor 
Arnold  Schwarzenegger.  The 
governor  will  contact 
scientists  at  Harvard,  Johns 
Hopkins,  MIT,  and  other 
leading  schools  to  offer  them 
a  chance  to  work  for  the 
University  of  California. 
(Duane  Roth,  a  biotechnology 
exec  who  sits  on  the 
California  Commission  for 
Jobs  &  Economic  Growth,  is 
compiling  a  short  list.) 

California  business 
leaders  looking  to  bolster  the 
university  system's  star  power 
solicited  Schwarzenegger's 
help.  The  more  top  talent, 
they  figure,  the  more 
innovations  and  products  for 
local  high-tech  industries. 

Spokesperson 
Katherine  McLane  says 
Schwarzenegger  often  works 
the  phones,  urging  CEOs  to 
relocate  their  companies  to 
California.  "Anything  the 
governor  can  do  to  attract  top 
talent,"  she  adds,  "he's  more 
than  willing  to  do." 

-Louis  Lavelle 


EUROPE 

A  HINT  OF  OAK 
AND  BERRIES 
AT  THE  PUMP 

FILL  'ER  UP  with  Bordeaux? 
Biofuel  made  from  wine  will 
be  coming  soon  to  Europe's 
gas  stations.  On  June  7  the 
European  Commission's  Wine 
Management  Committee 
agreed  to  buy  as  many  as  250 
million  liters  of  French  wine, 
plus  smaller  quantities  of 
Italian  and  Spanish  wine,  to 
distill  them  into  ethanol  for 
use  as  a  gasoline  additive. 

The  plan  is  a  bailout— the 
biggest  in  recent  years— for 
European  winemakers,  which 
are  awash  in  surplus  wine. 
Rising  competition  from 
high-quality,  less  expensive 
New  World  wines  has 
dampened  sales  of  European 
offerings.  And  the  weak 
dollar  isn't  helping  since  it 


makes  European  wines  more 
expensive  for  U.S.  consumers. 
All  told,  France,  the  world's 
No.  1  winemaker,  has  seen  its 
exports  decline  almost  12% 
over  the  past  five  years. 

The  EC  will  pay  wine 
producers  from  top  regions 
such  as  Bordeaux  and  Cotes 
du  Rhone  about  4<t  per  liter 
for  their  surplus.  Producers 
from  the  less  prestigious 
table-wine  regions,  such  as 
Languedoc-Roussillon,  will 
get  about  3<t  per  liter. 

Alas,  wine  aficionados 
won't  know  what  vintage  is 


Q&A 


NOW  THAT'S  A  BUSINESS  LUNCH 


BLOGGER  and  Slate.com 

business  columnist  Dan 
Gross  did  more  than  bet  his 
lunch  money.  Riffing  on 
who  the  next  Secretary  of  the 
Treasury  would  not  be,  Gross 
promised:  "If  it's  an  A-list 
Wall  Street  CEO,  I'll  buy  a 
copy  of  Dow  36,000  and  eat 
the  first  chapter."  Following 
the  May  30  nomination  of 
Goldman  Sachs  ceo  Henry 
Paulson,  Gross  sat  down  to 
some  lightly  tossed  acid-free 
on  a  bed  of  lettuce.  ("The 
question  is  whether  Gross 
will  at  last  be  able  to  digest 
the  book's  wisdom,"  said 
James  Glassman,  co-author, 
with  Kevin  Hassett,  of  the 
book.)  BusinessWeek's  Romy 
Drucker  asked  Gross,  by 
e-mail,  what  it's  like  to  eat 
somebody  else's  words. 


Q.  Why  Dow  36,000? 

The  book  brilliantly 
encapsulates  the  intellectual 
flabbiness  and  unrealism 
surrounding  the  1990s 
culture  of  investing,  and  its 


authors  have  embraced  the 
mix  of  ideology  and  bad  ideas 
that  have  typified  the  Bush 
Administration's  approach  to 
fiscal  and  public  policy— an 
approach  that,  in  my  mind, 


being  served  at  the  pump 
"The  distillers  make  the 
fuel— ethanol— out  of  wi> 
they  do  from  beets  or  grs 
and  it  all  gets  mixed 
together,"  says  Eric 
Bontemps,  head  of  resea 
at  France's  Cooperative  VII 
Institute.  "There  won't  be 
separate  line  of  biofuel  n 
from  wine." 

For  now,  the  wine-basi 
ethanol  will  probably  be  ( 
only  in  Europe.  But  if  thd 
trend  spreads,  U.S.  cars  g 
eventually  get  a  sip,  too.  i 
-Steve) 


made  it  highly  unlikely  t 
reality-based  big  shot  Wi^ 
Street  CEO  like  Paulson  i 
would  take  the  job. 

Q.  Did  the  book  leave  a  ba 
taste  in  your  mouth? 


I  thought  it  was  tough  tc 
swallow  when  I  read  it!  'j 
A  good  balsamic  vinaign 
can  pretty  much  mask  th 
taste  of  anything. 

Q.  If  you  could  go  back  in  r  J 
would  you  choose  a  differ 
book  to  eat? 

Maybe  one  of  my  own—; 
least  I'd  get  a  royalty. 

Q.  Will  you  ever  make  a 
promise  like  this  again? 

Sure. 

Q.  What  would  your  stunt  | 

If  the  Dow  ends  the  year  | 
above  10,000,  I'll  go  to 
Alain  Ducasse  and  eat  th  | 
whole  tasting  menu. 
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Keeping  up  with  new  customers. 

Kimberly-Clark  Corporation  is  home  to  some  of  the  world's  most  trusted 
brands-like  HUGGIES  and  KLEENEX.  With  operations  in  43  countries, 
the  company  needed  to  simplify  its  operations.  HP  Services  implemented 
o  standardized  IT  environment  running  on  HP  Integrity  servers  that  helped 


echnology  into  their  operations. Today,  Kimberly-Clark  enjoys  a  41%  lower 
ICO  of  IT,  and  is  able  to  stay  ahead  of  its  customers. 


Solutions  for  the 
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Welcome,  Robert  Parkel 


WITHOUT  DOUBT,  ROBERT  M.  PARKER  JR.  is  the  world's  most 
influential  wine  critic.  His  independent  newsletter,  The  V I 
Advocate,  launched  in  1978,  now  reaches  more  than  50,0 
subscribers  in  the  U.S.  and  37  other  countries.  He  has  be 
the  subject  of  numerous  newspaper  and  magazine  articl< 


and  has  written  11  books  on  wine  that 
have  been  best-sellers  in  America, 
France,  Japan,  Germany,  Sweden,  and 
Russia.  Like  any  critic  worth  his  salt, 
Parker  has  been  attacked  by  some  who 
don't  like  the  frankness  of  his  reviews. 
But  he  has  also  been  honored  by  two 
Presidents  of  France  and  an 
Italian  Prime  Minister  for 
furthering  the  public's 
understanding  and 
appreciation  of  their 
countries'  wines. 

We  are  pleased  to 
announce  that  Bob  is  joining 
BusinessWeek  as  a  columnist. 
Each  week  he  will  focus  on 
various  wine  regions,  types  of 
wines,  or  wines  of  individual 
producers.  He'll  offer  a 
selection  of  recommendations 
featuring  price  information, 
his  widely  followed  ratings,  and,  most 
important,  his  tasting  notes.  In  these 
short  summaries,  Bob  captures  the 
essence  of  the  wine— the  color,  the 
aroma,  the  finish,  the  aging  potential— 
in  a  way  that  a  simple  numerical  rating 
alone  cannot  do. 

You'll  find  Parker's  column  in  our 
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PARKER  joins  the 
BusinessWeek  mix 


Executive  Life  section.  In  fact,  thi 
week  we  have  two  columns:  In  th 
Bob  introduces  himself  to  readers 
He  talks  about  his  transition  fron 
career  in  law  to  a  career  in  wine- 
writing,  his  thoughts  about  wine 
criticism,  and  how  he  arrives  at  h 
ratings  (page  84).  The 
on  Wine  column  that  fc 
is  the  first  of  what  you'l 
every  week— Bob's  choi 
their  ratings,  and  tastir; 
notes.  Just  in  time  for 
summer,  he  offers  a  gre 
selection  of  roses,  rang:; 
from  choices  for  everyd 
enjoyment  to  a  $150  bo 
from  Champagne. 

Bob  has  many  more 
suggestions  than  we  hs\ 
room  to  print,  but  that's 
not  a  problem.  You'll  fin 
additional  selections  at 
BusinessWeek.com/extras. 
Cheers. 

\J  EDITOR-IN-i 
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I  HARRIS  NESBITT  AND 

|         BMO  NESBITT  BURNS  ARE  NOW 

BMO  CAPITAL  MARKETS. 


BUT  WHAT'S  IN  A  NAME? 


$268,500,000,000 
in  total  assets  to  be  precise. 


BMO  Capital  Markets  reflects  the  deep  industry  knowledge  of  Harris  Nesbitt,  the  superior 

research  heritage  of  BMO  Nesbitt  Burns,  and  the  189  years  of  experience  and  significant  lending 

power  of  BMO  Financial  Group.  Together  we  have  the  North  American  investment  and  corporate 

banking  resources  and  expertise  to  bring  your  ambitions  to  life,  www.bmocm.com 


r  BANKING  I  CORPORATE  BANKING  I  TREASURY  SERVICES  |  MARKET  RISK  MA  ".TITUTIONAL  BROKERAGE  |  RESEARCH 


>er  of  BMO  Financial  Group  BMO  Fn 

ontreal  8M0  Capital  Maikets  is  a  trade  nar;:< 
ank  of  Montreal,  BMO  Nesbitt  Burns  In- 
al  Markets  Corp.  in  the  US 


ol  January  3T,  2006.  ™  Trademark  of 
real  investment  banking  group,  which 
I  in  (anada  (members  of  CIPF)  and 


ALL-WEATHER  PERFORMANCE 


Mutual  Shares  Fund— A  History  of  Strong  Performance  with  Lower  Volatility 


Mutual  Series  fund  managers  don't  try  to  forecast 
I  the  market.  Their  disciplined,  deep-value  approach 

FUNDS 

■■■■■  to  investing  focuses  on  finding  out-of-favor 
investments  with  significant  upside  potential  and  reduced 
downside  risk.  The  result— historically  solid  long-term  performance 
and  lower  relative  volatility  across  market  cycles. 

Uncovering  opportunities  that  the  market  has  overlooked 
requires  a  unique  perspective.  At  Mutual  Series,  that  comes 
from  over  50  years  of  searching  for  hidden  values  in  all  types 
of  markets.  For  details  on  how  this  perspective  may  benefit 
your  portfolio,  see  your  financial  advisor,  call  1-800-FRANKLIN 
or  visit  franklintempleton.com/mutualseries. 


FRANKLIN  TEMPLETON 
INVESTMENTS 

<  GAIN   FROM  OUR  PERSPECTIVE* 


MUTUAL  SHARES  FUND 

As  of  3/31/06 

Strong  Performance       Lower  Volatility 

Average  Annual 
Total  Returns -Class  A' 


1-Year 
3-Year 
5-Year 


10.01% 

17.32% 

7.56% 


10-Year       10.53% 


Beta" 

0.63 

0.71 

0.59 

0.60 


Before  investing  in  Mutual  Shares  Fund,  you  should  carefully  consider  the  fund's  inves 
goals,  risks,  charges  and  expenses.  You'll  find  this  and  other  information  in  the  i 
prospectus,  which  you  can  obtain  from  your  financial  advisor.  Please  read  the  prosf. 
carefully  before  investing.  Past  performance  does  not  guarantee  future  results.  Inves 
return  and  principal  value  will  fluctuate  so  that  your  shares,  when  redeemed,  may  be 
more  or  less  than  the  original  cost.  Performance  data  quoted  includes  the  maximum  5 
initial  sales  charge,  and  represents  past  performance,  which  does  not  guarantee 
results.  More  recent  returns  may  differ  from  figures  shown;  for  most  recent  mom 
performance  figures,  please  visit  franklintempleton.com.  The  fund  may  charge  a  2%  i 
redemptions  within  seven  days. 
Franklin  Templeton  Distributors,  Inc.,  One  Franklin  Parkway,  San  Mateo,  CA  94403. 


Investing  in  companies  involved  in  mergers,  reorganizations  and  liquidations  involves  special  risks.  Foreign  investing  involves  special  risks  including  currency  fluctuatioi 

political  uncertainty. 

t  The  fund  offers  other  share  classes,  subject  to  different  fees  and  expenses,  which  will  affect  their  performance.  Prior  to  11/1/96,  only  a  single  class  of  fund  shares  was  c 

without  sales  charge  and  Rule  12b-1  expenses.  Returns  shown  are  a  restatement  of  the  original  class  to  include  both  the  Rule  12r>1  expenses  and  maximum  initial  sales  ( 

as  though  in  effect  from  the  fund's  inception,  Average  annual  total  returns  represent  the  average  annual  increase  in  value  of  an  investment  over  the  indicated  periods  and  a 

reinvestment  of  dividends  and  capital  gains  at  net  asset  value. 

tt  Beta  is  a  measure  of  a  fund's  volatility  relative  to  the  S&P  500  Index.  A  beta  greaterthan  1.00  indicates  volatility  greater  than  the  market's.  Source:  Thomson  Financial  3/: 
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RNANCE  AND  GREENNESS 
RUCIAL  FOR  GROWTH 

•  IS  MISSING  from  the  analysis  in 
growth"  (Cover  Story,  June  5),  as 
5  the  BusinessWeek  50  (Cover  Sto- 
r.  3)  and  other  lists,  is  points  for 
:orporate  governance  and  a  long- 
iustainable  business  model  from  a 
nmental  perspective.  As  the  cases 
■on,  Andersen,  and  others  demon- 
strong  corporate  governance  is  vi- 
a  company's  survival  and  for  the 
eing  of  its  stakeholders, 
the  long  term,  if  we  want  to  help 
lism  reach  newer  heights  and  at  the 
ime  minimize  the  impact  on  our  en- 
tient  to  ensure  our  survival,  every 
ation,  government,  and  culture  will 
:o  focus  very  strongly  on  environ- 
1  issues.  The  path:  create  sustainable 
:tion,  delivery,  and  marketing  meth- 
r  example,  among  other  things. 

-Sumant  Dhall 
Fremont,  Calif. 

iRONIC  VOTING  AND 
•RIKING  IMPLICATIONS 

JAL  FUNDING  exceeding  $2  billion 
w  voting  machines  and  the  ap- 

of  most  voters  suggest  there  will  be 
mwide  system  of  user-friendly  elec- 

voting  machines  relatively  soon 
man,  one  vote,  one  conspiracy  theo- 
ews:  Analysis  &  Commentary,  June 
e  implications  are  striking:  There 
:  neither  the  need  nor  the  justifica- 
•r  continuing  the  Electoral  College. 
e  first  time  since  1776,  America  can 
le  a  hands-on  democracy  rather 

constitutional  republic. 

-Peter  B.  Venuto 
Bloomsbury,  Pa. 

RINCIPLE  that  votes  are  cast  in  se- 
id  tallied  in  public  is  incompatible 
'oting  systems  being  protected  as 
iecrets.  Besides  paper  trails,  or  even 
paper  ballots,  voting  systems  should 
fen  to  public  inspection,  including 
codes  and  design  specifications, 
scrutiny  helps  Linux  to  be  secure.  It 
ecy  that  invites  errors  or  fraud. 

-Arthur  M.  Keller 
Board  Secretary  and  Founder 
Open  Voting  Consortium 
Pah  Alto,  Calif. 

RGRAD  B-SCHOOLS: 

ING  OFTEN  DOESN'T  MATTER 

IE  BEST  undergraduate  B-schools," 
-  Story,  May  8):  BusinessWeek's  deci- 
showcase  undergraduate  business 
s  is  commendable.  Unfortunately 
aking  derives  from  a  single  set  of 


criteria  and  collapses  data  into  a  single 
number.  With  only  a  slight  change  in 
BusinessWeek's  variables  or  weights,  the 
list  of  top  50  schools  could  be  remarkably 
different.  In  addition,  the  BusinessWeek 
methodology  is  driven  by  weighting  crite- 
ria that  are  convenient  to  measure  but 
have  little  to  do  with  core  educational 
quality.  For  example,  higher  starting 
salaries  and  acceptance  into  other  MBA 
programs  are  not  explicit  goals  for  most 
undergraduate  business  programs. 

One  of  the  most  telling  ways  to  com- 
pare business  schools  is  to  look  at  the 
success  of  students  and  programs  in 
achieving  established  learning  objectives. 
Students  should  do  significant  additional 
research  on  prospective  schools  by  look- 
ing at  multiple  sources  of  information, 
then  carefully  match  personal  goals  with 
the  qualities  of  different  programs  to 
make  their  final  choices. 

The  top-ranked  school,  or  even  any 
ranked  school,  is  not  going  to  be  the  right 
school  for  every  student. 

-John  J.  Fernandes 
President  and  CEO 
AACSB  International 
The  Association  to  Advance 
Collegiate  Schools  of  Business 
Tampa 
Editor's  note:  The  AACSB  has  granted  in- 
ternational accreditation  to  527  business 
schools  in  30  countries. 

CORRECTIONS  &  CLARIFICATIONS 

The  stock  data  in  two  charts  accompanying 
the  June  19  Inside  Wall  Street  column  were 
inadvertently  switched.  The  chart  headed 
"Bigger  banks,  take  note"  actually  contains 
the  stock  data  for  China  Telecom,  while  the 
one  headed  "A  boost  from  DSL?"  shows 
Bank  Mutual  prices. 
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Voicesofinnovation 

A  Man  and  His  Robots 


WILLIAM  "RED"  WHITTAKER  doesn't  slip 
unnoticed  into  a  room.  An  imposing  6  feet 
2,  he  has  the  swagger  of  a  guy  who  boxed 
his  way  through  a  tour  in  the  Marines  and 
once  wrestled  a  muzzled  chimpanzee  on  a 
wager  for  beer  money.  Ambling  into  the 
machine  shop  of  Carnegie  Mellon 
University's  Field 

Robotics  Center,  which  he 
founded  in  1986  and  still 
directs,  he's  always  the 
center  of  attention. 

Whittaker,  57,  is  a  big 
man  in  another  way:  He  is 
widely  credited  with 
liberating  robots  from 
repetitive  assembly-line 
work  and  setting  them 
loose  in  the  field.  His  early 
inventions,  such  as  the 
Remote  Reconnaissance 
Vehicle  that  relayed  images 
from  inside  the 
contaminated  nuclear 
reactor  at  Three  Mile 
Island  in  1984,  were 
tethered  by  command 
wires.  Now,  they  are  truly 
on  their  own.  His  "Red 
Team"  of  two  driverless 
vehicles  completed  a  132- 
mile  course  through 
Nevada's  Mojave  Desert  in 
a  government-sponsored 
race  last  fall.  They 
navigated  solely  with  GPS 
coordinates,  downloaded 
photographs,  and  onboard 
laser  sensors.  ^^^^^^^^m 

Whittaker  is  not  a 
theoretical  scientist.  He  insists  that  all  his  robots  have 
practical  applications.  He  invented  robotic  technology,  for 
instance,  that  enables  a  tractor  to  work  a  field  essentially  on 
autopilot,  based  on  GPS  signals  and  laser  scanners  that  tell 
the  machine  where  it  is.  Deere  now  uses  the  technology  in  its 
high-end  farm  equipment.  He  also  has  his  own  company, 
RedZone  Robotics  in  Homestead,  Pa.,  which  is  testing  robots 
to  inspect  and  repair  sewers  and  water  mains.  "A  vision 


Taking  robots 
off  the  assembly 
line  and  setting 
them  loose  in 
the  field 


without  implementation  is  irresponsible,"  he  says. 

The  creations  on  display  at  the  Field  Robotics  Center's 
story  shop  on  CMU's  Pittsburgh  campus  reflect  this  stanc 
One  is  a  rubber-tracked  rover  about  the  size  of  a  desktop 
Whittaker  and  his  graduate  students  just  built  to  explore 
lunar  craters.  Another  is  a  laser-guided  explorer,  a  low-sl 
rectangle  assembled  from  the  steering  axles  of  two  ATVs 
a  welded  steel  frame,  that  can  maneuver  through  mines  I 
other  subterranean  crannies. 

Whittaker  grew  up  in  Hollidaysburg,  Pa.,  in  the  Allegr. 
Mountains  east  of  Pittsburgh.  As  a  boy,  he  picked  up  sciei 
from  his  chemist  mother  and  his  father,  an  explosives 

salesman.  He  attendel 
Princeton  University  \ 
undergraduate,  dropj 
out  to  join  the  Marin* 
then  returned  to  comi 
his  bachelor's  degreei 
civil  engineering  in  l1 
He  went  on  to  get  a 
master's  degree  and  i 
in  the  same  field  at  C) 
Feeling  unfulfilled* 
Whittaker  sought  a  n: 
challenge,  "somethin 
that  would  change  tit 
world,  something  tha 
would  be  fulfilled  in  i 
time,  that  my  own  wo 
would  be  a  big  part  o 
He  considered  compi} 
science,  then  chose 
robotics  because  it  aw 
the  realm  of  science  fiction,"  he  explains.  "There  was  no 
of  what  to  do  or  how  to  do  it.  It  was  not  so  different  froir 
where  cars  and  airplanes  were  a  century  ago." 

Whittaker  sometimes  shows  a  warped  sense  of  humoi' 
Until  this  spring  he  raised  cattle  on  the  1,000-acre  farm 
runs  with  his  wife,  Kathy  He  named  the  animals  after  hi 
graduate  students,  and  took  perverse  pleasure  in  telling 
class  which  one  was  next  up  for  slaughter.  But  the  stude 
sometimes  get  the  last  laugh.  In  the  recent  Grand  Challe 
race  in  the  Mojave,  the  $2  million  prize  went  to  a  Stanfo 
University  team  led  by  Whittaker's  onetime  protege  at  C 
Sebastian  Thrun.  Was  the  teacher  disappointed?  "The  'I 
word  isn't  much  in  my  lexicon,"  he  says.  Next  year,  the  r< 
race  moves  to  an  urban  course,  and  Whittaker  may  sign 
"The  only  way  you  can  lose  is  to  not  play,"  he  says.  II 

-By  Michael 


BusinessWeek  online 


For  a  slide  show  featuring  some  of  Whitt 
most  intriguing  creations,  go  to  www.businessweek.com/extraj 
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CELEBRATING  A  CENTURY  1 906  |  2006 


The  Transamerica  Pyramid 

Hallmark  of  Innovation,  Strength  &  Commitment 


CONSTRUCTION  PHASES  OF  THE  TRANSAMERICA  PYRAMID 


The  Egyptian  pyramids 
may  be  featured  in  history 
books.  The  Mexican  pyra- 
mids may  be  2,000  years 
old.  And  the  pyramid  at 
the  Louvre  Museum  may 
be  the  entrance  to  some  of 
the  world's  greatest  master- 
pieces. But  no  pyramid  in 
the  world  is  better  known 
as  a  symbol  of  corporate 
strength  and  innovation 
than  the  Transamerica 
Pyramid  in  San  Francisco. 

AN  ARCHITECTURAL 
MASTERPIECE 

The  idea  for  the 
Transamerica  Pyramid 
emerged  in  1968  when 
the  architect  for  the  proj- 
ect, William  L.  Pereii  a, 
noticed  that,  unlike  San 
Francisco's  light-blocking 
skyscrapers,  the  arching 
trees  in  the  city's  parks 
allowed  natural  light  to 
filter  down  to  the  streets 
below.  Wishing  to  achieve 
the  same  effect  with 


Transamerica's  new  global 
headquarters,  Pereira 
presented  then-Transamerica 
President  John  R.  Beckett 
with  an  unconventional 
design  for  the  building: 
a  glass-plated  spire  in  the 
shape  of  a  pyramid. 

The  idea  for  the  Pyra- 
mid initially  wasn't  greeted 
with  much  enthusiasm.  In 
,  fact,  there  was  widespread 
public  outcry.  Many  city 
residents  claimed  that  a 
pyramid-shaped  skyscraper 
simply  did  not  belong  in 
their  city.  But  company 
executives  worked  closely 
with  city  government  officials 
and  community  leaders 
to  quell  the  concerns  and, 
today,  it's  impossible  to 
imagine  the  San  Francisco 
skyline  without  the  grace 
and  symmetry  of  the 
Transamerica  Pyramid. 

Completed  in  1972, 
the  Transamerica  Pyramid 
ascends  48  stories  and  853 
feet  above  the  street.  At  the 


time  of  its  construction, 
it  was  the  tallest  building 
west  of  the  Mississippi; 
today  it  remains  the 
highest  building  in 
northern  California. 

STANDING  THE 
TEST  OF  TIME 

Despite  the  geological 
tremors  that  have  dis- 
turbed San  Francisco 
from  time  to  time  and 
the  seismic  shifts  in 
economies  and  markets 
that  have  shaken  the 
foundations  of  many 
financial  services  providers 
throughout  the  world,  the 
Transamerica  Pyramid 
and  Transamerica 
Occidental  Life  Insurance 
Company  remain  strong. 
Transamerica  Occi- 
dental Life  and  affiliated 
Transamerica  companies 
have  continued  to  lead  the 
industry  with  a  variety  of 
life  insurance  products, 
retirement  services,  execu- 


tive compensation  and 
business  succession  plans 
that  help  individuals  and 
businesses  plan  for  a  more  l 
secure  future. 

A  SYMBOL  OF 
STRENGTH  AND 
COMMITMENT 
The  Transamerica  Pyra- 
mid is  a  recognized  icon 
throughout  the  world. 
The  building's  skyward 
reach  and  innovative 
design  are  more  than 
magnificent  architectural  I 
features.  They  reflect  the 
.  imagination,  commitment 
and  strength  of  a  company 
founded  100  years  ago  on 
the  notion  that  customers 
come  first,  a  company 
poised  to  begin  its  second 
century  committed  to 
exactly  the  same  idea. 
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SEEN  A  LOT  OF 
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LIFE  IN 


YEARS. 


We  were  there  when  FDR  began  to  lift  the  country 
out  of  the  Great  Depression.  Did  our  part  during 
World  War  II.  Heard  Martin  Luther  King,  Jr.  tell  the 
truth.  We  were  huddled  around  the  television — 
just  like  you — when  Neil  Armstrong  took  the  first 
steps  on  the  moon.  We've  witnessed  power  shifts 
in  Washington.  And  dramatic  social  change. 
-■      We've  seen  anger.  And  joy.  And  triumph.  And  we 
understand  just  how  fast  life  can  change. 

This  year,  Transamerica  Occidental  Life  Insurance 
Company  celebrates  one  hundred  years  of  helping 
individuals,  families,  and  businesses  protect  and 
plan  for  the  future.  In  an  age  where  things  come 
and  go  very  quickly,  one  hundred  years  of  stability 
is  certainly  something  to  celebrate. 
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BY  STEPHEN  H.  WILDSTROM 


Advice  to  Students:  Pack  a  Ma 


In  a  few  months,  nearly  3  million  freshmen  will  head  off  to  college. 
Included  in  the  gear  most  of  them  lug  along  will  be  a  computer,  often 
brand  new.  This  year  I  have  some  advice  for  the  college-bound:  Unless  y« 
have  a  compelling  reason  not  to  go  with  a  Mac,  an  Apple  laptop  or  deskfo 
offers  the  best  combination  of  features,  ease  of  use,  and  value. 


While  I  have  been  a  Mac  fan  for  years, 
I  have  never  felt  strongly  enough  to 
make  the  Mac  a  default  recommenda- 
tion. But  things  have  changed.  Mac  soft- 
ware, both  the  OS  X  operating  system 
and  the  applications  such  as  iPhoto  and 
GarageBand  bundled  with  it,  have  gotten 
steadily  better,  while  Windows  seems 
stuck  in  a  rut.  Meanwhile,  new  Mac 
hardware  based  on  Intel  processors  has 
erased  the  performance  gap  between 
Macs  and  products  from  Hewlett- 
Packard,  Dell,  and  others  in  the  Win- 
dows camp.  The  move  to  Intel  also  lets  Macs  run  most  Win- 
dows programs,  either  by  rebooting  using  Apple's  Boot  Camp 
software,  or  right  on  the  Mac  desktop  using  Parallels  Work- 
station, a  program  I  described  in  my  May  1  column. 

Students  who  know  about  Windows  Vista,  the  first  major 
improvement  in  Windows  in  five  years,  might  be  inclined  to 
stick  with  PCs.  But  Vista,  which  won't  be  out  until  next  year, 
may  not  do  much  more  than  catch  up  to  OS  X.  And  before 
Vista  ships,  Apple  plans  to  release  a  new  version  of  OS  X 
called  Leopard  that  will  likely  raise  the  bar  even  higher. 

Apple,  of  course,  offers  a  much  more  limited  range  of  hard- 
ware than  Windows  vendors  do.  It  has  just  three  laptop  and 
two  desktop  lines,  excluding  the  professionally  oriented  Pow- 
er Mac  workstations.  In  laptops,  which  most  students  proba- 
bly prefer,  there's  the  13-in.  widescreen  MacBook  starting  at 
$1,099,  and  the  15.4-in.  and  17-in.  widescreen  MacBook  Pros, 
starting  at  $1,999  and  $2,799,  respectively.  In  each  case,  even 
the  base  models  are  pretty  well  loaded;  the  one  step  I  recom- 
mend, if  you  are  looking  at  a  model  with  just  512  megabytes 
of  memory,  is  to  increase  that  to  1  gigabyte. 

APPLE  OFFERS  TWO  UNIQUE  DESKTOP  designs,  either  of  which 
is  better  suited  to  the  cramped  confines  of  a  dorm  room  than  a 
Windows  desktop.  At  the  low  end  is  the  very  compact  Mac 
mini,  which  comes  without  a  keyboard  or  a  screen  and  is 
available  for  either  $599  or  $799.  The  extra  $200  buys  you 
the  Intel  Core  Duo  processor,  which  is  well  worth  the  money. 
The  other  design  option  is  the  elegant  all-in-one  iMac  with  a 
17-in.  ($1,299)  or  20-in.  ($1,699)  flat-panel  display. 


pple's 
software  has 
improved, 
but  Windows 
has  been 
stuck  inarut 


I  realize  that  there  are  a  lot  of  peo 
who  prefer  Windows— it  does  claim 
more  than  95%  of  the  market.  And  t 
are  two  classes  of  buyers  for  whom  i 
better  choice.  If  the  budget  is  really  t 
you  can  buy  a  serviceable  Windows 
laptop  or  desktop  for  less  than  the 
cheapest  Apple  products.  And  seriou 
gamers  will  want  the  power  of  a  big 
end  Windows  desktop. 

Windows  laptops  come  in  variou 
shapes  and  sizes.  While  portability 
important,  you  will  probablyl; 
A  r)T")lp'c  happiest  with  at  least  a  14-ini 

display— nearly  all  are  now 
widescreens— unless  you  plat 
use  an  external  desktop  mom 
Base  your  choice  on  features 
price,  not  brand.  And  find  ou 
your  school  has  a  deal  with  a 
manufacturer.  Going  with  th 
may  get  you  a  better  price,  ai. 
more  important,  better  servit 
For  example,  some  schools  a 
set  up  to  provide  on-site  serv 
for  the  brand  they  support. 
Windows  desktops  offer  lots  of  choices  in  processors, 
graphics  cards,  and  other  features,  but  they  almost  all  com 
one  of  two  mini-tower  alternatives:  big  and  slightly  smalle 
You'll  probably  want  a  17-in.  flat-panel  monitor,  for  $200  a 
up.  (For  more  technical  details  and  recommendations,  see 
businessweek.com/extras.) 

Whether  you  go  with  Mac  or  Windows,  today  you  will  g 

lot  more  computer  for  your  money  than  ever  before.  And  ii 

can  avoid  the  cheapest  systems,  you'll  be  buying  a  laptop  o 

desktop  that  will  serve  until  the  last  tuition  payment  is  mac 

E-mail:  techandyou@businessweei 


liasinossWeok  online 


For  past  columns  and  online-only  reviews 
go  to  Technology  &  You  at  businessweek.com/go/techmaven/ 
To  hear  Steve  Wildstrom's  podcast  on  his  latest  column,  go  to 
www/businessweek.com/search/podcasting.htm 
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MediaCentric 

Media,  Marketing,  and  Advertising  in  the  21st  Century 


BY  JON  FINE 


On  the  Sunny  Side  of  the  Stree 

This  is  an  era  when  widely  held  assumptions  about  media  companies  ai 
trashed  almost  daily.  So  lef  s  trash  another,  specifically  the  one  that  says 
traditional  media  are  hopelessly  out  of  favor  with  Wall  Street.  Because 
believe  it  or  not,  in  2006  Wall  Street  likes  Big  Media.  Year  to  date,  the 
Bloomberg  Media  Index,  which  tracks  stocks  in  27  companies  ranging 


A  Media 
Moment 

Long-stagnant 

media  stocks  are 

suddenly  beating 

the  S&P 


DEC.  30.  '05 


from  Cablevision  Systems  to 
XM  Satellite  Radio,  has  far 
outperformed  the  Standard 
&  Poor's  500-stock  index— 
7.7%  to  1.2%,  as  of  June  9. 
News  Corp.  and  Walt 
Disney,  neither  known 
recently  for  spectacular 
returns,  are  both  up  around 
20%,  as  is  cable  titan 
Comcast.  (Tribune  Co.'s 
recent  runup  over  its  stock 
buyback  plan  and 
subsequent  hopes  that  it 
may  end  up  in  play  had  little       ^ 
effect  on  the  index.) 

Given  the  current  tumultuous  climate  for  media  old  and 
new,  it's  hard  to  imagine  that  these  stocks'  sudden  vogue 
signals  an  end  to  the  sector's  turmoil.  Many  of  the  big  players 
still  lag— Time  Warner,  New  York  Times  Co.,  and  Viacom,  to 
name  but  three. 

STILL,  RIGHT  NOW  THE  MARKET  is  rewarding  certain  content- 
producing  companies  and  is  thus  buying  their  PR,  which  goes 
something  like:  "There  are  many  new  channels  and  platforms 
for  us  to  distribute  and  sell  our  wares.  Therefore,  all  this  new 
stuff  is  an  opportunity,  not  a  threat."  For  quite  a  while,  the 
reaction  to  such  thinking  could  be  summed  up  in  one  word: 
riiiiiiight.  But  after  several  months  of  announcements 
regarding  video  iPods  and  new  Web  plays,  this  Pollyanna 
view  is  spreading.  "The  pendulum  has  begun  to  swing  back 
from  a  fear  that  large-cap  media  companies  would  be  hurt  by 
a  shift  to  digital,"  says  Richard  Greenfield,  Pali  Research's 
veteran  media  analyst.  "Increasingly,  content  holders  are 
being  seen  as  beneficiaries  as  you  look  out  over  the  next  three 
or  five  years."  Fittingly,  companies  matching  Greenfield's 
description  that  made  the  best-received  first  moves  into  next- 
generation  media— Disney  and  video  iPods,  News  Corp.  and 
MySpace— have  gotten  the  biggest  market  bang. 

Greenfield's  stance  is  echoed  by  investor  Morris  Mark, 
president  of  Mark  Asset  Management,  who  likes  companies 
heavily  invested  in  what  he  calls  copyrighted  or  proprietary 
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content.  "If  you  run  ra 
broadcast  TV  [stations; 
where  you  don't  own  n  i 
of  what/  s  yours,  you  ca< 
expect  things  to  be  as  \ 
in  the  future  as  they  wm) 
the  past.  But  if  you  ere* 
the  content  and  sell  it 
through  iTunes,  throujii 
ABC.com,  through  DVT 
and  in  Europe,  if  you  c 
turn  24  into  a  movie,  tl 
different."  (Mark  own; 
in  News  Corp.,  Disney, 
Viacom,  and  Time  Wai 
Greenfield  sees  an  ups- 


Viacom,  owner  of  tons  of  cable  and  film  content,  which 
year  is  down  double  digits.  By  this  logic  there's  also  an  i 
for  Time  Warner,  home  of  Warner  Bros,  and  HBO,  but  w 
Time  Inc.  and  America  Online  could  limit  it  in  the  near 

Companies  heavily  invested  in  print,  as  in  all  newspa> 
company  stocks,  still  fare  poorly.  Radio  companies— wh 
spin  CDs  but  don't  own  them— aren't  driving  this  rally  e 
with  Clear  Channel  Communications  and  Citadel 
Broadcasting  under  water  in  2006.  Few  new  rivals  to 
Comcast  have  ensured  the  cable  giant's  strong  returns,  i 
Mark,  although  Greenfield  warns  against  the  time  when 
telcos  fully  ramp  up  their  push  into  cable. 

Of  course,  media  stocks'  current  gains  owe  much  to  jt 
how  dreadful  they  were.  The  Bloomberg  Media  Index  v  j 
down  10%  in  2005.  And  at  least  one  executive  joked  tha 
Disney's  uptick  was  due  to  nothing  more  than  former  C 
Michael  Eisner's  exit.  (On  second  thought,  maybe  he  wt 
joking.)  But  this  is  certainly  a  rare  juncture  for  tradition 
media,  which,  if  we  remember  correctly,  had  been  prettj 
much  left  for  dead  not  so  long  ago  in  favor  of  new  medi: 
players  like  Yahoo!  and  Google.  Both,  by  the  way,  are  dc 
this  year.  The  Old  Media  guys  are  outperforming  them, 
at  least  for  the  moment.  ■ 


For  Jon  Fine's  blog  on  media  and 
advertising  go  to  www.businessweek.com/innovate/FineOnMedia 


When  competing  with  other 
companies'  supply  chains, 
where  do  you  find  an  edge? 


BROWN  DO  FOR  YOU?' 


te  flexible  network  of  UPS  can  help  you  respond  quickly  to  changing  market 
nditions  anywhere  in  the  world.  That  can  save  you  from  costly  delays  and 
ininate  unnecessary  warehousing.  So  while  your  competition  may  be  forced 
)  waste  time  and  money,  you  can  remain  on  schedule  and  in  control. 

^.com/supplychain  1-800-742-5727 


Lenovo  recommends  Windows*  XP  Professional. 
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Centrino 

Duo 


HELP  DESK? 
I  DON'T  EVEN  HAVE  A  DESK. 


Don't  worry.  You  won't  need  either  one.  With  the  ultraportable  12"  widescreen 
that  can  help  take  care  of  itself,  you  —  and  your  business  —  stay  mobile. 

Introducing  the  Lenovo  3000  V100. 

It  has  a  virus  recovery  button  * 

It  has  live  phone  support  in  less  than  a  minute. 

It's  4  lbs  of  sleek  design. 

It's  an  inch  and  a  quarter  thin. 

It's  got  Intel*  Centrino'  Duo  Mobile  Technology. 

It's  got  a  keyboard  to  die  for. 

It's  a  new  kind  of  computer 
for  a  new  kind  of  world. 
New  World.  New  Thinking." 


Lenovo  3000  V100 

Intel*  Centrino®  Duo  Mobile  Technology 
Intel®  Core""  Duo  Processor  T2300E' 
Intel®  PRO/Wireless  a/b/gJ 

Genuine  Windows®  XP  Home' 

12.1"  WXGA  Vibrant  View  (1200  x  800) 

80GB  Hard  Drive.4  512MB  Memory5 

CD-RW/DVD  Combo 

Integrated  Bluetooth 

4  lbs  travel  weight  and  1.25"  thick 


Lenovo  3000  V100 

Intel®  Centrino®  Duo  Mobile  Technology 
Intel®  Core"  Duo  Processor  T2300E 
Intel®  PRO/Wireless  a/b/g 
Genuine  Windows®  XP  Home 
12.1"  WXGA  VibranTview  (1200  x  800) 
100GB  Hard  Drive;  512MB^emory 
DVD  +/-  RW  with  Dual  Layer 


Integrated  Bluetooth 


Integrated  Fingerprint  Reader 


$1,099 


4  lbs  travel  weight  and  1.25"  thick 


PN  0763-C7U 


$1,349 


To  buy  direct  or  locate  a  reseller 

call  877-LENOV01 

or  visit  lenovo.com/3000notebooks 
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What  if 
NO  ONE  COULD 
STAND  THE  HEATS 


.... 


#- 


For  125  years,  we've  put  ourselves  in  dire  situations  because  that's  where 

we're  needed.  In  the  face  of  often  impossible  conditions  we've  pressed 

tirelessly  on.  We  are  the  American  Red  Cross,  an  organization  of  volunteers 

who  give  our  time,  talent  and  strength  to  relieve  the  suffering  of  our 

neighbors  in  over  70,000  disasters  each  year. 

Serve  at  our  side.  Contact  your  local  American  Red  Cross 
in  this,  our  125th  anniversary  of  hope. 


*" 


JOIN    US    •    WWW.REDCROSS.ORG 


AMES  C.COOPER 


iliy  the  Slowdown 
fon't  Become  a  Slump 

jsehold  finances  are  strong  and  should  continue  to  shore  up  demand 


U.S.  ECONOMY 


Judging  by  the  stock  market's  swoon  in  recent 
;ks,  investors  are  clearly  worried  about  the  economic  outlook, 
ecially  for  consumer  spending.  The  way  they  see  it,  the  economy  is 
-ving,  inflation  is  rising,  and  more  interest-rate  hikes  by  the  Federal 
:erve  threaten  to  stop  growth  cold.  The  concern  is  understandable, 


that  many  economic  expansions  have  ended  exactly 
ray.  But  stockholders  are  overlooking  a  big  reason 
uch  a  scenario  isn't  likely  to  play  out  anytime  soon. 
:e  a  look  at  the  Federal  Reserve's  latest  data  on  the 
:e  sheets  of  households  and  corporations.  Over  the 
ear  household  net  worth,  which  is  the  net  of  all 
minus  liabilities,  increased  by  $4.9  trillion,  to  a 
I  $53.8  trillion  (chart).  The  boost  reflected  more 
ust  higher  home  prices,  with  gains  in  financial 
—from  bank  deposits  to  stocks  and  bonds— 
buting  the  lion's  share.  Those  increases  are  partly 
ousehold  spending  has  been  so  resilient  over  the 
ear  in  the  face  of  surging  gasoline  prices  and  rising 
st  rates. 

porate  balance  sheets  are  equally  impressive.  The 
irth  of  nonfinancial  corporations  is  up  $1.3  trillion 
i  year  ago,  to  a  record  $12.6  trillion.  Almost  all  of 
se  came  on  the  asset  side  of  the  ledger,  and  the  ratio 
lid  assets  to  liabilities  is  historically  high,  while  the 
)f  debt  to  net  worth  is  the  lowest  in  two  decades, 
strikingly,  the  sector's  $170  billion  rise  in  cash  flow 
tore  than  double  the  increase  in  capital  spending.  In 
businesses  have  unprecedented  ability  to  finance 
jperations  and  their  growth, 
tse  numbers  underscore  the  extent  to  which 
holds  and  corporations  are  shoring  up  demand. 
[y,  costlier  energy  and  the  stock  sell- off  are  hitting 
mers  hard  in  the  second  quarter,  and  companies 
jtecome  a  little  more  cautious.  The  sluggish-looking 
jata  on  retail  sales,  industrial  production,  and  job 
to  justify  that  wariness.  However,  as  of  June  14 
j  stock  indexes  are  still  above  their  year- ago  levels, 
>le  generally  strong  financial  condition  of  consumers 
tisinesses  will  help  to  assure  that  the  economic 
own  doesn't  turn  into  a  protracted  slump. 

r  NOW  CONSUMERS  are  the  bigger  worry  in  the 
k  compared  with  the  cash-rich  corporate  sector, 
especially  true,  given  the  recent  bad  news  on 
pn.  The  May  core  consumer  price  index,  which 
es  energy  and  food,  rose  0.3%  from  April,  the  third 
ectedly  large  increase  in  the  past  three  months. 
iise  suggests  the  Fed  will  push  its  target  interest  rate 


above  the  current  5%  level  at  its  meeting  on  June  28-29. 
However,  consumers'  prospects  are  probably  brighter 
than  investors  are  giving  them  credit  for.  Solid  household 
balance  sheets,  in  combination  with  tight  labor  markets 
and  healthier  wage  growth,  will  keep  consumer  spending 
moving  up  at  a  healthy  clip  in  the  second  half.  In  the  first 
quarter  household  net  worth  rose  at  an  11.1%  annual  rate 

from  the  fourth  quarter. 


HOUSEHOLD  WEALTH 
CONTINUES  TO  SURGE 


TRILLIONS  OF  DOLLARS 


'99 


'00    '01    '02    '03    '04    '05    '06 
a:  Federal  Reserve,  Global  Insight  Inc. 


That  was  the  largest 
quarterly  gain  in  more 
than  a  year,  to  a  level  that 
was  5.8  times  greater 
than  households'  aftertax 
income.  That  ratio  was 
the  highest  in  5/2  years. 

The  notion  that 
household  net  worth  is 
inflated  only  by  a  housing 
bubble  isn't  borne  out  by 
the  data.  In  fact,  wealth 
gains  have  been  well 
balanced  between  financial  assets  and  household  real 
estate.  Over  the  past  year  the  value  of  financial  assets  is 
up  $3.2  trillion,  while  home  equity— real  estate  values 
minus  mortgages— has  increased  by  $1.5  trillion.  Over 
the  past  three  years  the  rise  in  financial  assets  has  been 
nearly  three  times  greater  than  the  gain  in  home  equity. 

THE  REBOUND  IN  STOCK  PRICES  after  the  bust  in 

2000  is  a  big  part  of  the  household  wealth  story,  but 
maybe  not  the  most  important  part.  Households  have 
seen  their  stock-related  wealth  grow  by  some  $5  trillion 
over  the  past  three  years,  mainly  reflecting  gains  in 
mutual  funds  (page  89)  and  pension  funds. 

What's  gone  largely  unnoticed,  though,  is  the  high 
degree  of  liquidity  among  households.  In  the  first  quarter, 
households  held  $6.3  trillion  in  various  readily  accessible 
deposits,  including  checking  and  savings  accounts  and 
money-market  funds.  For  comparison,  that  cache  of 
funds  is  equivalent  to  67%  of  consumers'  aftertax  income, 
the  highest  percentage  in  more  than  13  years. 

Those  deposits,  along  with  the  other  components  of 
net  worth,  paint  a  very  different  picture  of  the  financial 
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health  of  households  than  does  the  government5 s  official 
measure  of  the  personal  savings  rate.  At  -1.6%  in  April, 
that  gauge  is  in  negative  territory,  implying  that 
consumers  are  outspending  their  aftertax  incomes. 

But  consumers  are  also  spending  part  of  their 
increased  wealth.  Economists  generally  agree  that  about 
4<t  of  every  additional  dollar  of  wealth  gets  spent.  For 
example,  4%  of  the  $4.9  trillion  rise  in  wealth  over  the 
past  year  is  equivalent  to  about  a  third  of  the  increase  in 
consumer  spending  over  the  same  period.  Studies  also 
show  that  wealth  gains  affect  spending  growth  with  a 
lag.  That  is,  increases  in  net  worth  over  the  past  year  will 
continue  to  support  spending  in  the  coming  year. 

What  about  the  argument  that  consumers  are 
vulnerable  because  they  are  up  to  their  eyeballs  in  debt? 
Well,  the  data  show  that  household  liabilities  in  the  first 
quarter,  led  by  a  record  share  of  mortgage  debt,  were  1.3 
times  greater  than  aftertax  income,  an  all-time  high.  The 
numbers  also  show  that  household  assets  were  7.1  times 
greater  than  aftertax  earnings,  also  a  record.  Households 
are  carrying  a  lot  of  debt  because  they  can  afford  to  do  it. 

FROM  NOW  ON,  INCREASES  in  household  wealth  are 
bound  to  slow,  mainly  reflecting  a  continued  cooling  in 
home  price  appreciation.  So  far  the  slowdown  in 
housing  prices  has  been  gradual,  but  it  probably  has 
much  further  to  run.  Home  inventories  continue  to  rise, 
and  the  markets  for  condominiums  and  co-ops  keep 
weakening.  However,  for  household  net  worth  to  decline 
enough  to  seriously  damage  consumer  spending  and  the 


FOR  CON! 


PERCENT  CHANGE  FROM  PREVIOUS 
.  QUARTER,  ANNUAL  RATE 


economy,  both  home  values  and  stock  prices  would 
have  to  collapse. 

Barring  such  a  debacle,  even  if  home  values  don't 
at  all,  likely  gains  in  financial  assets  will  allow  house 
wealth  to  keep  expanding,  if  at  a  slower  pace  than  i 
recent  years.  Also,  home  equity  stood  at  $11.4  trillior 

the  first  quarter,  neai 
double  the  level  at  th 
end  of  1999.  That  m< 
many  homeowners  a 
holding  large  untapj 
capital  gains. 

Currently  consum 
are  struggling  with  j| 
per-gallon  gasoline. 
Retail  sales  in  May  e 
only  0.1%  above  Apr 
The  broader  messagu 
from  sales  is  that  we 
consumer  spending ; 
going  to  be  a  big  drag  on  overall  economic  growth  tl 
quarter  (chart).  But  expect  consumers  to  look  a  littlei 
livelier  in  the  second  half.  Gas  prices  have  topped  ot 
and  households  will  not  likely  suffer  the  sudden  loss 
purchasing  power  that  hit  second-quarter  spending. 
Of  course,  tropical  storm  Alberto  is  a  reminder  th 
anything  can  happen  during  hurricane  season.  But  6 
after  last  year's  storms,  households  proved  their 
resilience  with  a  strong  rebound  in  the  first  quarter,  i 
thanks  in  large  part  to  their  rock-solid  balance  sheetB 
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SMALL  BUSINESS 


Upstarts  Plan  to  Keep  On  Spending 


SMALL  COMPANIES  may  be  divided 
about  prospects  for  the  U.S.  economy. 
But  on  balance,  business 
fundamentals  still  appear  to  be 
favorable.  That's  a  reassuring  sign  for 
capital  spending  and  hiring  by  small 
companies,  even  if  growth  cools. 

A  PricewaterhouseCoopers  first- 
quarter  survey,  which  ran  from  late 
February  to  May,  showed  76%  of  the 
fast-growing  small  businesses- 
averaging  an  annual 
growth  rate  of  about 
25%— said  they  were 
optimistic  about  the 
U.S.  economy  for  the 
coming  year. 

That  upbeat  view 
contrasts  with  the 
latest  Small  Business 
Optimism  Index 
produced  by  the 
National  Federation 
of Independent 
Business  (NFIB).  The 


SMALL  BUSINESSES 
STILL  UPBEAT 


PERCENT 
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May  reading  fell  to  98.5,  from  100.1 
in  April.  But  that  lower  number  is  not 
a  big  surprise.  The  index  "is 
following  its  typical  pattern  during  an 
expansion,"  says  NFIB  Chief 
Economist  Bill  Dunkelberg. 

Both  surveys  reveal  that  small 
businesses  are  in  good  shape  heading 
into  the  second  half  of  2006.  Quickly 
growing  companies  still  see  revenues 
increasing  over  22%  in  the  next  12 
months.  More  NFIB 
respondents  said 
earnings  and  sales 
picked  up  in  the  latest 
three  months  vs.  the 
prior  three-month 
period,  which 
included  a  record 
warm  January.  Sales 
expectations  held  firm 
with  a  May  reading  of 
20,  vs.  21  in  April. 

Favorable  forecasts 
should  fuel 


investment  and  hiring.  The  num  t 
of  companies  that  plan  to  make 
capital  investments  in  the  comin  j 
year  did  fall  five  percentage  poini 
both  surveys.  But  among  the  4l9; 
fast-growing  businesses  that  exp.| 
to  invest,  the  average  of  planned 
outlays  was  a  solid  13.5%  of  reve  i 
The  NFIB  survey  showed  a  sli| 
larger  share  of  businesses  cut  pa  ' 
thari  added  workers  in  the  past  t 
months.  Yet  more  companies  tha  I 
not  still  plan  to  hire.  An  histories 
large  25%  also  reported  job  oper 
due  in  part  to  an  increased  inabi 
find  qualified  workers,  a  point  ec 
by  the  PricewaterhouseCoopers 
survey.  About  half  the  responder 
cited  labor  quality  as  a  potential 
barrier  to  growth,  beating  out  hi 
energy  costs  and  demand  concei 
If  s  likely  a  good  sign  that  manaj 
are  still  more  concerned  about  tl 
own  needs  than  a  slowing  econo 
-By  James  Mehring  in  Nev 
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Bourses  Tremble  Hawkish  central  bankers  are  scaring 
the  daylights  out  of  investors.  Markets  from  Turkey  to  Hong 
Kong  tumbled  on  June  13,  extending  a  month  of  losses.  One- 
day  declines  ranged  from  1%  on  the  S&P  500  to  2.5%  in  Aus- 
tralia (photo)  to  9%  in  Russia.  Investors  think  the  Fed  will 
prove  its  anti-inflation  mettle  by  raising  its  benchmark  rate 
to  5.25%  on  June  29  and  may  tighten  again  in  August.  And 
rate  hikes  are  likely  in  Europe  and  Japan. 

The  worry?  That  the  cure  for  inflation— high  rates— will 
be  worse  than  the  disease.  Washington  said  on  June  13  that 
U.S.  consumer  prices,  excluding  food  and  energy,  rose  0.3% 
in  May.  But  in  a  sign  that  inflation  isn't  investors'  No.  1 
bugaboo,  gold  fell  $42  an  ounce,  to  $562.50. 

See  "Bubble,  bubble,  who's  in  trouble  ,"  page  34, 

EMU*  and  "The  real  threat  to  the  global  economy," 

www.businessweek.com/go/tbw 


Options  Watch  Monster  Worldwide.  Macrovision.  Meade  In- 
struments. Cyberonics.  The  list  of  companies  facing  Justice 
Dept.  or  SEC  inquiries  in  the  options-timing  scandal  grew 
still  longer  this  week  and  now  stands  at  roughly  40.  Most 
of  the  investigations  involve  possible  backdating,  but  the 
Cyberonics  case  raises  a  new  issue:  Whether  companies 
spring-loaded  options  by  lavishing  them  on  execs  just  be- 
fore the  release  of  news  that  would  goose  the  stock. 

See  "Another  Shady  Way  to  Dole  Out  Options," page  40 


China  Sets  a  New  Record  Riddle:  what's  really  big 

and  keeps  getting  bigger  despite  everyone's  efforts  to  do 
something  about  it?  China's  trade  surplus,  that's  what.  On 
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June  12,  Beijing  said  it  had  set  a  record,  $13  billion,  in  I 
topping  the  previous  mark  of  just  over  $12  billion  last 
tober.  The  May  number  is  also  up  44%  from  a  year  eai 
China  has  answered  cries  of  dismay  from  the  U.S.  and 
er  trading  partners  by  letting  the  yuan  inch  up,  bul 
highly  unlikely  to  let  it  leap  by  the  20%-plus  that  woul 
needed  to  tame  the  trade  surplus. 

See  "The  fire  this  time  in  China,"  pag 


IS  Arceior  Hedging?  Luxembourg  titan  Arcelor  tui 
its  back  on  Mittal  Steel's  latest  $32.6  billion  bid  on  Jun 
and  said  it  would  go  ahead  and  buy  Russia's  Severstal. 
there  are  signs  Arcelor  is  keeping  its  options  open.  D: 
tors  said  they  "mandated  the  group  management  boai 
meet"  with  Mittal  to  discuss  terms,  and  talks  are  ui 
way.  A  source  close  to  Arcelor  says  it's  now  up  to  M 
founder  and  CEO  Lakshmi  Mittal  to  pony  up  more  monej 


A  Downdraft  for  Airbus  The  world's  largest  passe 
jet  is  turning  into  a  megaproblem  for  Airbus  and  its 
ent,  European  Aeronautic  Defence  &  Space.  On  June  14,  Et 
shares  plunged  26%  after  the  company  said  A380  pro 
tion  setbacks  would  trim  operating  profits  by  $2.5  bi 
from  2007-10.  The  delays  mean  that  some  airlines; 
have  to  wait  about  a  year  longer  than  expected  to  get 
planes,  and  they  may  cancel  or  scale  back  orders  fon 
555-seat  superjumbo. 

EMH>  See  "Airbus's  behemoth  hits  turbukr 
www.businessweek.com/gCf 
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S'lC  Transit  TranS  Fat?  Everyone  knows  a  fast-food 
isn't  good  for  you.  But  it  shouldn't  have  to  be  so  bad, . 
tends  the  Center  for  Science  in  the  Public  Interest.  The  sel 
pointed  watchdog  sued  Yum!  Brands'  KFC  unit  on  June 
force  the  fried-chicken  chain  to  stop  using  oils  that  coi 
trans  fats,  which  boost  so-called  bad  cholesterol  ant 
crease  chances  of  heart  disease.  KFC  calls  the  suit  "f 
lous"  and  explains  that  it  hasn't  found  a  substituti  L 
trans  fats  that  gives  its  chicken  the  same  flavor.  Wendy) 
contrast,  said  on  June  8  that  starting  in  August,  its  i  ^ 
and  chicken  will  be  virtually  free  of  trans  fats. 
^^^^^^_  I  la 
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Tribune  Tribulations  wm  2006  go  down  as  the  yea 

newspaper  industry  cracked  up?  On  June  14  the  Chai 
family,  which  in  2000  sold. its  Times  Mirror  to  Tribune  Coi 
controls  12%  of  Tribune's  stock,  said  the  company's  st 
gy  had  "failed"  and  demanded  "prompt  and  meanii 
strategic  action."  The  family  wants  to  split  Tribune's  n 
paper  and  TV  businesses  and  explore  selling  off  some 
of  its  newspapers.  Earlier  this  year,  Knight-Ridder  was 
to  McClatchy  in  the  wake  of  similar  investor  demands, 
denly,  if  s  possible  Tribune  could  be  in  play  before  lon    r 


Shelling  Out  in  Detroit . . .  gm  has  found  a  soiuti 

some  of  its  union  woes:  Just  keep  cutting  checks.  The 
maker,  the  UAW,  and  bankrupt  parts  maker  Delphi,  a  fo 
GM  unit,  agreed  on  June  9  to  severance  payments  of 


,000  for  Delphi  workers.  That  should  help  Delphi 
6,000  more  of  its  30,000  high-wage  union  employ- 
ee three  sides  had  already  crafted  a  deal  in  March  in 
h  GM  would  buy  out  30,000  of  its  workers  and  some 
alphi.  Meanwhile,  UAW  President  Ron  Gettelfinger  on 
13  released  a  grim  report  hinting  that  more  pain  lies 
i  for  a  union  that  has  already  made  previously  un- 
able concessions  to  Ford  and  GM.  Not  helping  union 
ons  was  a  June  14  report  in  The  Oakland  Press  in  Pon- 
Mich.,  that  Ford  plans  to  pour  $9.2  billion  into  Mexi- 
eating  up  to  150,000  jobs  over  the  next  decade. 


illd  in  Germany  Who'll  win  this  game  of  no-limit 
'em?  Volkswagen  brand  chief  Wolfgang  Bernhard  an- 

ced  on  June  12  that  the  company  must  scrap  its  un- 
letitive  28.8-hour  workweek  and  go  back  to  a  35- 
week  for  the  same  pay.  That  could  save  VW  up  to  $1.3 
n  a  year,  analysts  say.  Germany's  powerful  IG  Metall 
l  scoffed  at  the  idea.  Management  says  that  if  unions 
go  along,  the  next  VW  Golf  won't  be  produced  in 
iburg.  But  labor  has  good  hole  cards,  too:  VW  signed  a 
in  2004  that  prevents  forced  layoffs  until  2011.  VW  is 
iy  offering  buyouts,  and  the  ante  is  sure  to  go  up. 

lasil  GetS  the  O.K.  If  you  had  to  pick  a  Holy  Grail 
ig  Pharma,  a  vaccine  that  prevents  cancer  would  be  a 
g  candidate,  right?  Well,  here  comes  Gardasil.  The 
m  June  8  approved  the  Merck  drug,  which  protects 
ist  the  sexually  transmitted  human  papillomavirus 
)  that  causes  cervical  cancer.  Worldwide,  cervical  can- 
11s  about  233,000  women  a  year,  4,000  of  them  in  the 
Demand  for  the  vaccine  should  be  huge.  Analysts  fig- 
ardasil  could  bring  in  $2  billion  to  $4  billion  a  year. 


Exit  of  the  Week 

man  who  came  to  define  corporate  blogging  is 
king  away  from  his  soapbox.  Robert  Scoble,  a  techni- 
:vangelist  at  Microsoft,  revealed  on  June  10  that  he's 
ing  for  a  job  with  PodTech.Network,  a  Silicon  Valley 
tup.  His  Microsoft  blog,  called  Scobleizer,  started  in 
0  and  became  must  reading  for  in- 
ors,  competitors,  colleagues,  me- 
-just  about  anyone  interested  in 
ning  about  the  behemoth  of  Red- 
id, Wash.  He  won  fans  by  penning 
arnished  opinions  about  products 
policy,  sometimes  biting  the  hand 
fed  him.  But  rather  than  tarnish 
employer,  the  blog  seemed  to  hu- 
lize  it.  Scoble  even  became  an  au- 
•  along  the  way,  co-writing  Naked 
versations:  How  Blogs  Are  Changing  the  Way  Busi- 
es Talk  With  Customers  with  Shel  Israel.  PodTech 
luces  and  distributes  podcasts,  which  are  audio 
video  programs  that  computer  users  can  download 
heir  PCs  or  portable  media  players.  There,  Scoble 
help  dream  up  programming.  And  fear  not:  He'll 
?  on  bloggin'. 
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GLOBAL  ECONOMICS 


BUBBLE,  BUBBLE, 
WHO'S  IN  TROUBLE! 


Worried  investors  are  hunting  for 
safe  havens.  But  with  so  many 
bubbles  about,  if  s  anyone's  guess 
which  way  to  turn.  BY  MICHAEL  M ANDEL 


TOO  MANY  BUBBLES,  TOO 
many  potential  busts— 
that's  what's  confusing  the 
global  financial  markets 
these  days.  Housing  mar- 
kets are  sky-high  from 
Boston  to  Shanghai.  Stock 
prices  in  India  and  Russia  have  roughly 
doubled  in  two  years,  with  emerging  mar- 
kets such  as  Turkey,  Indonesia,  and  Ar- 
gentina not  far  behind.  Prices  for  copper,  oil, 
and  aluminum  have  enjoyed  equally  outsize 
gains.  The  factory  and  office  construction 
boom  in  China  continues  in  full  swing,  cre- 
ating the  potential  for  massive  overcapacity. 
And  then  there's  the  Houdini  of  levitating 
currencies,  the  U.S.  dollar,  which  many 
economists  fear  could  tank  at  any  moment 
because  of  massive  trade  deficits. 

In  this  world  of  bubbles,  investors  see 
central  banks  armed  with  giant  pins 
they're  prepared  to  use.  The  latest  U.S.  in- 
flation numbers,  released  on  June  13  and 
14,  came  in  stronger  than  economists  ex- 
pected, making  it  almost  inevitable  that 
the  Federal  Reserve  will  continue  to  raise 
rates.  The  Bank  of  Japan  and  the  European 
Central  Bank  are  tightening  monetary  pol- 
icy as  well,  depriving  markets  of  the  low- 
cost  capital  that  helped  fuel  the  global 
booms.  Traders  have  reacted  since  May  11 
by  bolting  from  most  markets,  from  U.S. 
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stocks  to  commodities,  emerging  markets 
to  gold.  "The  "days  of  cheap  money  are 
coming  to  an  end,  and  a  lot  of  investors  are 
getting  nervous,"  says  Stephen  Gallagher, 
chief  U.S.  economist  at  French  investment 
bank  Societe  Generale. 

But  for  ordinary  investors  and  big  insti- 
tutions trying  to  place  their  bets,  there's  a 
big  unanswered  question:  Which  bubble 
or  bubbles  are  going  to  pop  and  which 
ones  will  prove  sustainable?  Will  the  U.S. 
be  hit  the  hardest,  or  China,  or  commodity 
markets?  If  housing  prices  plunge  in  the 
U.S.,  will  the  ensuing  economic  collapse  be 
limited  to  the  U.S.  or  spread  worldwide? 

No  one  wants  to  guess  wrong,  since  be- 
ing stuck  in  a  full-scale  bust  can  wipe  out 
years  of  gains.  For  example,  the  NASDAQ 
Composite  Index  lost  three-quarters  of  its 
value  from  2000  to  2002.  In  fact,  one 
could  argue  that  the  single  most  impor- 
tant decision  an  investor  can  make  is  to 
get  out  of  the  way  of  a  collapsing  market. 

RADICAL  DIVERSIFICATION 

UNFORTUNATELY,  if  s  nearly  impossible  to 
divine  which  part  of  the  global  financial  sys- 
tem will  crack,  if  any.  As  former  Fed  Chair- 
man Alan  Greenspan  said  in  a  2002 
speech,  it's  "very  difficult  to  definitively 
identify  a  bubble  until  after  the  fact— that  is, 
when  its  bursting  confirmed  its  existence." 


He  was  speaking  about  the  U.S.  stock  n 
ket  boom  of  the  '90s,  but  predicting  bus 
even  more  tricky  in  today's  global  econc 

How,  then,  should  investors  deal  V 
this  fundamental  uncertainty?  One 
tion  is  to  withdraw  money  from  any  ri 
market  and  shift  it  into  safe  havens  s 
as  money  market  funds.  That's  certai 
happening,  with  taxable  money  mai. 
funds  up  $61  billion,  or  3.6%,  in  200n 
far,  according  to  Money  Fund  Report! 
industry  newsletter,  compared  with  a 
cline  in  the  same  period  in  2005. 

The  other  option  might  be  called  rac 
diversification:  the  aggressive  spreadin 
investments  across  sectors  and  region 
has  the  advantage  of  ensuring  that  i 
bubble  bursts  in  one  market,  it  affects  ( 
a  small  portion  of  an  investor's  assets. 

What's  strange  is  that  the  finan 
markets  have  a  bad  case  of  the  jitters 
when  the  fundamental  economic  pici 
looks  better  than  ever.  Economists  at 
International  Monetary  Fund  rece 
raised  their  forecasts  for  global  growt 
2006  from  4.3%  to  4.9%.  Their  expe 
tions  for  2007  went  up  as  well. 

And  while  many  markets  around 
world  have  experienced  impressive 
clines  over  the  past  month,  most  are  stil 
over  a  longer  time  span.  Japan's  Nikk 
25%  higher  than  it  was  two  years  ago, 
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Rout 

Stock  and  commodity 
markets  have  plunged. 
These  bubbles  show  the 
declines  from  May  11 
to  June  14  for 
selected  markets. 


spite  having  lost  15%  since 
May  11.  India  is  up  88%  de- 
spite its  recent  28%  plunge. 
Russia  is  still  up  125%  over  two 
years,  even  after  a  26%  slide. 

Still,  if  we  learned  anything  in  the  boom 
and  bust  of  the  past  decade,  it's  that  the  bot- 
tom can  be  further  down  than  anyone  ex- 
pects. That  has  housing  watchers  nervous. 
A  new  study  from  econonomic  consulting 
firm  Global  Insight  Inc.  and  financial  com- 
pany National  City  Corp.  estimates  that  71 
-^  metro  regions  in  the  U.S.  are 
"extremely  overvalued." 
High  Frequency  Eco- 
nomics in  Valhalla, 
N.Y.,  is  predicting  a  re- 
cession starting  in  the 
first  quarter  of  2007, 
largely  because  of  a 
slump  in  housing  sales. 
"We  see  people  just  walking 
away  from  the  market,"  says  Carl  B.  Weis- 
berg,  chief  economist  at  HFE.  "This  is 
enough  to  drag  our  economy  down  to  a  full 
halt  by  the  end  of  the  year." 

Worried  investors  seem  to  have  factored 
in  a  bust  in  two  shifts:  First,  housing  sector 
stocks  began  tumbling  earlier  this  year; 
now,  the  broader  markets  are  falling— a 
sign  of  growing  fears  that  economic 


S&P 


growth  is  about  to  slow  down.  Yet 
while  housing  markets  have 
cooled  from  their  torrid  pace, 
there's  no  sign  of  a  collapse. 

Similarly,  the  U.S.  dollar  has 
defied  gravity  far  longer  than 
experts  expected.  A  new  study 
from  a  team  of  economists  led  by 
Richard  H.  Clarida  of  Columbia  Uni- 
versity calculates  that  the  U.S.  current-ac- 
count deficit,  now  almost  7%  of  GDP, 
is  substantially  above  the  2%-to- 
3%  level  that  should  have  trig- 
gered a  large-scale  dollar  depre- 
ciation. Yet  the  greenback  has 
stayed  relatively  strong  against 
a  broad  basket  of  currencies, 
dropping  by  only  6%  over  the 
past  two  years.  Big-time  investors 
such  as  Warren  Buffett  and  Bill  Gross 
are  betting  that'll  change  (page  38). 

Should  worried  investors  shift  money  out 
of  dollars?  Perhaps,  but  it's  easy  to  imagine 
scenarios  in  which  U.S.  equities  look  relative- 
ly safe,  compared  with  the  alternatives.  For 
example,  the  Chinese  government  could  be 
forced  to  clamp  down  heavily  on  borrowing 
to  avoid  overheating  (page  37).  That  could 
have  the  effect  of  stalling  Chinese  growth, 
which  would  also  reduce  the  demand  for 
commodities  around  the  world.  Or,  investors 
could  suddenly  get  worried  about  taking  risks 
in  small  economies  and  recoil  from  them. 
There  "could  be  a  crisis  somewhere,  whether 
it's  Turkey  or  India,"  says  Joseph  Quinlan,  a 
market  strategist  for  Bank  of  America.  "Then 
there  would  be  even  further  outflows  from 
emerging  markets.  You  would  see  a 
flight  to  quality." 

Still,  not  everyone  is  worried 
about  problems  in  China  or  an 
emerging-market  bust.  Wein- 
berg points  out  that  China's 
enormous  growth  in  exports  to 
the  U.S.  hinges  on  increasing 
penetration  of  the  U.S.  market, 
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which  should  continue  even  i 
U.S.  recession.  And  as  long 
China  can  keep  growing,  it  < 
keep  buying  raw  materi 
from  other  developing  nario 
If  confusion  reigns  over 
markets,  one  universally  fea 
wild  card  is  the  role  of  hec 
funds  (page  112).  With  more  d 
$1.25  trillion  in  assets,  much  of  it  deplo; 
in  derivatives  and  other  exotic  securit 
hedge  funds  may  be  vulnerable  if  there 
sharp  and  unexpected  movements 
prices.  No  one  knows  how  big  the  dan 
might  be,  since  the  number  of  hedge  fiii 
has  grown  so  rapidly  in  recent  years, 
there  are  enough  little  guys, 
if  s  more  difficult  to  con- 
trol because  if  s  not 
necessarily  concen- 
trated in  one  area 
where  the  Fed  can 
intervene,"  says 
Gallagher. 

If  hedge  funds  start 
going  bust,  the  speed  of 
capital  flows  could  be  breath- 
taking. Regulators  and  investors  fear  th 
wipeout  in  one  market  or  asset  class  cc 
spread  to  the  whole  global  financial  syst 
"The  normal  degree  of  danger  of  a  fmam  2 
crisis  is  15%,"  says  Stan  Shipley,  manag 
director  for  short-term  forecasting  at  In  l|t! 
national  Strategy  &  Investment,  an  a 
nomic  analysis  firm  in  New  York 
would  now  put  that  much  higher,  over  25 
And  then  there's  the  possibility  t 
there  will  be  no  bust  at  all 
global  economy  will  pass  thi 
siliency  test,"  says  Edwi 
Yardeni,  chief  inves 
strategist  for  Oak  Asso 
Ltd.  "I  think  everything's 
ing  to  settle  down."  He 
hoping  he's  right.  ■ 

-With  Peter  Coy  in  New  ]  erhi 


The  Sum  of  All  Fears 

As  central  banks  tighten,  investors  sense  that  something  has  got  to  give-but  they  don't  know  what 
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HE  FIRE  THIS  TIME 
I  CHINA 

ging  growth  means  Beijing  must  raise 
es  or  devalue  the  yuan.  Both  are  risky 


HAN  BREMNER 

N  RECENT  WEEKS,  INVESTOR 
worries  about  rising  interest  rates 
and  an  economic  slowdown  in  the 
U.S.  have  sent  shares  across  the 
globe  into  a  tailspin.  But  another 
potentially  more  substantial  con- 
cern is  lurking  in  the  background: 
cheating  China. 

!  mainland  economy  isn't  out  of 
)1  just  yet,  but  the  financial  data  are 
ing.  First-quarter  growth  hit  a  tor- 
.3%  and  industrial  production  in 
iurged  by  nearly  18%,  the  fastest 
i  two  years.  China's  global  trade 
is,  meanwhile,  hit  $13  billion  for 
anth,  up  from  $9  billion  a  year  ear- 
nd  exports  climbed  25%.  When 
export  earnings  are  converted  into 
they  produce  a  tidal  wave  of  excess 
hat  feeds  ultraloose  bank  lending, 
n  turn  leads  to  real  estate  bubbles 
o  many  new  factories,  office  build- 
ind  highways. 

:  magnitude  of  the  flood  became 
>n  June  14.  That's  when  the  People's 
)f  China  announced  that  the  money 


supply  jumped  19%  year-on-year  in  May, 
well  above  the  central  bank  target  of  16%. 
Even  more  troublesome,  banks  lent  some 
$26  billion  in  May,  nearly  double  the  lev- 
el a  year  ago.  A  big  chunk  of  those  loans 
could  go  sour  if  the  real  estate  market 
heads  south.  "There  was  a  lot  of  pressure 
[from  local  governments]  on  banks  to 
lend  in  the  first  quarter,"  says  Standard 
Chartered  Bank  economist  Stephen 
Green.  The  numbers  are  "going  to  cause 
some  nail-biting  among 
economists." 

With  good  reason:  Chi- 
na is  now  the  third-largest 
trading  nation  and  is  a  vo- 
racious consumer  of  com- 
modities. It  devours  some 
20%  of  the  globe's  annual 
output  of  aluminum,  30% 
of  steel,  iron  ore,  and  coal, 
and  45%  of  cement,  Mor- 
gan Stanley  estimates.  So 
a  repeat  of  China's  bust  in 
the  early  1990s,  when 
runaway  growth  and  in- 
flation forced  Beijing  to 


THE  STAT 


$88 

BILLION 

China's  industrial 
production  in  May, 
up  18%  from  May, 
2005 

Data:  National  Bureau  of  Statistics  (China) 


take  draconian  measures  to  cool  things 
down,  could  reverberate  far  beyond  the 
mainland's  borders.  Already,  China 
tremors  have  helped  push  Asian  stock 
prices  to  near  their  six-month  lows. 

FEW  OPTIONS 

THE  REAL  WORRY  IS  that  there  may  not 
be  much  China  can  do  to  slow  the  econo- 
my without  triggering  a  crash.  Zhou  Xi- 
aochuan,  the  seasoned  governor  of  the 
PBOC,  can  try  to  jawbone  banks  and  local 
government  officials  into  calling  off  yet 
another  trophy  highway  or  gleaming 
skyscraper.  But  Beijing's  ability  to  wrest 
control  of  its  $2  trillion  economy  by  ad- 
ministrative fiat  is  fast  eroding.  To  really 
slow  growth  to  a  more  sustainable  8%  or 
so,  Zhou  needs  either  to  boost  the  value  of 
the  yuan  vs.  the  dollar  or  to  raise  interest 
rates  sharply.  Neither  option  is  appealing. 
Although  the  yuan  has  edged  up  lately, 
nobody  expects  Beijing  to  sign  off  on  the 
20%-plus  appreciation  some  say  is  need- 
ed to  really  dent  the  trade  numbers  and 
curb  those  huge  dollar  inflows.  The  main- 
land's export-oriented  manufacturers 
would  be  outraged,  and  a  slowdown  at 
their  factories  could  spur  massive  layoffs 
at  a  time  when  China  needs  to  create  10 
million  new  jobs  annually.  Just  as  bad,  a 
stronger  yuan  could  spur  a  big  increase  in 
foreign  food  imports,  devastating 
China's  farm  sector,  which  employs  more 
than  300  million  poor  Chinese. 

Raising  interest  rates  could  be  risky, 
too.  A  huge  chunk  of  Chinese  savings  is 
tied  up  in  the  overextended  property  mar- 
ket, which  might  crater  if  credit  started  to 
tighten.  PBOC  Deputy  Governor  Wu  Xi- 
aoling  says  investment  in  real  estate  hit 
8.6%  of  gross  domestic  product  last  year, 
up  from  2.5%  in  2001.  "Real  estate  bub- 
bles will  affect  the  economy  and  people's 
fives  seriously,"  Wu  said  at  a  housing  con- 
ference in  Beijing  in  late  April. 

The  government  does  have  a  few  op- 
tions. In  June,  Beijing  rolled  out  a  series 
of  decrees  aimed  at  contain- 
ing the  luxury  real  estate 
market,  where  most  of  the 
speculative  excess  occurs. 
And  it  could  boost  the  levels 
of  reserves  that  banks  must 
keep  with  the  central  bank. 
But  without  some  mix  of 
higher  rates  and  a  stronger 
yuan,  China  appears  likely  to 
keep  growing  almost  uncon- 
trollably—and ultimately  to 
crash.  If  that  happens,  glob- 
al investors  may  find  higher 
rates  in  the  U.S.  to  be  the 
least  of  their  worries.  ■ 
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GLOBAL  ECONOMICS 


TWO  BIG  BETS 
AGAINST  THE  BUCK 

Why  Warren  Buffett  and  Pimco's  William 
Gross  say  a  slide  is  inevitable 


BY  ADRIENNE  CARTER  AND 
MARA  DER  HOVANESIAN 

INTERNATIONAL  MARKETS  ARE  IN 
free  fall.  But  that  doesn't  scare  two 
of  the  most  savvy  U.S.  investors. 
Warren  E.  Buffett,  who  runs  a 
$140  billion  empire  as  CEO  of 
Berkshire  Hathaway  Inc.,  and 
William  H.  Gross,  managing  direc- 
tor of  Pimco,  which  operates  the  world's 
largest  bond  fund,  are  making  big  long- 
term  bets  on  global  currencies  and 
stocks.  The  market  gurus  are  going 
against  the  flow  because  they  think  the 
U.S.  dollar  will  tumble.  "You  can  believe 
in  fairy  tales  and  Peter  Pan,  which  is  what 
the  strong  dollar  represents,"  says  Gross. 
"But  there  comes  a  point  when  people 
stop  believing  in  Tinkerbell." 

It  certainly  looks  like  a  risky  gamble. 
Investors  worldwide  are  spooked  about 
rising  interest  rates  and  fears  of  higher 
oil  prices  and  weaker  corporate  profits. 
None  are  more  worried  than  investors  in 
foreign  markets,  which  have  been  top 

38  I  BusinessWeek  I  June  26,  2006 


performers  in  recent  years.  Since  May, 
Morgan  Stanley's  MSCI  EAFE  index, 
which  tracks  European,  Asian,  and  other 
international  stocks  in  developed  na- 
tions, is  down  12%,  while  the  MSCI 
emerging-markets  index  is  off  20%.  The 
Standard  &  Poor's  500-stock  index,  by 
comparison,  is  down  6%.  At  the  same 
time,  many  investors  have  been  fleeing  to 
the  dollar  as  a  safe  haven. 

Not  Buffett  and 
Gross.  When  it  comes 
to  the  dollar,  they're 
big  bears.  Buffett  has 
argued  for  some  years 
that  the  U.S.  current 
account  deficit,  which 
hit  a  record  $805 
billion  in  2005,  would 
hurt  the  dollar.  Gross 
agrees  and  adds  that 
the  U.S.  economy  is 
in  for  a  rough  patch 
as  the  housing  market 
"cracks"  and  foreign 
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investors  lose  their 
appetite  for  dol- 
lars. Although  the 
Fed  is  still  in 
rate-hiking  mode, 
Gross  says  it  will 
be  forced  to  re- 
verse track  and 
cut  interest  rates 
when  a  federal 
funds  rate  of  5.5% 
or  higher  crimps 
economic  growth 
too  much.  Central  bankers  worldwide, 
the  other  hand,  will  still  be  raising  rat 
and  foreign  investors  in  U.S.  Treasur 
will  start  to  bail  out  in  search  of  higher 
turns.  Gross  also  thinks  Fed  Chairman  B 
S.  Bernanke  and  incoming  Treasury  Ch 
Henry  M.  Paulson  Jr.  will  allow  the  dol 
to  soften  in  order  to  rouse  exports.  "I  thi 
few  would  quarrel  with  the  inevitability  | 
a  weaker  dollar],  though  some  would  si 
gest  it  will  take  several  years,"  says  Gro  j 

COSTLY  PLAN 

UNTIL  RECENTLY,  BUFFETT  had  be  ] 
playing  a  weaker  dollar  by  owning  foreij 
currency  contracts.  Last  year  that  bet  o  j 
Berkshire  $955  million,  and  it's  a  pric  j 
strategy  as  U.S.  interest  rates  rise.  Tod  t 
according  to  Berkshire's  latest  annual  I 
port,  he  is  largely  betting  against  the  d 
lar  by  "purchasing  iJ 
uities  whose  prices  1 
denominated  in  a  vi  J 
ety  of  foreign  currenc 
^^^^  and  that  earn  a  la 

^^^™  part  of  their  profits  ill 

ternationally."  Earlier  this  year,  Berks! J 
put  roughly  $330  million  into  Britai  i 
Tesco  PLC,  a  retailer  with  stores  in  Eur<  J 
and  Asia,  and  bought  shares  of  Lond  j 
based  Diageo  PLC,  seller  of  Guinness  b  | 
and  Captain  Morgan  rum.  Buffett  a  i 
scooped  up  stakes  in  United  Parcel  Sen  | 
and  ConocoPhillips,  U.S.  companies  w 
a  huge  global  presence. 

For  his  part,  Gross  has  invested  $20  !j| 
lion  in  foreign  cum 
cies.  That  can  be  a 
ly:When  the  da 
rises,  the  firm  can  1 
as  much  as  $1  bill 
in  a  week,  but  Gros 
sticking  to  his  gi 
"We  can't  gauge 
imminent  weaknesi 
the  economy  any  m 
than  Bernanke  c 
For  us  this  is  a  seve 
year  bet,  and  wi 
willing  to  suffer...if 
have  to."  ■ 
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COMPENSATION 


ANOTHER  DODGY  WAY 
TO  DOLE  OUT  OPTIONS 

Grants  intentionally  timed  to  good  news 
are  becoming  the  focus  of  greater  scrutiny 


BY  JANE  SASSEEN 

WHEN  IT  COMES  TO 
questionable  stock 
options  practices, 
so-called  backdat- 
ing—awarding op- 
tions retroactively 
to  ensure  bigger 
payoffs  to  execs— may  be  the  tip  of 
the  iceberg. 

Even  more  companies  may  have  en- 
gaged in  "spring-loading"  by  intentional- 
ly issuing  rafts  of  options  just  ahead  of 
positive  news,  or  after  bad  news  has  beat- 
en a  stock  down.  Since  The  Wall  Street 
Journal  first  reported  on  the 
issue  of  backdating  in  March, 
investigators,  analysts,  and 
investors  have  been  poring 
over  corporate  filings  in 
search  of  misbehavior.  That 
could  bring  headaches  for  a 
much  larger  swath  of  compa- 
nies—and their  shareholders. 
"The  timing  questions  are 
potentially  a  much  bigger  is- 
sue than  backdating,"  says 
Patrick  McGurn,  executive 
vice-president  of  Institutional 
Shareholder  Services  Inc.,  the 
investor  advisory  firm.  "A  lot 
of  people  are  worried."  The 
worst-case  scenario:  Federal 
prosecutors  could  bring  felony  ^^mtmm 
fraud  charges. 

Already,  one  spring-loading  scandal 
has  sprung.  On  June  12  medical  device 
maker  Cyberonics  Inc.  disclosed  a  Securi- 
ties &  Exchange  Commission  inquiry  into 
its  options  practices.  The  probe  came  af- 
ter analyst  Amit  Hazan  of  SunTrust 
Robinson  Humphrey  raised  questions 
about  grants  made  on  June  15,  2004,  to 
Cyberonics  Chairman,  CEO  and  President 
Robert  P.  Cummins  and  two  others  just 
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hours  after  a  Food  &  Drug  Administra- 
tion panel  recommended  approval  of  a 
Cyberonics  device  to  treat  depression. 

Trading  was  halted  on  June  15  pend- 
ing the  news  announcement.  But  the 
grants  were  priced  at  $19.58,  the  closing 
price  on  June  14.  When  shares  opened  at 
$31.70  on  June  16,  a  62%  rise,  Cummins 
was  holding  an  instant  paper  profit  of 
$1.8  million.  Although  the  stock  has 
since  fallen,  Cummins'  options,  which 
haven't  been  exercised,  are  still  up 
roughly  10%,  while  investors  who 
bought  on  June  16  are  down  30%  or 
more.  In  an  SEC  filing,  CFO  Pamela  B. 


The  Options  Game: 
Playing  Dirty 


BACKDATING 

When  options  are 
backdated,  the  grant 
date  for  an  award  is  set 
to  an  earlier  date,  with  a 
lower  strike  price,  than 
the  day  on  which  the 
option  was  actually 
approved.  That  gives 
executives  an  automatic 
gain  on  their  options 


SPRING-LOADING 

Making  options  awards 
just  ahead  of  good  news 
that's  likely  to  boost  the 
stock.  When  the  news 
comes  out,  executives 
see  the  value  of  their 
options  jump. 


Westbrook  said  the  options  were  "pro 
erly  approved,  priced,  and  granted  at  fi 
market  value."  The  company  declin 
further  comment. 

Cyberonics  is  among  the  first  comp 
nies  to  be  targeted  for  issuing  new  o 
tions  ahead  of  good  news  rather  than  i  - 
backdating— but  others  will  likely  folic 
Since  March,  some  40  companies  ha 
been  ensnared  in  inquiries  by  the  S] 
and  the  Justice  Dept.  Pay  experts  say  tr 
with  the  explosion  of  options  in  the  mi 
'90s,  spring-loading  became  commc 
especially  among  tech  companies, 
conferences  for  the  staffers  who  ma 
age  stock-option  plans  for  compani 
McGurn  says,  "people  talked  opei 
about  timing  options  to  get  the  biggi 
bang  for  the  buck." 


. 


"INSIDE  KNOWLEDGE" 

BUT  GRANTS  THAT  are  actively  pegg 
to  news  may  violate  civil  and  crimii 
law.  "If  a  company  knows  the  quartet 
going  to  be  good,  and  it  comes  out  wit) 
huge  slug  of  options,  are  they  in  poss< 
sion  of  material  inside  knowledge?  / 
solutely,"  says  Todd  M.  Fernandez,  a  s< 
ior  research  analyst  at  investor  advist 
firm  Glass  Lewis  &  Co. 

Still,  proving  the  company  knew  1 
information  would  juice  the  stock  pr 
could  be  difficult.  "That's  a  much  gra; 
area,"  says  Fernandez.  The  key  questiu 
Was  it  a  one-time  grant  that  appears  < 
of  sync  with  earlier  awards?  If  so,  if  s  si 
picious;  a  grant  that  comes  just  ahead 
the  release  or  regulatory  approval  o 
much  anticipated  product,  for  examf 
will  raise  more  questions  than  a  regu. 
award  in  advance  of  scheduled  earnin 
In  cases  where  timing  appears  partial! 
ly  egregious,  says  Jacob  S.  Frenkel,  a  f 
mer  SEC  enforcement  lawyer  and  fede 
prosecutor,  charges  could  range  from  cr 
il  disclosure  violations  to  criminal  sect  - 
ties,  mail,  and  wire  fraud. 

Much  depends  on  the  role  of  the  bo£  - 
If  a  board  signs  off  on  a  grant  in  advaj 
of  good  news,  then  both  directors  and 
ecutives  could  be  vulnerable  to  insi 
trading  charges.  And  if  the  bo. 
didn't  know  about  the  upcc 
ing  event— or  it  delegated 
timing  of  grants  to  top  m 
agers  who  then  issued 
tions   before   the  nt 
broke— then  legally, 
transaction  may  not 
much  different  from 
executive    buying 
shares  ahead  of  the 
nouncement.  And  t 
could  spell  trouble. 
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DRUGS 


HOMEGROWN  HORMONE 
THERAPY:  HOW  SAFE? 

Popular  alternatives  to  menopause  drugs 
are  under  fierce  attack  by  Wfyeth  and  others 


BY  ARLENE  WEINTRAUB 

GINGER  CONSTANTINE 
of  Wyeth  Pharmaceuti- 
cals is  always  suspicious 
when  she  comes  across 
pamphlets  at  her  local 
pharmacy  promoting 
hormone  replacement 
therapy  based  on  "bio-identical"  drugs- 
compounds  whose  ingredients  are  touted 
as  replicating  the  body's  own  hormone 
secretions.  Such  products  are  often  touted 
as  safe  and  natural  alternatives  to 
Wyeth's  menopause  treatments,  Pre- 
marin  and  Prempro.  "The  word  'safe'  is 
what  bothers  me,"  says  Constantine, 
throwing  up  her  hands  in  disgust.  "How 
can  they  make  those  claims?" 

Constantine,  Wyeth's  vice-president  for 
women's  health,  plays  a  leading  role  in  an 
increasingly  raucous  drama  involving  bio- 
identical  drugs,  which  consumers— espe- 

42  I  BusinessWeek  I  June  26,  2006 


daily  women— are  turning  to  in  droves. 
The  treatments  are  produced  by  specialty 
pharmacists  called  compounders,  who 
form  a  shadow  industry  that  has  largely 
dodged  the  scrutiny  of  the  U.S.  Food  & 
Drug  Administration.  They  market  their 
concoctions  without  subjecting  them  to 
the  rigorous  clinical  trials  normally  re- 
quired for  prescription  medicines. 

Compounding  pharma- 
cists don't  attract  much  at- 
tention when  they  stick  with 
their  traditional  role  as  the 
tailors  of  the  pharmaceutical 
market.  Say  a  patient  needs 
a  particular  drug  but  is  al- 
lergic to  the  dye  that's  in  the 
pills.  A  compounder  can 
make  up  a  batch  that  doesn't 
contain  the  dye,  at  the  order 
of  the  physician.  Historical- 
ly, the  FDA  has  permitted 


MERENSTEIN  Pleased  with 
a  court  decision  that  lets 
compounding  pharmacists 
avoid  FDA  scrutiny 

such  activity,  leaving  the  ti 
of  monitoring    pharmaci 
manufacturing   practices 
state   regulators.    But  nil 
Wyeth  and  women's  hea 
experts  complain  that  co 
pounders  are  manufaci 
commercial     quantities 
drugs    and    mass-market 
them,  allegedly  violating 
regulations  and  endangei 
patients. 

Critics  of  the  compound) 
pharmacists  suffered  a  s 
back  in  late  May.  A  U.S.  c 
trict  court  judge  in  Te^f 
commented  from  the  bei 
that  the  FDA  cannot  regul 
compounded  drugs  as  if  ti 
are  new  products.  Though 
final  ruling  is  not  expected  until  Ji 
compounders  consider  it  a  victory.  Ext 
Susan  Merenstein,  a  compounding  ph 
macist  in  Pittsburgh:  "This  is  big.  Thi 
really  big."  L.D.  King,  executive  direc 
of  the  International  Academy  of  Co 
pounding  Pharmacies,  says:  "This  els 
ties  that  compounding  is  legal." 

"HEALTH  PROBLEM" 

THAT  MAY  BE  a  hasty  conclusion.  As  \ 
bio-identical  movement  grows,  so 
worries  about  its  wares.  A  document! 
the  FDA's  Web  site  estimates  there 
now  more  than  3,000   compound) 
pharmacies  filling  30  million  preset, 
tions  a  year.  The  compounders  "arer 
ning  drug  companies  under  the  guisii 
pharmacies,"  says  Edward  John  Alh 
an  FDA  specialist  at  the  Washington  1 
firm  Buchanan  Ingersoll.  "It's  a  seritj 
public  health  problem."  The  FDA . 
clined    to    comment   for   publicatij 
Meanwhile,  the  controversy  has  attr; 
ed  congressional  attention.  Senator ) ! 
ward  M.  Kennedy  (D-Mass.)  is  study 
the  sector,  and  could  possi  | 
draft  legislation  calling 
tougher  federal  restraints. 
The    most   common  \ 
identical     hormones 
estrogens  and  progesteroj 
designed  to 
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ents  that  come  from  plants  such  as  Mexi- 
can yams.  They  sell  these  compounds  in 
brochures  and  on  the  Internet,  while  belit- 
tling Premarin  and  Prempro  as  synthetic 
products  derived  from  a  not-so-natural 
source:  the  urine  of  pregnant  mares. 

Two  powerful  forces  have  added 
oomph  to  the  compounding  pharmacists' 
message.  The  first  was  the  2002  Women's 
Health  Initiative  study,  which  suggested 
that  Premarin  and  Prempro  raise  the  risk 
of  breast  cancer  and  heart  disease.  Then 
in  2004,  former  Three's  Company  actress 
Suzanne  Somers  published  a  book  called 
The  Sexy  Years,  which  elevates  bio-identi- 
cal hormones  as  cures  for  the  so-called 
seven  dwarfs  of  menopause:  "Itchy, 
Bitchy,  Sweaty,  Sleepy,  Bloated,  Forgetful, 
and  All-Dried-Up."  Health  experts  were 
stunned  by  the  blind  trust  people  placed 
in  the  TV  star's  testimony.  "They  walked 
into  their  doctors'  offices  with  the  book 
and  said:  'I  want  this,' "  reports  Susan 
Wysocki,  president  of  the  National  Asso- 
ciation of  Nurse  Practitioners  in 
Women's  Health. 

Last  October,  Wyeth 
challenged  the  com- 
pounders. It  petitioned 
the  FDA  to  force  the 
pharmacists  to  dis- 
close the  risks  of  bio- 
identical  therapy  and 
cough  up  data  sup- 
porting claims  that 
their  products  are  su- 
perior to  FDA-ap- 
proved drugs.  Techni- 
cally, the  FDA  should 
have  the  authority  to 
do  this.  A  policy  that 
the  agency  adopted  in 
2002  lets  regulators 
look  the  other  way 
when  compounders 
follow  the  traditional 
model:  making  one 
drug  for  one  patient 
based  on  a  prescrip- 
tion. The  policy  states, 
however,  that  the 
agency  can  take  action 
against  compounders 
who  behave  like  drug 
manufacturers— mak- 
ing batches  of  pills  be- 
fore they  receive  pre- 
scriptions for  them, 
say,  or  including  ingre- 
dients that  aren't  ap- 
proved by  the  agency. 
Separately,  federal  law 
allows  the  FDA  to 
crack  down  on  unsub- 


stantiated marketing 
claims  about  safety 
and  efficacy. 

If  the  FDA  takes  a 
tougher  stance  on 
compounding, 
Wyeth  stands  to 
benefit.  Annual  sales 
of  the  Premarin  fam- 
ily of  drugs  shriv- 
eled in  the  wake  of 
the  Women's  Health 
study,  falling  from 
$2.1  billion  in  2001 
to  $909  million  last 
year.  Wyeth  is  now 
fighting  4,500  per- 
sonal injury  cases  ■■■■—=— 
related  to  Premarin 
and  Prempro.  The  first  will  go  to  trial 
July  31  in  Little  Rock.  Recent  interpreta- 
tions of  the  Women's  Health  study,  how- 
ever, muted  some  of  the  concerns  about 
cancer  and  heart  disease.  "It  is  impor- 
tant that  women  talk  to  their  doctors 


WYETH'SCONSTANTINE  "The  word 
'safe'  is  what  bothers  me.  How 
can  they  make  those  claims?" 


Homemade  versions  of  hormones  such  as  estro- 
gen, which  compounding  pharmacists  sell  with- 
out FDA  approval,  have  kicked  up  a  fierce  debate 


COMPOUNDERS  SAY... 

■  Their  menopause- 
relieving  hormones, 

sometimes  made  from 
plants  such  as  the  Mexican 
yam,  are  safe,  natural,  and 
effective  alternatives  to 
FDA-approved  products, 
which  may  pose  health 
risks  for  women.  And 
federal  court  rulings 
protect  the  right  of  the 
compounding  industry  to 
market  these  drugs. 


CRITICS  SAY... 

■  FDA-approved 
hormones  such  as  Wyeth's 
Prempro,  derived  from  the 
urine  of  pregnant  mares, 
have  been  through  clinical 
trials  proving  they  are  safe 
and  effective.  The  FDA  has 
the  right  to  oversee  the 
practices  of  compounding 
pharmacists,  and  should 
crack  down  on  anyone  who 
makes  claims  that  are  not 
supported  by  rigorous  data. 


about  the  recent  : 
suits,"  says  Wyet 
Constantine. 

Wyeth's  credibility  s 
fered  a  blow  in  May  wh 
the  FDA  complained 
the  company  about  qus 
ty  lapses  at  a  Premj 
plant  in  Puerto  Rico. 
Wyeth  spokesman  si 
there  were  no  reportsi 
patient  harm.  But  co 
pounders  seized  on  1 
mishap,  deriding  Wyet1 
hormone-safety  ca 
paign  as  rank  hypocrfci 
Are  yam  derivati1 
less  risky  than  Wyet 
products?  Many  co 
pounders  say  bio-identicals  mimic  t 
body's  own  processes  more  accural 
than  the  regulated  products  do.  But  thi 
hard  to  validate  because  "these  cocktf 
have  never  been  studied,"  says 
Michelle  P.  Warren,  director  of  a  worm 
health  center  at  Columbia  Univers' 
More  disturbing,  many  compounded 
trogen  mixtures  contain  estriol,  a  vers; 
of  the  hormone  that  has  not  been  i 
proved  by  the  FDA. 

Warren  says  she  has  seen  patients  m( 
were  prescribed  bio-identical  estrof 
without  progesterone,  increasing  thi 
risk  of  developing  uterine  cancer.  "So- 
patients  come  in  on  crazy  doses  of  [co 
pounded]  progesterone  cream,"  i 
adds,  which  may  not  protect  the  uterus' 
effectively  as  does  oral  progestero 
Some  of  Warren's  patients  have  repor 
abnormal  bleeding.  And  while  exper 
know  of  no  deaths  caused  by  bio-ident 
hormones,  several  other  compouiu 
drugs  have  been  linked  to  serious,  sor 
times  fatal  injuries. 

Safety  questions  aside,  some  buyers 
compounded  drugs  are  getting  duped 
Board  of  Pharmacy  in  Missouri  recei 
tested  410  compounded  products,  some 
which  were  collected  by  underci 
agents  posing  as  patients.  More  than  1 
of  the  drugs  were  lacking  in  potency,  ar. 
few  contained  no  active  ingredients.  C 
ics  wonder  if  other  compounders  mi 
similarly  be  passing  off  placebo-like  pr 
ucts  as  drugs  and  charging  patients 
much  as  $100  a  month  for  them. 

A  Mar.  31  letter  to  Wyeth  elucida 
just  how  hard  the  FDA  is  struggling  to 
solve  the  debate  over  bio -identical  h 
mones.  The  agency  wrote  that  it  ne 
more  time  to  review  Wyeth's  petition 
cause  it  "raises  complex  issues  requir 
extensive  review."  The  FDA  did  not 
how  long  that  review  would  take.  ■  • 
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are  changing...  With  a  new  shape,  formed  by  the  energy  of  thousands 
"a  job  well-done".  From  design  through  to  service  comes  an  approach 
isuringly  fresh  from  beginning  to  end.  A  change  set  to  leave  its  hallmark 
rorld.   From  Europe's  fastest  growing  airline. ..Turkish  Airlines 
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ECONOMIES  ISN'T  EVEN  A  COUNTRY.  There  are  many  reasons  „hy  ,he  economic 
growth  of  Ontario  is  predicted  to  outpace  Germany,  France,  and  Japan  this  year.  And  why, 
at  over  $400  billion,  our  GDP  is  already  greater  than  Switzerland's  or  Sweden's.  Our  dynamic 
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Most  importantly,  we're  built  for  business.  Ontario  is  the  economic  center  of  Canada,  which  is 
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ZURICH'S  UBS  Tli 


THE  WINNER'S  CIRCLE 


Many  European  BusinessWeek  50  stars  are  in  service?: 
and  they're  all  going  global  in  a  big  way 


BY  JACK  EWING 

A  TIGHT  LABOR  MARKET 
in  slow-growth  Europe? 
That's  just  what  Dutch 
temporary  employment 
company  Randstad 
Holding  is  seeing.  While 
manufacturers  continue 
to  shed  jobs,  other  companies  are  crying 
out  for  white-collar  workers.  People  with 
training  in  finance  are  especially  scarce. 
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"The  growth  in  clerical  business  has  over- 
taken industrial  growth,"  says  Randstad 
CEO  Ben  Noteboom.  Randstad  has  cashed 
in  on  the  demand,  expanding  40%  in  Ger- 
many last  year,  even  as  that  country's 
economy  chugged  along  at  less  than  2%. 

The  rise  of  service  companies,  and  the 
jobs  they  create,  is  what  leaps  out  of  this 
year's  European  BW50,  our  annual  rank- 
ing of  the  region's  best-performing  com- 
panies. Nearly  half  the  companies  on  our 


list,  ranked  according  to  share  return 
turn  on  equity,  sales  growth,  and  < 
measures,  essentially  produce  and 
brain  work.  Banks  and  insurers  an 
most  numerous,  but  there  are  also  re 
tate  management  companies  and 
likes  of  Randstad. 

It  has  been  a  long  time  coming.  It 
ible  labor  rules  and  government  po 
that  protected  unionized  factory 
meant  that  Europe  trailed  the  U. 


lISj 

% 
am. 


THE 
USINES£WE 


ing  to  a  service  economy.  But  the 
;0  underlines  the  extent  to  which  Eu- 
's  top  performers  are  now  running  on 
lectual,  rather  than  manufacturing, 
al.  The  stars  are  companies  such  as 
)  on  our  list,  UBS.  The  Zurich-head- 
tered  banking  group  is  now  not  only 
'  global  investment  bank  but  also  the 
d's  top  wealth  manager,  measured  by 
ssets  on  its  books. 

lergy  and  mining  companies  still 
ide  6  of  the  top  10  on  our  list,  thanks 
te  long  bull  market  in 

:°^A™L:?;£r  Companies 

ing,  for  example,  An-    PTeW  OIllV  if 

Australian  BHP  Billiton    5  ft 

r  no.  i,  with  Rio  Tinto,  they  pushed 

Sroup,  and  Norway's    n*™^™™ 
til  ranking  among  the    wjptldLlWllo 

Their    mining    and    nilt^lHp  nf 
ng  activities  often  take    ^UL^1U*~  <-«■ 
:  far  away  from  Europe,    COfC  ElirODC 
hey  dominate  the  Eu-    ^^^^^^^         * 
an   exchanges   where 
trade. 

te  shift  to  services  is  also  changing  the 
ice  of  power  in  the  European  econo- 
Jthough  Germany  remains  Europe's 
st  economy,  it  contributed  only  three 
>anies  to  the  top  50,  two  of  which  pro- 
mancial  services:  Deutsche  Bank  and 
:  exchange  operator  Deutsche  Borse. 
compares  with  six  from  Spain  and 
•om  Norway.  That's  not  to  say  that  in- 
y  is  dead.  Luxembourg  steelmaker 
or  is  No.  5  in  our  rankings.  Arcelor's 
f  have  risen  50%  amid  a  hostile 
»ver  attempt  by  rival  Mittal  Steel 
a  deal  managed  by  Deutsche  Bank, 
i  has  become  a  force  in  mergers-and- 
isitions  work. 

ok  closely  at  any  manufacturer,  and 
1  often  find  an  increasingly  nimble 
ition.  Inditex,  best  known  as  the 
I  of  cheap  and  chic  clothing  retailer 
is  an  example  of  the  kind  of  compa- 
at  is  making  Spain  one  of  Europe's 

dynamic  economies.  Zara's  in- 
s  design,  coupled  with  tighdy  con- 
d  manufacturing  and  distribution, 
les  new  fashions  to  move  from 
ing  board  to  the  store  in  two  weeks, 
is  year  we  changed  the  weights  we 
}  calculate  the  BW50  rankings  to  fa- 
ompanies  that  make  the  best  use  of 


their  capital,  have  superior  pricing  power, 
and  have  been  delivering  greater  recent 
gains  to  shareholders.  The  ratings  are 
based  on  the  Standard  &  Poor's  350, 
which  covers  major  corporations  in  17 
European   markets,   including   the    12 
members  of  the  euro  zone.  The  350  stocks 
represent  about  70%  of  the  value  of  all 
European  equities  and  are  ranked  ac- 
cording to  nine  criteria.  Apart  from  one- 
year  shareholder  returns,  margins,  and 
return  on  equity  (ROE),  we  rate  three-year 
returns,  one-  and  three-year 
sales,  and  earnings  growth. 
We  also  give  extra  weight  to 
sales  volume.   That's   be- 
cause   it's    usually    much 
harder  for  big  companies  to 
achieve    large    percentage 
gains  in  sales  and  profits. 
Each  company  was  evaluat- 
ed according  to  the  latest 
data  available.  The  cutoff 
date  for  measuring  share- 
holder returns  was  May  31, 
so  we  have  taken  into  ac- 
count the  hammering  global  share  prices 
have  suffered  since  early  May. 


[FABULOUS 50  IN  FULL 

For  the  complete 
European 
inessWeek  50  ranking,  profiles  of 
tsche  Bank  and  Investor,  as  well  as 
s  shows  on  10  BW50  companies,  log 
o  businessweek.com/extras 


BREAKING  AWAY 

WHETHER  THEY  ARE  in  services  or  not, 
few  companies  made  it  to  this  year's 
BW50  without  being  massively  interna- 
tional. Ironically,  the  globalization  of  Eu- 
ropean business  is  partly  a  by-product  of 
the  economic  rigidities  and  high  labor 
costs  that  have  been  so  troublesome  for 
manufacturers.  Companies  could  ex- 
pand only  if  they  pushed  their  opera- 
tions outside  the  corseted  economies  of 
core  Europe.  Now  their  experience 
abroad  may  even  give  them  a  competi- 
tive advantage  over  their  U.S.  rivals. 
Swiss-based  engineering  company  ABB 
Ltd.,  for  example,  has  bounced  back 
from  crisis  by  supplying  infrastructure  to 
customers  in  emerging  markets.  "The 
leaders  in  Europe  were  early  targeting 
China,  and  now  they're  moving  into  In- 
dia and  Russia,"  says  Peter  Lawrence,  an 
analyst  at  JPMorganFleming  Asset  Man- 
agement in  London. 

The  downside  of  being  global  is  that 
European  companies  have  become  vul- 
nerable to  economic  hiccups  in  Asia  or 
the  U.S.  Thaf  s  a  concern  as  the  U.S. 
economy  slows  down,  possibly  denting 
earnings  for  companies  such  as 
Deutsche  Bank  that  are  very  active  in 
North  America.  But  European  compa- 
nies could  prosper  in  any  case,  because 
of  the  way  they  have  hitched  their  for- 
tunes to  the  world's  fastest-growing  re- 
gions. Vienna  energy  and  chemicals 
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supplier  OMV  pushed  early  into  Central 
and  Eastern  Europe  and  is  now  profiting 
from  growth  rates  in  the  region  that  are 
twice  as  high  as  those  of  Western  Eu- 
rope. "When  the  Iron  Curtain  fell,  it 
opened  up  a  big  chance  for  us,"  says 
CEO  Wolfgang  Ruttenstorfer. 

With  smart  management,  industrial 
companies  can  still  be  formidable.  Swe- 


MINING 


den's  industrial  holding  company,  In- 
vestor, came  from  nowhere  to  No.  6  on  the 
list  as  Chairman  Jacob  Wallenberg,  not 
quite  a  year  on  the  job,  cleaned  up  the 
family  portfolio  and  searched  for  new  op- 
portunities. In  May,  for  example,  Investor 
and  its  private-equity  affiliate  EQT  paid 
$5.6  billion  to  buy  out  what  they  didn't 
already  own  of  kidney  dialysis  and  med- 


BHP  Billiton:  A  One-Stop 
Commodity  Shop 


Five  years  ago  mining  seemed  an 
industry  in  decline.  Commodity 
prices  were  low,  and  the  outlook 
was  bleak.  While  most  mining 
companies  held  off  investing,  BHP 
Billiton.  took  the  contrarian  approach, 
plowing  $7  billion  into  25  projects  ranging 
from  iron  ore  to  copper  to  oil  and  gas. 
Today,  with  prices  for  commodities 
flirting  with  record  highs,  the  world's  largest 
mining  group  and  its  shareholders  are 
reaping  the  rewards.  "Prices  are  great  now. 
But  we  committed  to  and  constructed  these 
projects  when  prices  and  costs  were  low," 
says  CEO  Charles  W.  "Chip"  Goodyear. 
Smart  move:  BHP  Billiton  is  now  No.  1  on  the 
BW50  list  of  top  European  companies. 
Goodyear  says  price  volatility  is  always  a 
challenge,  but  BHP's  strategy  hedges  risk  by 
investing  in  a  diverse  mix  of  commodities. 

Formed  from  the  2001  marriage  between 
Australia's  Broken  Hill  Proprietary  Ltd.  and 
Billiton  PLC,  a  London-based  mining  house 
with  interests  in  nickel,  coal,  and  aluminum, 
the  company  is  now  a  one-stop  commodity 
shop.  Its  products  range  from  diamonds 
and  titanium  to  coal,  oil,  gas,  and  uranium. 
BHP  Billiton  may  not  be  a  household  name, 
but  the  $31  billion  company's  products  are 
used  to  make  everything  from  alarm  clocks, 
golf  clubs,  and  cars  to  buildings  and  bridges 
worldwide. 

Goodyear,  a  former  banker,  runs  the 
company  like  an  investment  fund,  spreading 
the  risk  across  a  broad  portfolio  while 
applying  rigorous  risk  assessment  models 
to  better  understand  supply  and  demand 
trends.  "It's  not  a  'bet  the  farm'  strategy,  and 
it  never  will  be,"  he  says.  Although  85%  of 
Billiton's  cash  flow-$8.7  billion  in  2005- 
comes  from  single-A-rated  countries,  the 
company  relies  on  a  mix  of  projects  in  a 
diverse  range  of  higher-risk  spots  including 
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■Billiton  holds  a  V»' 
diverse  portfolio .  . 


BW50  Europe's  No.  1  Company: 

BHP  Billiton 


SAl£S* 


GROWTH** 


PROFITS* 


$31   29%    $6.7  89% 


Billion 


Billion 


*2005  "Annual  growth 


Data:  Company  reports.  BusinessWeek 


Algeria,  Pakistan,  and  Colombia-"places 
that  can  scare  the  heck  out  of  most 
Americans,"  Goodyear  concedes.  "But  it's  a 
risk  we  know  we  can  take  as  we  understand 
our  entire  portfolio." 

BHP  uses  sophisticated  risk  assessment 
systems  similar  to  the  Monte  Carlo  analysis 
method  employed  by  scientists  in  Los 
Alamos,  N.M.,  in  the  1940s  to  understand 
the  behavior  of  atomic  particles.  In  this 
approach,  BHP  applies  countless  variables, 
from  interest  rates  to  currency  and 
commodity  prices,  to  any  new  investment. 
Goodyear  used  the  method  when  it  made 


ical  clinic  specialist  Gambro.  The  pk 
Take  the  company  private  and  break  it  i 
Come  to  think  of  it,  such  mo^ 
sound  more  like  the  work  of  a  financ 
engineer  than  a  traditional  captain  of: 
dustry.  The  best  European  compan 
are  those  that  apply  a  service  mental 
to  whatever  they  do.  ■ 

-With  bureau  repo 


the  $7  billion  acquisition  of  Australian 
mining  company  WMC  Resources  Ltd., 
which  has  major  holdings  in  uranium  and 
copper.  A  rival  bidder  offered  $6  billion,  but 
Goodyear  reckoned  that  even  if  copper 
prices  fell  from  their  current  level  he  could 
afford  to  pay  more  for  WMC,  since  uranium 
prices  tend  to  move  in  the  opposite 

direction  of  copper  and  BHP's 
other  assets. 

The  next  12  months  will 
sorely  test  this  ability  to  assess 
risk.  The  metals  markets  have 
gyrated  wildly  on  fears  of  a 
global  slowdown,  and  BHP 
Billiton's  stock  is  off  24%  since 
May  1.  A  big  question  is  China. 
The  mainland  s  ravenous 
appetite  for  raw  materials  such 
as  copper  and  iron  ore,  as  well 
as  a  steep  rise  in  oil  prices, 
boosted  profits  by  89%  last 
year,  to  $6.7  billion.  Four  years 
ago,  BHP  Billiton's  sales  to 
China  were  worth  $371  million. 
Today  they're  worth  nearly  $3 
billion,  and  they  account  for 
16%  of  total  sales.  Goodyear 
figures  there's  still  room  to  run: 
The  long-term  needs  of  China 
for  more  metals  and  oil  are  still 
there  despite  investor  fears  of  a 
China  bubble. 

What  to  do?  Goodyear  is 
using  BHP  Billiton's  strong  cash 
flow  to  position  future  growth. 
He's  relying  on  lucrative 
investments  such  as  Chile's 
Escondidaimine,  the  world's  largest  copper 
mine,  which  cranks  out  $1  million  in  pretax 
profits  per  hour,  to  fund  new  projects.  Some 
$14  billion  has  been  earmarked  to  fund  27 
different  projects.  One  early-stage  project  is 
the  Olympic  Dam,  a  major  copper  and 
uranium  mine  in  southeastern  Australia. 
Olympic  accounts  for  35%  of  the  world's 
known  uranium,  which  is  used  to  fuel 
nuclear  power  plants-and  nuclear  power  is 
gaining  in  popularity  once  more.  "In  one 
step,  we  became  the  industry's  main  player 
in  a  critical  resource,"  Goodyear  says. 

-By  Kerry  Capell  in  London 
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Introducing   motorola        exclusively  from  Verizon  Wireless. 

Ultra  thin.  Fully  loaded.  The  Q  comes  equipped  with  Windows  Mobile,"0  email 
and  QWERTY  keyboard.  Powered  by  the  nation's  largest  high-speed  wireless 
broadband  network.  Never  before  could  you  do  so  much  with  so  little. 
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Another  reason  to  consider  T.  Rowe  Price 

Five  funds  on 
MONEY*  magazines 


65  Best  list. 


FiveT.  Rowe  Price  mutual  funds  were  recently  included  on  MONEY  magazine's  list  of  the  "world's  best  mutual  funds."* 
MONEY  made  its  selections  based  on  consistent  investment  approach,  low  expenses,  and  a  history  of  management 
integrity.  MONEY  said  these  "low-cost,  well-managed  funds"  can  be  "the  ideal  foundation  of  a  well-diversified  portfolio." 

At  T.  Rowe  Price,  we  apply  the  same  disciplined  investment  approach  to  every  fund  we  manage.  And  we  keep  costs 

low — offering  funds  with  no  loads,  commissions,  or  sales  charges,  and  expense  ratios  below  their  Lipper  averages  so  your 

investment  in  a  T.  Rowe  Price  mutual  fund  goes  even  further. 


T.  Rowe  Price  has  more  actively  managed  equity  funds  on  the  MONEY  list  than  any  other  firm.  To  find  out  which  of  these 
funds  may  be  right  for  you,  call  our  Investment  Guidance  Specialists  or  visit  our  Web  site.  And  discover  why  more  and  more 
investors  are  choosing  low-cost  T.  Rowe  Price  funds.  >  |^ 


Choose  from  over  90  no-load  funds  including  five  on  the  MONEY  65®  "Best 


As  of  3/31/06 

Blue  Chip  Growth  Fund  (TRBCX) 

Invests  in  large  and  medium-sized  blue  chip  companies. 

Equity  Income  Fund  (PRFDX) 

Invests  mostly  in  dividend-producing  stocks. 

International  Discovery  Fund1  (PRIDX) 

Invests  primarily  in  small  to  mid-size,  rapidly 
growing,  non-U.S.  companies. 

New  Era  Fund2  (PRNEX) 

Invests  primarily  in  natural  resource  companies. 

New  Horizons  Fund*  (PRNHX) 

Invests  in  smaller,  fast-growing  companies. 
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5  Year 

10  Year 

"S. 

14.97% 
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10.54% 

7.65% 

10.29% 

42.72% 

16.53% 

15.65% 

32.39% 

17.95% 

13.84% 

27.61% 

13.56% 

10.10% 

Current  performance  may  be  lower  or  higher  than  the  quoted  past  performance,  which  cannot  guarantee  future  results. 
Share  price,  principal  value,  and  return  will  vary,  and  you  may  have  a  gain  or  loss  when  you  sell  your  shares.  To  obtain 
the  most  recent  month-end  performance,  please  call  us  or  visit  our  Web  site.  The  performance  information  shown  does 
not  reflect  the  deduction  of  a  2%  redemption  fee  on  shares  held  for  three  months  or  less.  If  it  did,  the 
performance  would  be  lower.  2Factors  such  as  natural  disasters,  market  illiquidity,  or  political  instability  in 
commodity-rich  nations  can  have  a  negative  impact  on  the  fund.  'Stocks  of  small  companies  are  subject  to  more 
abrupt  or  erratic  price  movements  than  larger-company  stocks.  Request  a  prospectus  or  a  briefer  profile;  each 
includes  investment  objectives,  risks,  fees,  expenses,  and  other  information  that  you  should  read  and  consider  carefully 
before  investing.  All  mutual  funds  are  subject  to  market  risk,  including  possible  loss  of  principal.  International 
investing  has  special  risks,  including  currency  fluctuations. 
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iverage  annual  total  return  figures  include  changes  in  principal  value,  reinvested  dividends,  and  capital  gain  distributions.  'Source:  MONEY"  magazine.  The  funds  on  the  MONEY  65*  were 
arefully  selected  using  the  collective  experience  and  knowledge  of  the  staff  of  MONEY  magazine.  Some  of  the  criteria  included  consistent  investment  approach,  low  expenses,  and  a  history  of 
itegrity  on  the  part  of  the  management.  The  ending  date  for  performance  was  1 2/1 5/05.  Ihe  publication  date  of  the  MONEY  article  was  3/06.  MONEY  and  MONEY  65  are  registered  trademarks 
if  Time  Inc.  Used  with  permission. 
.  Rowe  Price  Investment  Services,  Inc.,  Distributor. 
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Finance  Deal  makers 


This  Buyout  Game 
Ain't  Over  Yet 

In  so-called  retirement,  Tom  Hicks  is 
acquiring  and  building  at  a  frantic  pace 


BY  MARK  MORRISON 

WHEN  TOM  HICKS 
walked  out  the 
door  in  2004  after 
15  years  at  leg- 
endary buyout  firm 
Hicks,  Muse,  Tate 
&  Furst  Inc.,  he 
had  in  mind  a  dream  retirement.  He 
would  revive  his  Texas  Rangers  baseball 
team  and  Dallas  Stars  hockey  franchise, 
and  develop  real  estate  that  came  with  the 
teams. 

That  would  be  enough  action  for  most 
60-year-olds.  But  Hicks  found  that  his  ap- 
petite for  acquiring  companies  was  as  vo- 
racious as  ever.  "It's  what  I've  been  doing 
for  30  years,"  he  says.  "It's  hard  to  stop." 
Just  18  months  after  launching  Hicks 
Holdings,  a  vehicle  for  his  billion-dollar 
sports  and  real  estate  empire,  Hicks-the- 
dealmaker  is  on  a  tear.  He  has  bought  an 
upstart  electronics  firm  with  1,000  em- 
ployees in  China,  started  a  new  venture 
with  DirecTV  selling  bundled  TV-telecom 
services  to  condos,  and  made  bets  on  such 
eclectic  businesses  as  landscaping  mate- 
rials in  the  Midwest  and  pet  food  in  Ar- 
gentina. And  he  has  revved  up  expansion 
of  Gammaloy,  an  oil  field  rental  outfit  he 
bought  from  his  wife's  family  a  decade 
ago.  Having  paid  about  $20  million,  he 
may  sell  it  or  do  an  initial  public  offering, 
which  could  fetch  more  than  $200  mil- 
lion, according  to  Wall  Street  sources. 

So  far,  Hicks,  who  invests  with  backing 
from  three  local  families,  is  keeping  his 
wagers  in  the  $10  million  to  $250  million 
range,  compared  with  the  multi-hundred- 
million-dollar  ones  he  did  at  Hicks  Muse. 
But  he  isn't  ruling  out  megadeals.  Hicks 
disclosed  to  BusinessWeek  that  he  has  re- 
cently arranged  to  partner  with  buyout 
heavyweight  Blackstone  Group  "in  case 


we  stumble  into  something  large  that' s  a 
great  opportunity— something  over  $1 
billion." 

The  portfolio  may  sound  like  a  hodge- 
podge, but  to  Hicks  it's  consistent  with 
the  buy-and-build  strategy  that  estab- 
lished him  as  one  of  the  masters  of  lever- 
aged buyouts.  Going  all  the  way  back  to 
his  first  megadeal— Dr  Pepper/Seven 
Up— he  likes  to  use  an  initial  stake  as  a 
building  block  that  can  be  enhanced  with 
strategic  investments.  With  Dr  Pepper,  he 
and  then-partner  Robert  Haas  bought  a 
bottling  operation  for  $88  million  in  1985 
and  parlayed  it  into  ownership  of  the  en- 
tire Dr  Pepper/Seven  Up  business,  which 
sold  for  $2.5  billion  in  1995. 

That  same  formula  worked  at  Hicks 
Muse  for  more  than  a  decade.  The  firm, 
formed  with  fellow  Texan  and  former 
Prudential  Securities  banker  John  R. 


Muse  in  1989,  raised  more  than  $11 1 
lion  in  funds  and  notched  $50  billic 
acquisitions  by  the  time  Hicks  retin 
2004.  (It  still  operates  as  HM  Ca 
Partners  under  Muse,  who  was  una 
able  for  comment.)  But  the  business 
hit  a  rough  patch  by  the  early  2C 
Hicks  Muse  and  investors  in  its  Ec 
Fund  IV  were  burned  by  a  $1.2  bi 
plunge  into  telecom  investments  in  1 
Hicks  got  plenty  of  bad  press  as  a  res 
At  about  the  same  time,  the  Ran 
were  falling  apart.  Hicks  was  being  si 
ered  for  his  unprecedented  spen 
spree  on  Alex  Rodriguez  ($252  mi 
over  10  years)  and  other  players  who' 
supposed  to,  but  didn't,  catapultl 
Rangers  to  the  World  Series.  By  the  ei 
2003,  after  Texas  had  finished  in 
place  in  its  division,  Hicks  resolved  t 
build  his  ailing  club,  shipping  Rodrir 
off  to  the  New  York  Yankees. 

FAT  ROLODEX 

THAT  TASK  WAS  supposed  to  taW 
most  of  his  time  after  his  self-descr, 
retirement  a  year  later.  But  before  lonj 
hundreds  of  business  contacts  swan 
him  with  investment  proposals,  juj 
starting  his  new  deal  machine.  Sheldi 
Stein,  a  Bear,  Stearns  &  Co.  senior  r 
aging  director  whom  Hicks  has  kn 
for  20  years,  called  his  attention  to  0( 
LCD  Inc.  last  year.  The  Richardson  C 
maker  of  liquid-crystal  displays  was  L 
ing  for  capital  to  finance  its  expansic 
a  supplier  to  such  companies  as  Gei 
Electric  Co.  (alarm  systems)  and  Dre 
Inc.  (gas  pumps).  Hicks  liked  O 
low- cost  manufacturing  structure, 
all  but  a  handful  of  its  1,000  employ 


Thomas  O.  Hicks 

The  Texas  Rangers  owner  and  co-founder  of  famed  buyout  firm 
Hicks,  Muse,  Tate  &  Furst  has  had  a  lifelong  love  affair  with  sport) 


CHILDHOOD  Born  Feb.  7, 1946,  in 
Houston,  the  son  of  a  local  radio 
station  owner.  Played  high  school 
football  and  was  a  weekend  DJ. 
EDUCATION  Undergrad  business 
degree  from  University  of  Texas  at 
Austin,  1968;  MBA  from  USC,  1970. 
FAMILY  Married  second  wife, 
Cinda,  in  1990;  six  children,  ages 
12  to  28.  Oldest  son,  Tommy,  is 
vice-president  at  Hicks  Holdings. 
INTERESTS  Texas  Longhorn  fan; 
helped  recruit  coaches  Mack 


Brown  (football)  and  Rick  Barne 

(basketball).  Avid  golfer,  15 

handicap. 

CAREER  Pioneered  LBOs,  firsts 

Hicks,  Haas,  then  at  Hicks,  Muse 

Furst  &  Tate.  Launched  Hicks 

Holdings  in  2005. 

TEAM  OWNER  Bought  Texas 
Rangers  in  1998  for  $250  million 
won  two  National  League  West 
Division  titles.  Bought  Dallas  Sta 
in  1996;  Stanley  Cup  winner  in\ 
1999  and  finalist  in  2000. 
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iding  60  engineers,  in  China,  where 
iCtory  workers  average  about  50<f  an 
I  There  was  one  problem:  Another 
er  was  willing  to  pay  more, 
icks  applied  pressure  to  the  two 
ders.  When  he  learned  that  Ocular 
utive  Vice-President  Larry  Mozdzyn 
;d  in  a  hockey  league,  Hicks  invited 
to  Stars  games.  CEO  and  co-founder 
Kwong  had  a  son  who  was  an  avid 
;ers  fan;  father  and  son  were  sud- 
y  guests  in  the  owner's  box.  "We  had 


an  opportunity  to  connect  pretty  easily, 
says  Hicks,  who  got  the  deal  done  in  Jan- 
uary. One  key  was  insisting  the  two 
founders  remain  large  equity  owners  and 
continue  leading  the  company.  "The  big 
thing  to  us  was  Tom's  track  record  of 
supporting  growth  strategies  for  the  long 
term,  vs.  some  of  the  other  suitors  that 
seemed  to  be  more  short-term  oriented," 
says  Kwong. 

The  calls  kept  coming.  Paul  Savoldelli, 
another  longtime  colleague,  presented 


After  30 
years  of 


deals, 
"if shard 
to  stop" 


Hicks  with  an  idea  to  bundle  TV,  telecom, 
and  alarm  systems  for  multiple-dwelling 
units  (MDUs).  They  often  contract  with  a 
mom-and-pop  with  spotty  service, 
Savoldelli  noted.  He  argued  that  buying 
up  regional  providers  and  investing  in  su- 
perior service  capabilities  presented  a  gi- 
ant opportunity.  Hicks  Holdings  bought 
its  first  MDU  provider  in  Florida  last  No- 
vember. Hicks  talked  to  another  longtime 
contact,  DirecTV  CEO  Chase  Carey, 
whom  Hicks  knows  from  negotiating 
broadcast  deals  for  his  sports  teams. 
Hicks  and  DirecTV  agreed  to  become 
partners  in  a  new  venture  called  Direc- 
Path,  with  Savoldelli  as  CEO.  DirecTV 
will  contribute  pro- 
gramming and 
Hicks'  people  will 
choose  the  other 
vendors— telepho- 
QQvriO'  ny,  broadband,  se- 

-  *  curity— in  each  re- 

gion and  market 
the  service.  Hicks 
has  since  added  ac- 
quisitions in  At- 
lanta, North  Caroli- 
na, and  Texas,  and 
is  prowling  for 
more  deals. 
Of  course,  giant  cable  and  telecom 
companies  also  are  gearing  up  to  provide 
bundled  services.  Hicks  says  the  scrappy 
DirecPath  will  bring  an  entrepreneurial 
spirit  to  the  MDU  market.  If  s  similar  to 
the  rollup  strategy  Hicks  Muse  used  to 
buy  small  radio  stations  in  the  1990s,  cul- 
minating in  the  $23  billion  Clear  Channel 
Communications  Inc./AMFM  deal. 

And  then  there's  real  estate.  Hicks  has 
teamed  with  Ross  Perot  Jr.'s  Hillwood 
Capital  to  build  a  $3  billion,  75-acre  ur- 
ban district  called  Victory  Park  next  to 
American  Airlines  Center,  home  of  the 
Stars.  He's  also  partnering  with  Steiner  + 
Associates  to  build  a  commercial,  resi- 
dential, and  retail  complex  in  Arlington, 
where  the  Rangers  play  and  where  the 
Dallas  Cowboys  are  building  a  new  stadi- 
um. Hicks  hopes  to  create  a  destination  of 
shops  and  restaurants  that  will  help  at- 
tract fans.  He  has  a  third  $1  billion-plus 
multi-use  project  surrounding  suburban 
Frisco's  sports  complex. 

If  retirement  has  taught  Hicks  any- 
thing, if  s  that  sports  teams  are  still  his 
passion.  He's  given  up  signing  superstars 
in  favor  of  nurturing  future  talent.  For  all 
his  business  accomplishments,  Hicks 
says  his  Stars'  Stanley  Cup  victory  in  1999 
was  the  high  point  of  his  life.  He's  not 
sure  a  World  Series  win  would  top  that, 
but  he  sure  wants  to  find  out.  II 
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anaging  Medicine 


The  Doctor 
Is  (Plugged)  In 

How  remote  patient  monitoring  lets  fewer 
specialists  provide  more  attentive  care 


6,000 


BIRD'S-EYE  VIEW  Camer 

and  vital-sign  monitors 
help  RN  Mirna  Medina- 
Gonzalez  track  changes 

nurse  can  support  beds] 
caregivers  for  more  th 
100  patients  at  once. '" 
classify  it  as  transforn 
tional  because  of  what 
represents,"  says  Garti 
Inc.  analyst  Vi  Shafl 
"How  do  you  do  bet 
with  less,  and  how  do  j 
improve  care  when  into 
sive-care  specialists  a'1 
nurses  are  scarce?" 

The  Leapfrog  Grou] 
consortium  of  big  empl 
ers,  says  54,000  peop] 
year  could  be  save 
every  U.S.  ICU  case 
co -managed  by  a  sp 
ist.  That's  imposi 
without  technology: 
would  take  25,000  spi 
ists  to  staff  ICUs,  and  o: 
are  available.  "I've  watched  eKI 


BY  TIMOTHY  J.  MULLANEY 

DAVID  L.  BERND  HATES 
cold  calls  from  salesmen, 
same  as  you  do.  But  in 
2000,  the  CEO  of  Sentara 
Healthcare  felt  he  had  to 
listen  to  a  salesman  who 
said  he  could  use  the  In- 
ternet to  transform  intensive-care  units  at 
the  nonprofit  Norfolk  (Va.)  health  sys- 
tem's seven  hospitals.  Those  ICUs  were 
costing  the  chain  three  times  as  much  as 
its  other  units,  and  they  were  so  short- 
staffed  the  hospitals  routinely  had  to 
roust  doctors  out  of  bed  to  race  in  and 
handle  late-night  crises.  Worst  of  all:  At 
one  Sentara  ICU,  40%  of  patients  who 
stayed  more  than  a  week  died.  "Mortality 
is  not  a  vague  statistic.  If  s  'Do  you  save 


my  life  or  not?' "  says  Sentara  Executive 
Vice-President  Rodney  F.  Hochman. 

That' s  how  Sentara  became  the  first 
client  for  the  electronic  ICU  (elCU)— a 
technology  that  combines  software,  video 
feeds,  and  real-time  patient  information 
to  let  intensive-care  specialists  at  Sentara 
Norfolk  General  Hospital  cover  11  ICUs  at 
six  hospitals,  spread  60  miles  apart, 
around  the  clock.  Today,  the  elCU  is  pro- 
viding some  of  the  most  solid  evidence 
that  telemedicine,  full  of  promise  for 
years,  is  finally  becoming  real. 

The  elCU  technology,  sold  by 
Baltimore's  Visicu  Inc.,  lets 
hospitals  leverage  the  scarce 
resources  of  specially  trained 
intensive-care  doctors  and  nur- 
ses. A  single   physician   and 


take  off  just  in  the  past  year,"  says  Phi) 
Dellinger,  past  president  of  the  Society  i 
Critical  Care  Medicine.  "It  inhererf 
makes  sense." 

HIGH  HURDLES 

STILL,  INTENSIVE-CARE  telemedic 
in  its  infancy.  About  100  U.S.  hosp 
have  elCUs,  and  only  7%  of  ICU  beds  I 
remotely  monitored.  Why?  Most  hospit] 
gains  are  less  dramatic  than  Sentara's  i 
tial  results.  Small  hospitals  struggle  tot) 
ford  an  elCU's  cost,  which  has  tot 
$3.4  million  for  Sentara  to  date.  And 
surance  and  Medicare  don't  reimburse 
the  technology.  That's  one  reason 
Johns  Hopkins  Health  System  Inc.,  wh. 
Visicu's  founders  invented  the  elCU,  s 
it  hasn't  bought  the  system.  Others 
waiting  until  ICU  monitoring  can  be 
corporated  into  comprehensive  med. 
records  software,  so  hospitals  don't  n> 
separate  systems.  "That's  why  we  wouk 
look  at  it,"  says  Lex  Ferrauiola,  chief 
formation  officer  of  Hackensack  (r- 
University  Medical  Center. 

But  for  Sentara,  even  having  a  sta 
alone  elCU  system  made  a  huge  imp; 
In  two  ICUs,  deaths  fell  27%  the  first  y 
Sentara  had  the  system  up,  according  i 
study  in  the  journal  Crit 
Care  Medicine.  Based  on  de 
rates  before  and  after  the  te 
nology  was  rolled  out  systt 
wide,  Sentara  estimates  thai 
elCU  has  saved  460  patie 
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MBRACE  THE 


Real-time  numbers 
mean  real-time  insight' 


DYNAMIC 


There  are  infinite  dynamics  in  business.  Master  them  all. 
With  Microsoft  Dynamics." 

Presenting  Microsoft  Dynamics:  a  line  of  people-ready  business  management 
solutions  for  financial  management,  CRM,  and  supply  chain  management.  It's 
easy  to  learn  and  easy  to  use.  Because  it  looks  and  feels  like  the  Microsoft 
software  your  people  use  every  day.  Visit  microsoft.com/microsoftdynamics 


Microsoft  Dynamics 


Financial  Management 

Customer  Relationship  Management 

Supply  Chain  Management 
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Managing  Medicine 


who  would  have  died  in  traditional  care. 
And  the  cost  per  ICU  case  also  fell,  by 
nearly  $3,000,  or  25%.  Says  Bernd:  "We 
realized  that  ICUs  industrywide  weren't 
well  managed.  It  was  just  a  gut  feeling 
that  we  could  improve." 

Sentara's  Hochman  says  the  system  paid 
for  its  initial  cost  ($1.6  million)  within  six 
months.  Much  of  the  savings  came  from  a 
dramatic  plunge  in  complications  such  as 
hospital-acquired  pneumonia 
and  bloodstream  infections, 
which  occur  more  often  when 
patients  aren't  monitored  by  ex- 
perts who  understand  the 
meaning  of  subde  changes  in 
their  condition.  If  not  treated 
immediately,  they  result  in  more 
tests,  more  treatments,  and 
longer  stays  in  intensive  care, 
which  costs  about  three  times  as 
much  as  the  rest  of  the  hospital. 
The  system  cut  almost  a  day  off 
the  average  ICU  stay,  from  4.4 
days  to  3.6.  And  the  system  gen- 
erates data  Sentara  uses  to  refine 
doctors'  protocols  for  treating 
common  complications.  One  ex- 
ample: Sentara  reworked  the 
way  it  monitors  glucose  levels 
eight  times  using  Visicu-gener- 
ated  records. 

Indeed,  the  real  advantage  to 
the  elCU  is  the  change  it  allows 
in  hospital  management  Un- 
der Sentara's  old  system,  a  pa- 
tient was  admitted  to  a  hospital 
by  a  nonspecialist  doctor.  That 
doctor  made  rounds  in  the 
morning,  then  went  back  to  the  mh^ 
office.  For  the  rest  of  the  day 
nurses  handled  whatever  came  up,  alert- 
ing doctors  when  things  got  urgent. 

The  elCU  system  adds  two  more  layers 
of  patient  management  An  in-hospital 
team  uses  shared  data  to  conduct  its  own 
daily  case  reviews.  At  Norfolk  General, 
Medical  Director  for  Quality  of  Critical 
Care  William  A.  Brock  rides  a  Segway 
through  corridors  as  he  directs  a  dozen 
doctors,  nurses,  pharmacists,  and  other 
professionals  in  reviewing  each  case  in 
Sentara's  cardiac  ICU,  ordering  tests,  and 
offering  advice  to  admitting  physicians. 
And  from  noon  to  7  a.m.,  the  elCU  team 
offers  specialized  support  to  bedside 
nurses,  who  manage  cases  while  patients' 
personal  doctors  do  other  work 

The  new  face  of  telemedicine  was  on 
display  one  day  in  late  May  at  Sentara 
Heart  Hospital's  eight-bed  cardiac  ICU  in 
Norfolk.  Charlotte  Pipes,  56,  was  brought 
in  after  suffering  a  heart  attack  on  May  21 
at  her  home  in  Elizabeth  City,  N.C.  Over- 
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seeing  Pipes's  care,  from  the  elCU  across 
the  Norfolk  General  campus,  was  inten- 
sivist  John  T.  Bowers  HI.  Bowers  works  at 
a  stand-up  desk,  where  five  screens  gave 
him  the  basics  about  69  patients  in  Sen- 
tara's wired  ICUs  that  day.  On  one  screen, 
their  names  appeared  on  a  roster,  color- 
coded  by  their  condition.  Newly  admitted 
and  gravely  ill  patients,  including  Pipes, 
had  red  lights  next  to  their  names.  On  oth- 


minds  him  when  a  test  or  treatmei 
due.  "Our  goal  is  that  every  red  patii 
looked  at  by  a  doctor  or  nurse  at  1 
every  hour,"  he  says.  "I  can  be  them 
times  an  hour  if  the  alerts  put  me  the 
While  the  doctor  may  be  miles  a 
technology  is  the  constant  companic 
elCU  patients.  Across  from  Pipes's  bi 
a  camera  with  a  microphone.  A  speak 
in  the  ceiling.  On  one  wall  is  a  big  red 
ton  that  nu 

AT EASE 

Charlotte 

Pipes's 

husband, 

Harold,  found 

theelCU 

system 

reassuring 


Paging  Dr.  Data 

THE  PROBLEM  A  shortage  of  trained  intensive-care  unit  (ICU) 
doctors  and  generally  poor  hospital  management  contribute  to 
thousands  of  unnecessary  deaths  a  year  and  high  per-patient  costs. 

THE  PRODUCT  elCU,  a  package  sold  by  Visicu,  beams  video  of 
patients  to  a  doctor-staffed" central  station,  along  with  data  from 
patients'  monitors.  It  spits  out  alerts  when  patients  deteriorate  and 
recommends  treatments. 

HOW  IT  WORKS  Sentara  Healthcare,  a  Norfolk  (Va.)-based  hospital 
system,  says  elCU  software  and  services  allow  one  doctor,  one  nurse, 
and  one  assistant  to  watch  103  beds  in  six  hospitals,  19  hours  a  day. 


I 


er  screens,  Bowers  toggled  between  video 
images  of  patients,  test  results,  and  treat- 
ment plans  from  patients'  own  doctors, 
and  vital  signs  captured  by  monitors.  He 
could  also  use  the  system's  built-in  refer- 
ence database,  which  has  the  latest  re- 
search on  how  to  treat  ICU  complications. 

EARLY  WARNINGS 

BOWERS  SAYS  THE  BEST  part  of  working 
in  the  elCU  is  that  he  can  focus.  No  beep- 
ing pagers  interrupt  him.  On  this  day,  he 
spent  the  first  hour  of  a  seven-hour  shift 
studying  details  of  red  cases  and  scan- 
ning the  others.  Bowers  said  data  can 
spot  early  signs  of  failure  better  than  he 
could  if  he  were  examining  the  patient  in 
person— especially  if  he  were  tired,  which 
is  an  occupational  hazard  in  a  24/7  world 
such  as  an  ICU.  If  a  patient's  heart  is  rac- 
ing or  blood  pressure  is  rising,  Bowers 
gets  an  alert  that  moves  the  patient  to  the 
top  of  his  to-do  list  The  system  also  re- 


push  to 
on  the  car 
if  they  i 
help.  And  « 
picture  is  s 
tlingly  c 
^^^  Tiny  numn 

tm m^m  on  a  tube  1 . 

ing  to  Pipes's  nose  are  plan 
day.  The  sound  pickup  is  so 
tive  enough  that  caregi 
don't  have  to  shout,  cell-phi 
style,  during  emergeno 
Mikes  can  pick  up  the  soun 
an  off-camera  janitor  mopp  ! 
Harold  Pipes,  Charlotte's 
band,  says  any  intimacy 
was  lost  when  Charlotte  I 
treated  by  an  unseen  dd 
was  offset  by  how  closely  $ 
watched.  Plus,  he  can  p: 
button  and  talk  to  the  eli 
something  worries  him.  "Y 
it  just  seems  they're  mom 
top  of  things,''  he  says.  I 
makes  me  sleep  better." 

In  fact,  that  morning  C 
lotte   Pipes's   blood   pres 
sinks  rapidly  as  doctors  tat 
balloon  pump  out  of  her  a 
The  floor  nurse  isn't  sure  the  declu 
dangerous  enough  to  page  her  card" 
gist  But  elCU  nurse  Jennifer  Bartos  fl 
the  nurse  through  the  data,  prods  hi 
find  the  doc,  and  turns  the  case  o1 
him  when  he  arrives.  By  that  aft< 
Pipes  stabilizes;  she  went  home  on  Jui 
Sentara  has  seen  enough  to  pus! 
ward.  Chief  Medical  Officer  Gary  R.  1 
is  planning  remote  monitoring  for  r 
ical  and  surgical  units,  and  obstet 
Other  hospitals  may  have  good  reaij 
for  hesitating  to  follow.  Soon,  tto 
they  may  have  to  factor  in  a  ques^ 
posed  by  Charlotte  Pipes's  sister-in- 
Janet  Eiler:  "Patients'  families  are  g 
to  ask:  Why  don't  you  have  this?'"  I 


BusinessWeek  online 


To  learn  more  abou 
telemedicine  companies,  go  to 
businessweek.com/extras 
Tim  Mullaney's  podcast  on  elCUs  is  at 
businessvveekccHTV^earch/|x)clcastirig.htm  • 
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Importance  of  biotech  sector 

Biotechnology  is  a  difficult  area  to  define, 
encompassing  all  aspects  of  the  industrial  application 
of  living  organisms  and/or  biological  techniques.  Put 
another  way,  it  is  a  collection  of  technologies  that 
capitalize  on  the  attributes  of  cells  and  biological 
molecules,  such  as  DNA,  to  work  for  us. 

Although  it  still  seems  like  a  very  new  area, 
biotech  has  actually  been  around  for  over  30  years. 
However,  it  is  in  recent  years  that  the  sector  has  real- 
ly begun  to  thrive.  According  to  consultants  Ernst  & 
Young,  publicly  traded  biotech  companies  generated 
revenues  of  over  $60  billion  in  2005,  an  18% 
increase  over  2004. 

The  vast  potential  for  the  industry  can  be  seen  in 
the  fact  that,  according  to  the  same  Ernst  &  Young 
report,  it  raised  more  than  $19  billion  in  capital  in 
2005.  What  is  more,  biotech  is  now  a  truly  global 
business,  with  Asia-Pacific  showing  the  fastest 
growth  rates. 


Key  trends  in  biotech 

The  most  obvious  application  for  biotech  is  in  health- 
care. Healthcare  spending  already  consumes  vast 
amounts  of  money,  with  US  spending  standing  at 
around  1 6%  of  Cross  Domestic  Product.  Yet,  there  are 
still  many  diseases  for  which  reliable  treatments  do 
not  exist  today.  The  healthcare  industry  sees  biotech 
as  the  key  to  creating  this  next  generation  of  vaccines 
and  medicines.  Biotech  is  behind  many  of  the  leading 
edge  therapies  in  healthcare,  such  as  stem  cell 
research. 

However,  the  usage  of  biotech  is  much  broader 
than  healthcare.  Examples  of  where  biotech  could  be 
used  in  other  areas  include  using;  biotech  enzymes 
for  the  production  of  ethanol  (with  one  gallon  of 
ethanol  potentially  as  efficient  as  30  gallons  of  oil), 
biodegradable  bioplastics  which  can  reduce  plastic 
waste  by  up  to  80%,  and  using  biotech  processes  to 
reduce  carbon  dioxide  emissions  in  the  manufacture 
of  vitamins. 


Biotech  in  Ireland 

Ireland's  biotechnology  industry  is  primed  for  growth. 
This  success  is  due  in  part  to  the  significant  R&D 
investment  in  the  sector  in  recent  years.  Irish 
bioscience  will  benefit  from  a  combined  funding  of 
more  $1.3  billion. 

Ireland  is  now  a  global  competitor  for  R&D 
investment  from  multinational  companies  and  leading 
research  institutions.  This  is  a  result  of  a  concerted 
effort  in  government  policy  to  build  a  substantial 
foundation  of  world-class  science  and  technology  in 
Ireland's  academic  institutions  and,  in  particular,  the 
encouragement  of  strong  business  and  academic 
collaborations. 

The  leadership  of  the  Irish  biotech  industry  will  be 
reinforced  by  the  decision,  in  2005,  of  the  Irish 
Government  to  approve  IDA  Ireland  funding  for  the 
establishment  of  a  National  Institute  for  Bioprocessing 
Research  and  Training  (NIBRT).  This  will  provide  a 
state-of-the-art,  industry  focused,  institute  aimed  at 
giving  Ireland  a  competitive  advantage  in  serving  the 
global  biopharmaceutical  industry. 


SPECIAL  ADVERTISING  SECTION 


Trinity  College  has  opened  a  US$6 
million  Bioengineering  research 
center,  which  will  look  to  find  cures 
for  arthritis  and  osteoporosis. 
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Some  of  the  other  biotechnology  research  centers  that 
have  been  established  in  Ireland  include  the 
Alimentary  Pharmabiotic  Centre  in  Cork,  the 
Biomedical  Diagnostics  Institute  in  Dublin  and  the 
Regenerative  Medicine  Institute  in  Galway. 

The  broader  pharmaceutical  industry  in  Ireland 
has  seen  significant  growth  in  recent  years.  Seventeen 
thousand  people  are  directly  employed  in  the  industry 
and  it  accounts  for  over  $35  billion  of  exports. 
Thirteen  of  the  top  fifteen  companies  have  operations 
in  Ireland  and  six  of  the  top  ten  drugs  in  the  world  are 
manufactured  here. 

Over  the  last  number  of  years,  Ireland  has 
secured  over  $5  billion  of  investment  in  biopharma- 
ceuticals  from  companies  such  as  Amgen,  Centocor 
(J&J),  Wyeth,  Pfizer  and  Genzyme. 

The  breadth  of  operations  of  these  companies  in 
Ireland  is  well  illustrated  by  Pfizer,  which  operates  six 
manufacturing  sites  plus  a  corporate  bank  and  a 
European  financial  center.  Novartis  has  its  global 
procurement  center  for  API  in  Ireland  and  Merck 
operates  a  Centre  of  Excellence  in  originating,  designing 
and  managing  European  clinical  trials  in  Ireland. 

The  Irish  biotechnology  sector  is  likely  to  grow 
rapidly,  as  the  world's  largest  biotech  company, 
Amgen,  will  invest  more  than  $1  billion  in  a  new 
facility  in  Cork.  Wyeth  has  built  a  $1.8  billion 
BioPharma  campus  in  Dublin,  making  this  one  of  the 
largest  biopharmaceutical  manufacturing  plants  in 
the  world. 

IDA  Ireland  has  also  recently  gained  a  planning 
permit  for  a  fully  integrated  biotechnology  facility  in 
Galway.  This  blueprint  will  accelerate  the  process  of 
moving  from  concept  to  full  production  by  about 
around  a  year.  The  planning  permit  specifically  pro- 
vides sufficient  design  and  layout  flexibility  for  the 
needs  of  any  biotech  or  pharmaceutical  company. 

Irish  companies  at  the  forefront  of  innovation 

Elan  Corporation  is  the  granddaddy  of  the  Irish  biotech 
sector,  despite  originating  in  a  garden  shed  in  Dublin 
over  thirty  years  ago.  Elan  has  grown  to  a  point  where 


it  is  a  leader  in  drug  delivery  technology  ai 
pharmaceutical  research.  It  operates  globally,  empli 
ing  almost  2,000  people  in  ten  offices  on  thnt, 
continents,  with  a  focus  on  multiple  sclerosis  at 
Alzheimer's  disease.  Elan  is  also  studying  oth 
neurodegenerative  diseases,  such  as  Parkinson's  diseas 

Trinity  Biotech  has  recently  been  expanding  in  A; 
and  Africa,  where  it  holds  almost  one  third  of  the  H  I 
testing  market.  The  company  has  manufacturing  plar ' 
in  the  US  and  mainland  Europe,  as  well  as  Ireland.  TV; 
wide  lines  of  test  kits  are  used  to  detect  infectio 
diseases,  sexually  transmitted  diseases,  bloc: 
coagulation  disorders  and  autoimmune  diseases. 

Biotrin  is  divided  into  two  areas;  infectiot 
diseases,  which  provides  tests  for  the  detection  of  ne 
and  emerging  viruses;  and  biomarkers,  which  are  us 
to  assess  organ  and  tissue  damage.  A  key  focus  isl 
detecting  a  viral  infection  that  can  cause  miscarriar 
in  pregnant  women. 


Wyeth  Biotech  in  Ireland  is  one  of  the  largest 
integrated  biopharmaceutical  campuses  in  the  I 
world  and  is  the  only  facility  in  Europe  to 
manufacture  biopharmaceuticals,  pharmaceutic 
and  vaccines  within  the  same  facility. 
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RELAND'S  GLOBAL  RATING 


eland  ranks  first  In  the 
)05  EIU  Quality  of  Life  Index 
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Ireland  is  rated  second  in  the 
number  of  science  graduates 
per  100,000  25-34  year  olds 
in  employment 

According  to  the  0ECD  -  EDUCATION  AT 
A  GLANCE  2005  edition.  The  OECD's 
annual  compendium  of  comparative 
statistics  provides  the  basis  for  policy 
debate  and  decisions  in  the  world's  most 
developed  countries. 


According  to  internationally  recognised  sources  such  as  the  Economist 
Intelligence  Unit,  the  0ECD,  the  Wall  Street  Journal  and  the  World 
Competitiveness  Report,  Ireland  has  a  very  strong  position  in  a  wide 
range  of  global  rankings  in  areas  such  as  quality  of  life,  economic 
freedom,  education  and  open-mindedness. 


Ireland  is  the  third  freest 
economy  in  the  world 

The  Heritage  Foundation  &  the  Wall 
Street  Journal  -  The  2006  Index  of 
Economic  Freedom  measures  161 
countries  against  a  list  of  50 
independent  variables  divided  into  10 
broad  factors  of  economic  freedom. 


Ireland  ranks  fourth  for  the 
Educational  system  meeting 
the  needs  of  a  competitive 
Economy 

IMD  World  Competitiveness  Report  2006 

Ireland  ranks  fifth  for 
university  education 
meeting  the  needs  of  a 
competitive  economy 

IM0  World  Competitiveness  Report  2006 
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Irish  universities  at  the  forefront 
of  research  activity 

There  is  strong  emphasis  on  biotech  research  projects 
between  Irish  universities  and  industrial  groups,  as 
well  as  spin-off  biotech  firms  being  created  from 
university  research. 

Dublin  City  University  is  working  with 
pharmaceutical  giant,  Wyeth,  on  a  four  year  project 
on  the  production  of  biopharmaceuticals.  Other 
recent  biopharmaceutical  research  projects  with 
corporate  links  have  seen  investment  by  Medtronic, 
Procter  &  Gamble  and  Servier  in  research  programs 
at  Irish  Universities. 

Trinity  College  has  opened  a  $6  million 
Bioengineering  research  center,  which  will  look  to 
find  cures  for  arthritis  and  osteoporosis.  Spin-off  firms 
from  Trinity  include  Opsona  Therapeutics,  which  is 
focused  on  identifying  and  developing  new  drugs 
and  vaccines  to  treat  and  prevent  autoimmune  and 
inflammatory  diseases.  The  company  is  working  with 
Wyeth  on  multiple  sclerosis  and  rheumatoid  arthritis. 

Other  university  spin-offs  include  Diabetica, 
Biancamed  and  Alimentary  Health. 

Diabetica  was  created  to  commercialize  work 
from  the  Diabetes  Research  Group  in  the  University 
of  Ulster.  It  is  believed  that  there  are  over  1 50  million 
reported  cases  worldwide  and  potentially  an  equal 
number  undiagnosed. 

Biancamed,  which  emerged  from  University 
College  Dublin,  focuses  on  sleep  disorders.  The 
company  is  also  working  on  a  'Health  Phone'  which 
monitors  fitness  and  activity,  sleep  analysis  and 
heart  rate. 

Alimentary  Health  was  formed  from  the  work 
done  at  the  Alimentary  Pharmabiotic  Centre  based  at 
University  College  Cork.  It  is  focused  on  the 
discovery,  development  and  commercialization  of 
proprietary  treatments  for  gastro-intestinal  disorders 
and  other  inflammatory  conditions.  The  company  is 
particular  focused  on  the  development  of  probiotic 
technologies  and  products. 


Why  invest  in  Ireland 

Ireland  has  established  itself  an  enviable  reputation 
globally  as  a  location  for  advanced  manufacturing, 
sophisticated  business  services  and,  increasingly,  for 
leading  research  and  innovation. 

A  significant  number  of  leading  multinational 
companies  are  drawing  on  Ireland's  strengths  to 
establish  and  expand  complex  integrated 
manufacturing  operations,  efficient  supply  chain 
management,  R&D,  advanced  enterprise  technical 
support  and  centralized  European  and  global 
marketing  functions.  This  includes  companies  such  as 
Wyeth,  J&J,  Amgen,  Genzyme  to  name  a  few. 

Ireland  provides  these  companies  with  a  highly 
skilled  and  flexible  workforce,  top  class  management 
talent  with  international  experience,  and  a  pro- 
business  environment. 


Ireland^ 
knowledge 


ill 


.1  I  'I 


!•■ 


,*.  l 


II 


* 


The  Irish  mind. 

The  key  component  in  many  of  the  world's 

leading  life  science  companies. 

The  Irish.  Creative.  Imaginative.  And  flexible.  Agile  minds  with  an  almost  unique  capacity  to  initiate,  and 
innovate,  without  being  directed.  Always  thinking  on  their  feet.  Adapting  and  improving.  Generating  new 
knowledge  and  new  ideas. 

Naturally,  this  innate  flexibility  pervades  the  ecosystem.  Nowhere  else  will  you  find  such  close  and 
frequently  informal  links  between  enterprise,  education  and  research  facilities,  and  a  pro-business  Government. 
Connected  by  a  dynamic  information  infrastructure. 

it's  this  unique  set  of  competitive  advantages  that  has  made  Ireland  one  of  the  most  attractive  locations 
for  investment  by  the  world's  leading  life  science  companies. 

The  Irish  mind,  with  its  innate  knowledge  and  flexibility,  can  be  the  pathway  to  profit  for  your  business. 
To  learn  more,  contact  Eamonn  Ryan,  IDA  Ireland,  345  Park  Avenue,  New  York  on  212  750  4300, 
e-mail  idaireland@ida.ie  or  log  on  to  www.idaireland.com 
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Industries  ""he  Oil  Crunch 


I!hina  and  Italy  fuel 
i  frenzy  in  Angola 


STANLEY  REED 

JUST  HOW  WILD  IS  THE 
bidding  for  good  oil  acreage 
these  days?  Over-the-top 
wild,  to  judge  by  a  late  May 
auction  of  tracts  in  the  Con- 
go Basin,  off  the  coast  of 
Angola.  To  land  the  licenses 
led  to  explore  three  deepwater  zones, 
ompanies  from  Italy,  China,  and  else- 
re  offered  to  pay  an  astronomical  $3.1 
on  in  up-front  fees  (known  in  the  in- 
ly as  signature  bonuses),  plus  $240 
ion  to  build  schools  and  other  social 
ects  for  the  impoverished  African 
ltry.  To  give  a  sense  of  the  price  infla- 
involved,  in  1999,  Angolan  tracts  in 
i  deeper  water  brought  in  up  to  $350 
ion.  The  May  bids  were  "the  highest 
offered  for  exploration  acreage  any- 
re  in  the  world,"  says  Catriona 
jurke,  an  analyst  at  Edinburgh  con- 
mts  Wood  Mackenzie,  which  has 
lished  an  analysis  of  data  provided  by 
\ngolans. 

he  Angola  bidding  war  shows  how 
:rnments  and  companies  are  adjust- 
to  the  new  high-price  oil  environ- 
iL  Governments  with  rich  oil  acreage 
rying  to  cash  in  while  prices  are  high, 
companies— many  of  them  hungry 
Tude— are  bidding  up  properties  to 
iously  unimagined  levels.  Adding  to 
intensity  of  the  competition  is  the  re- 
:  participation  of  national  oil  compa- 
from  China,  Brazil,  and  elsewhere, 
se  national  producers  just  don't  have 
same  profit  motive  as  the  private  oil 
ms.  In  fact,  some  of  the  big  players 
l  as  Exxon  Mobil  and  BP  are  either 
nitting  token  bids  in  these  auctions  or 


staying  out  until  things  cool  down.  Oil 
projects  have  long  lead  times,  and  many 
of  the  majors  figure  prices  will  come  back 
to  the  $40  per  barrel  range  or  lower. 

The  Angola  bidding  is  the  latest  in  a 
number  of  auctions  over  the  past  year  or 
so  in  which  the  prices  ballooned.  They  in- 
clude bids  in  the  deepwater  portion  of  the 
Gulf  of  Mexico,  Libya,  and  Nigeria, 
where  a  tract  recently  went  to  a  Korean 
state  oil  company  for  a  pricey  $310  mil- 
lion. What  makes  the  Angola  deal  all  the 
more  remarkable  is  that  the  huge  bids 
were  for  tracts  that  had  already  been 
cherry-picked  by  other  international  oil 
companies.  ExxonMobil,  Total,  and  BP 
had  earlier  exploration  rights  to  these 
vast  tracts,  and  they  think  they  know  how 
much  oil  is  really  there.  One  industry  in- 
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Recent  bids  for  drilling  and 
exploration  rights  to  Angolan 
deepwater  tracts  have  been  the 
highest  ever  anywhere 


TRACT          ACTUAL  HD 

HIGHEST  BIDDERS 

BLOCK  15    $902 

million 

Eni 

BLOCK  17      $1.1 

billion 

Sonangol- 
Sinopec 

BLOCK  18      $1.1 

billion 

Sonangol- 
Sinopec 

lata:  Wood  Mackenzie.  Sonangol 

ANGOLA  RIG  sider    termed 

Cashing  in  the  bids  "in- 

while  prices  sane,"  adding: 

aresky-high  «r  ^j  figaie 

out  how  any- 
one is  going  to  make  money." 
Italian  oil  major  Eni 
kicked  off  the  frenzy  with  an 
eye-popping  $902  million 
bid  for  one  block.  But  the 
most  lavish  bidder  in  the  An- 
gola round  was  a  consortium 
led  by  China's  Sinopec, 
which  has  a  joint  venture 
with  Sonangol,  the  national 
Angolan  petroleum  company. 
It  bid  a  combined  $2.2  billion 
for  the  two  other  tracts.  In 
contrast,  ExxonMobil  and 
BP,  the  operators  of  existing 
projects  in  these  areas,  bid 
only  $120  million  and  $15 
million,  respectively,  in  the 
new  round.  Industry  sources  say 
Sinopec  is  willing  to  pay  just  about  any- 
thing to  become  a  major  player  in  Ango- 
la. Sinopec  officials  declined  to  com- 
ment, but  the  Chinese  are  lending 
billions  to  the  Angolan  government  and 
planning  massive  infrastructure  projects 
for  their  new  African  partner. 

A  BET  ON  A  BILLION 

ANGOLA  RECENTLY  HAS  been  one  of 
the  great  success  stories  in  the  oil  busi- 
ness, and  the  values  of  the  country's 
tracts  have  risen  enormously.  But  this 
time  the  numbers  could  turn  ugly.  Hav- 
ing made  such  huge  initial  payments  be- 
fore even  finding  oil— let  alone  produc- 
ing it— Sinopec  and  the  other  successful 
bidders  will  find  it  tough  to  secure  the 
15%  or  so  rate  of  return  that  commer- 
cially minded  oil  companies  ordinarily 
seek  for  projects  whose  outcomes  are 
uncertain.  In  a  study,  Deutsche  Bank 
reckons  the  new  "winners''  will  have  to 
make  finds  in  the  range  of  a  billion  bar- 
rels—a very  large  discovery— to  make 
good  money. 

What  works  against  the  likelihood  of 
such  massive  finds  is  that  ExxonMobil, 
BP,  and  others  have  already  done  exten- 
sive seismic  work  on  each  of  the  blocks 
and  drilled  what  they  thought  were  the 
choicest  prospects.  As  a  result,  Deutsche 
Bank  reckons  that  12%  returns  would  be 
a  "high-side  case"  for  the  Eni-led  group 
with  the  new  license,  assuming  oil  fetch- 
es around  $40  a  barrel  when  it  starts 
pumping.  Much  lower  returns  are  possi- 
ble. If  this  keeps  up,  top  bidders  in  the 
world's  oil  auctions  may  soon  suffer  buy- 
er's remorse. 
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Why  he  and  other 
execs  have  struggled  in 
their  school  reform 
efforts,  and  why  they 
keep  trying 


WHAT  DOES  A  TROUBLED  PUBLIC  SCHOOL 
do  when  Microsoft  Corp.  Chairman 
Bill  Gates  and  his  wife,  Melinda, 
come  knocking  with  $1  million  and  a 
rescue  plan?  Manual  High  School,  a 
hulking,  112-year-old  brick  edifice 
serving  several  poor  neighborhoods 
in  Denver,  faced  that  question  back  in 
2000.  It  had  been  a  respected  school 
for  many  years,  with  a  mix  of  middle- 
class  white  kids,  most  of  whom  were 
bused  in,  and  less-well-off  minorities.  The  school  scored  well  on 
tests  overall  and  fielded  outstanding  sports  teams.  But  when 
forced  busing  ended  in  1996,  Manual's  student  body  quickly  be- 
came 90%  minority  and  much  poorer.  Soon  the  school  was 
dead  last  on  state  tests,  with  a  mile-high  dropout  rate  of  about 
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50%.  The  Gateses  proposed  to  split  up  the  student  body  of 
1,100  into  three  smaller  schools.  The  theory  was  that  in  more  in- 
timate environments,  students,  teachers,  and  staff  could  devel- 
op close  relationships  that  would  boost  kids'  desire  to  learn  and 
stay  in  school. 

But  even  the  world's  richest  couple  couldn't  pass  this  test. 
The  breakup  occurred  too  quickly,  before  anyone  had  developed 
a  clear  vision  for  the  three  schools,  each  of  which  was  supposed 
to  have  a  theme  such  as  leadership  or  art  and  culture.  Two  of  « 
the  three  principals  were  rookies,  so  they  didn't  have  experience  ^ 
to  guide  them.  Because  the  schools  were  so  small,  they  couldn't  " 
offer  as  many  electives  as  before.  French  was  eliminated,  leav-  g 
ing  only  Spanish  for  many  students  who  already  spoke  it.  Ad-  3 
vanced  Placement  courses  were  reduced.  Sports  teams  Strug-  § 
gled  just  to  field  squads.  When  the  famed  choir  was  limited  to  j 
one  school,  the  popular  director  left, 

»  Gates  has  raised         and  **  program  withered,  along 
public  awareness,       with  band  and  theater, 
but  high  schools  are  Soon,  under  Colorado's  unusual 

still  hurting  open-choice  rules,  athletes,  musi- 
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cians,  and  college-bound  students  began  to  flee  to  other  Denver 
schools.  As  they  did,  the  city  reduced  Manual's  faculty,  sending  it 
into  a  death  spiral.  "The  only  kids  left  were  the  hardest  to  edu- 
cate," says  Mariah  Dickson,  a  former  Gates-funded  reform  ad- 
viser at  Manual.  With  just  580  students  expected  in  the  fall,  Den- 
ver is  shutting  the  school,  ending  the  experiment. 

"We  view  the  decision  to  move  Manual  students  to  other 
schools  as  an  admission  of  complete  failure,"  Denver  Public 
School  Superintendent  Michael  F.  Bennet  wrote  in  April  to  two 
former  Denver  mayors  who  had  been  involved  with  the  school. 
Concedes  Van  Schoales,  president  of  the  nonprofit  that  man- 
ages Gates  grants  in  Colorado:  "We  were  trying  to  build  a  plane 
as  we  were  taking  off,  and  we  crashed." 

The  failed  exercise  at  Manual  was  among  the  first  grants  the 
Gates  Foundation  made  as  part  of  the  couple's  decision  in  2000 
to  include  high  school  education  among  their  philanthropic 
causes.  Their  $29  billion  foundation  had  already  launched  an 
ambitious  global  health  initiative  to  prevent  deadly  diseases 
such  as  tuberculosis  and  AIDS  in  Africa  and  other  poor  regions. 
The  Gateses  decided  to  expand  their  charity  to  include  public 
education,  whose  inequities  in  the  U.S.  had  long  troubled  both 
of  them.  Education  "has  led  to  a  country  that's  been  very  inno- 
vative and  created  lots  of  jobs,"  Bill  Gates  says.  "Yet  when  you 
look  at  it,  you  think  the  broad  excellence  we  need  and  the 
changes  we  need  aren't  necessarily  going  to  happen"  without 
intervention  from  the  private  sector. 

AFTER  GATHERING  A  TEAM  OF  EXPERTS,  THEY  DECIDED 
to  focus  on  high  school  dropouts,  the  20%  to  30% 
of  teens  who  fail  to  get  a  degree  in  four  years.  The 
foundation  embraced  what  many  social  scientists 
had  concluded  was  the  prime  solution:  Instead  of 
losing  kids  in  large  schools  like  Manual,  the  new 
thinking  was  to  divide  them  into  smaller  programs 
with  200  to  600  students  each.  Doing  so,  numerous  studies 
showed,  would  help  prevent  even  hard-to-reach  students  from 
falling  through  the  cracks.  The  foundation  didn't  set  out  to  de- 
sign schools  or  run  them.  Its  goal  was  to  back  some  creative  ex- 
periments and  replicate  them  nationally.  "I  thought,  if  you  get 
enough  of  these  going  across  the  country, 
people  will  realize  they're  good,  and  more 
and  more  will  pop  up,"  says  Melinda  Gates, 
who  devotes  several  hours  a  week  to  educa- 
tion philanthropy. 

Six  years  and  a  steep  learning  curve  later, 
the  Gateses  see  just  how  intractable  are  the 
many  ills  plaguing  America's  worst  schools.  It 
has  been  a  difficult,  even  humbling  experi- 
ence. Melinda  Gates  says  she  and  Bill  didn't 
realize  at  first  how  much  cooperation  it  would 
take  from  school  districts  and  states  to  break 
up  traditional  big  schools.  "If  you  want  to 
equate  being  naive  with  being  inexperienced, 
then  we  were  definitely  naive  when  we  first 
started,"  she  says.  "There  are  a  lot  of  places 
where  many  people  have  given  up,  or  decided 
that  'bad  schools  are  not  my  problem.'  There 
are  also  a  lot  of  entrenched  interests." 

Visits  to  22  Gates-funded  schools  around 
the  country  show  that  while  the  Microsoft 
couple  indisputably  merit  praise  for  calling 
national  attention  to  the  dropout  crisis  and 
funding  the  creation  of  some  promising 
schools,  they  deserve  no  better  than  a  C  when 
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fmes  to  improving  academic  performance.  Researchers  paid 
neir  foundation  reported  back  last  year  that  they  have  found 
f  slighdy  improved  English  and  reading  achievement  in 
es  schools  and  substantially  worse  results  in  math.  There 
been  more  promising  news  on  graduation  rates.  Many  of 
1,000  small  schools  the  Gateses  have  funded  are  still  new, 


however,  and  it's  too  soon  to  project 
what  percentage  of  their  students 
will  finish  school  and  enter  college, 
also  a  foundation  goal.  The  collapse 
of  Manual  High  is  an  extreme  case, 
but  one  that  points  to  a  clear  lesson: 
Creating  small  schools  may  work 
sometimes,  but  it's  no  panacea. 

The  couple  says  the  setbacks 
don't  mean  they  have  squandered 
the  $1  billion  the  foundation  has 
spent  so  far.  Instead,  they  view  their 
crash  course  as  research  and  devel- 
opment for  educators  nationally 
who  are  trying  to  sort  out  what 
works  and  what  doesn't.  The  Gates 
record  shows  that  besides  creating  a 
more  personalized  setting,  it's  vital 
to  hire  motivated  and  qualified 
teachers  and  institute  tougher  aca- 
demic standards.  The  most  impres- 
sive evidence  of  what's  possible 
comes  from  New  York  City,  where 
14  Gates-funded  schools  will  hand 
out  diplomas  this  month  to  some 
70%  of  their  students,  double  the 
graduation  rate  of  the  large  schools 
they  replaced. 

Just  as  the  Gateses  have  gotten 
schooled  about  schools,  so  have 
other  business  leaders.  From  Gen- 
eral Electric  Co.  to  IBM,  executives 
have  come  to  realize  that  tradition- 
al handouts  of  cash  and  well-mean- 
ing volunteer  days  may  have  helped 
some  kids  along  the  way,  but  they 
haven't  had  a  national  impact  (page 
72).  "We  don't  just  write  checks 
anymore.  We  expect  a  return  on  our 
investment  in  terms  of  improved 
student  achievement,"  says  Dan 
Katzir,  managing  director  of 
SunAmerica  Inc.  founder  Eli 
Broad's  education  foundation. 

The  Gateses  believe  they  have 
seen  such  a  return  on  the  $17  mil- 
lion their  foundation  has  sunk  into 
San  Diego's  High  Tech  High  since  2000,  although  the  experi- 
ence there  also  underscores  how  difficult  it  is  to  duplicate  suc- 
cess on  a  broad  scale. 

The  San  Diego  school  feels  more  like  a  tech  startup  than  a 
collection  of  classrooms.  Skylights  let  in  the  California  sun- 
shine, and  student  art  hangs  everywhere.  The  qualities  that  the 
Gates  Foundation  encourages  are  all  present  at  High  Tech.  One 
is  a  rigorous  curriculum  that  creates  high  expectations.  Al- 
though High  Tech  rarely  uses  textbooks,  students  do  detailed 
research  for  complex  team  projects  combining  math,  science, 
and  history.  The  Gateses  promote  teaching  that  is  relevant  to 
kids  and  will  keep  them  interested,  such  as  the  field  guide  High 
Tech  students  produced  on  the  environment  of  San  Diego  Bay. 
And  the  couple  advocates  close  ties  between  students  and 
adults,  both  faculty  and  sponsors  of  outside  student  intern- 
ships. Last  fall,  one  group  of  High  Tech  students  and  teachers 
spent  two  months  in  Mexico  researching  plankton,  designing  a 
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(above);  a  High  Tech 
visit  from  Melinda 
Gates  (left) 
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satellite  tag  to  track  a  sea  turtle,  and  shooting  a  documentary 
about  the  region. 

Such  encounters  can  transform  students.  Melvin  Jackson,  a 
graduating  High  Tech  senior,  lives  in  the  gang-plagued  Encan- 
to  neighborhood  with  his  grandmother  and  three-year-old 
brother.  He  earned  a  B  average  in  such  classes  as  calculus,  Eng- 
lish literature,  and  environmental  science.  After  working  on  the 
documentary  in  Mexico  and  other  school  videos,  he  decided  to 
become  a  filmmaker.  One  of  his  favorite  memories,  he  says,  was 
a  school  film  festival,  complete  with  Hollywood  searchlights, 
where  students  exhibited  their  work.  In  the  fall,  he  will  head  to 
San  Diego  State  University,  where  he  plans  to  major  in  film. 
Without  the  inspiration  he  got  at  High  Tech,  says  Jackson,  "I 
probably  would  have  been  in  a  gang.  I  would  have  been  dead." 

AN  ASTONISHING  99%  OF  THE  STUDENTS  AT  HIGH  TECH 
who  started  as  freshmen  graduated  in  2005,  vs.  an 
85%  rate  for  San  Diego  County  as  a  whole.  This  is 
especially  striking  considering  that  High  Tech's 
student  body  is  representative  of  the  county  (it  was 
randomly  selected  on  a  proportional  basis  from  all 
county  Zip  Codes).  Bill  Gates  has  visited  twice  and 
finds  that,  improbably,  it  shares  some  qualities  with  his  alma 
mater,  Seattle's  exclusive  Lakeside  School.  "If  the  right  things 
are  done  with  teacher  incentives,  student  involvement,  and  cur- 
riculum," he  says,  "you  can  get  the  great  result  we  deserve, 
which  is  virtually  everybody  being  college-ready."  High  Tech's 
founding  principal,  Larry  Rosenstock,  predicts  the  school  will 
wean  itself  from  Gates  money  by  2010,  after  a  decade  of  lavish 
outside  attention. 

Nationally,  new  versions  of  High 
Tech  High  can't  be  rolled  out  like  so 
many  Starbucks  Corp.  franchises. 
Apart  from  an  infusion  of  ideas  and 
startup  money,  successful  school  re- 
form usually  requires  a  virtuoso 
principal,  and  such  leaders  are 
hard  to  come  by.  Rosenstock  by  all 
accounts  is  a  tireless  and  charis- 
matic figure  who  sparks  enthusi- 
asm among  teachers  and  students 
alike.  In  the  absence  of  someone 
like  him,  the  smartest  plans  and 
best  intentions  can  come  up  short. 
Rosenstock  himself  has  encoun- 
tered frustration  in  trying  to  spread 
High  Tech's  innovations  to  other 
schools.  He  agreed  in  2000  to  work 
with  a  loose  network  of  schools  in 
12  other  cities  from  Chicago  to  Tuc- 
son. But  that  project  hasn't  always 

»The  Gates  Foundation's 
Vander  Ark  is  taking  a  more 
active  role  in  shaping  curriculums 

gone  smoothly.  One  point  of  contention  has  been  Rosenstock  s 
belief  that  dividing  students  into  honors  and  non-honors  class- 
es lowers  expectations  for  ordinary  students  and  undercuts  the 
benefits  he  sees  when  teens  learn  as  a  team.  Two  Pennsylvania 
schools  were  excluded  because  they  either  wanted  to  track  stu- 
dents by  ability  or  admit  them  selectively.  The  remaining  mem- 
bers of  the  network  are  still  in  touch  with  High  Tech,  but  Rob 
Riordan,  one  of  Rosenstock s  top  deputies,  says:  "We  have  less 
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control  in  those  situa-       YV  Denver's 
tions."  That's  why  he       **  Manual  High 
and    Rosenstock   are      withered  under  the 
turning  their  attention      Gateses'  watch 
to  creating  schools  in      and  ls  closmg 
neighboring  Escondi- 

do  and  Chula  Vista,  where  they  have  the  abil- 
ity to  transplant  trusted  staff  members  from 
High  Tech.  "I  want  to  be  remembered  for  the 
quality  of  my  schools,  not  the  quantity," 
Rosenstock  says. 

The  small-school  idea  remains  central  to 
the  Gates  vision.  An  extensive  body  of  aca- 
demic research  shows  that  smaller  schools 
have  higher  rates  of  attendance,  graduation, 
and  parent  involvement.  They  also  tend  to  be 
less  violent.  Many  studies,  although  not  all, 
have  also  found  gains  in  academic  achieve- 
ment. So  why  didn't  the  Gateses'  initial  round 
of  small-school  investments,  in  Manual  High 
and  elsewhere,  live  up  to  the  promise? 

In  2001,  Tom  Vander  Ark,  a  former  Federal  Way  (Was: 
schools  superintendent  who  heads  the  Gates  Foundation's  e 
cation  initiative,  hired  two  outside  groups  to  compare  Gal 
funded  schools  with  others  in  the  same  districts.  Last  year,  i 
American  Institutes  for  Research  and  SRI  International  foi 
that  the  Gates  grantees  had  created  schools  with  welcoming  e 
tures,  which  raised  attendance.  They  also  found  that  in  read 
and  writing,  the  Gates  schools  give  students  more  challengi| 
assignments. 

But  academic  results  were  disi| 
pointing.  English  and  reading  w\ 
only  slighdy  improved,  with  359 
the  small  schools'  students  do 
moderate-quality  work  or  bete 
compared  with  33%  at  large  hi 
schools.  The  small-school 
engaging  students  in  projects  t 
combined  math  with  other  subje 
produced  poor  results  because : 
orous  math  instruction  often  i 
short  shrift.  Only  16%  of  student 
Gates  schools  made  the  grade!  ^ 
math,  vs.  27%  at  traditional  scho 

While  these  results  are  prelii  ja. 
nary,  Vander  Ark  concedes  thatu  lts 
foundation    initially    placed 
much  faith  in  just  making  scho 
smaller.  He  realizes  now  how  . 
portant  it  is  to  focus  on  what  h 
pens  in  the  classroom.  "Today 
are  much  more  explicit  about 
curriculum,"  he  says 

The  Gateses  are  applying  wvL 
they  have  learned  to  New  Ye 
their  most  ambitious  effort 
transform  a  school  district.  Their  foundation  has  pumpec 
more  than  $100  million  since  2000  to  help  create  some  150 1 
small  schools  that  currently  enroll  more  than  50,000  stude 
Most  are  only  partly  full,  since  they  typically  start  with  only 
ninth  grade  and  add  a  new  grade  each  year.  Once  they're 
and  running  with  complete  student  bodies,  new  small  sch< 
will  serve  more  than  a  quarter  of  the  city's  350,000  high  scl 
students,  says  New  York  City  Schools  Chancellor  Joel  I.  Kle 
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Mott  Haven's  rebirth  has  mimicked  the  startup  at  High  Tech 
High.  Principal  Ana  Maldonado  recruited  an  almost  entirely 
new  staff.  Teachers  from  the  old  school  had  the  right  to  apply, 
but  Maldonado  didn't  choose  many,  instead  tapping  educators 
from  other  city  schools  and  beyond.  The  excitement  generated 
by  the  Gates-funded  reform  lured  Mike  Lamb,  29,  a  lanky  ide- 
alist raised  in  tony  Scarsdale,  N.Y.,  and  educated  at  Harvard 
University's  Graduate  School  of  Education.  He  says  the  trust  he 
won  coaching  students  on  the  basketball  court  helped  him  to 
persuade  them  to  work  harder  on  writing  essays  in  class. 

The  school's  community  partner,  East  Side  Settlement 
House,  contributed  nine  staffers  to  teach  time  management, 
discipline,  and  how  to  succeed  on  tests.  Once  students  begin  to 
catch  up,  Gates  money  helps  pay  for  Scholastic  Assessment  Test 
prep  courses  and  that  middle-class  rite  of  passage,  the  college 
tour.  The  gratifying  payoff:  Although  only  about  half  of  New 
York  high  school  students  pass  the  state  Regents  exams  need- 
ed to  graduate,  86%  of  Mott  Haven  students  passed  the  global 
history  test,  while  96%  passed  math  and  98%  passed  English. 

But  New  York's  school  system  is  gargantuan,  and  parts  of  it 


/hat  the  Gateses  Learned  at  School 

:000,  Bill  and  Melinda  Gates  set  out  to  cut  the  U.S.  dropout  rate  by  funding  model  small  schools. 
1  got  a  crash  course  in  just  how  tough  reform  really  is.  Here's  some  of  what  they  discovered: 

ML  ALONE  ISN'T               START  FROM 
IUGH                                SCRATCH 

SHUT  THE  WORST 
SCHOOLS 

ONE  SIZE  DOESN'T 
FIT  ALL 

eat  theory:  Kids  do  better 
personal  attention  in  a 
II  setting.  The  reality:  Just 
tal  are  better-qualified 
ners,  a  more  rigorous 
culum,  and  tougher 
lemic  standards. 

» It's  much  easier  to  build  up  a 
new  faculty  and  student  body 
and  start  a  new  culture  of 
learning.  Just  chopping  a  failing 
big  school  into  several  smaller 
ones  doesn't  lead  to  enduring 
change. 

»lngrained  habits  are  so  bad  in       »A  controversial  conclusion  for 
some  places  that  you  just  have     j  standardized-test  fans,  but  the 
to  start  over.  As  many  as  1,000        Gates  Foundation  thinks  that  up 
of  America's  20,000  high               to  one-fifth  of  U.S.  kids  will 
schools  may  be  past  saving,        j  never  stick  it  out  with 
according  to  Gates  education       i  conventional  classes  and  tests, 
chief  Vander  Ark. 

Data:  BusinessWeek 


ne  of  the  Gates  campaign's  most  hopeful  early  returns 
:ome  from  New  York,  in  part  because  the  foundation  has 
;d  effectively  with  New  Visions  for  Public  Schools,  a  local 
|:ofit  with  long  experience  developing  small  schools.  This 
h,  the  first  14  of  78  new  high  schools  the  Gateses  created 
New  Visions  will  hold  their  first  graduations.  About  70%  of 
|nts  who  began  ninth  grade  four  years  ago  are  expected  to 
iate,  says  New  Visions  President  Robert  L.  Hughes.  That's 
e  the  rate  of  the  larger  schools  they  replaced  and  well 
the  city's  54%  graduation  rate.  More  broadly  in  New 
"a  large  percentage  of  the  kids  [in  the  78  New  Visions 
Is  backed  by  the  Gateses]  are  on  track  to  pass  the  Regents 
3  and  graduate,"  says  Elizabeth  R.  Reisner,  principal  of 
r  Studies  Associates  Inc.,  a  Washington  (D.C.)-based  edu- 
ial  research  firm  that  has  been  evaluating  the  New  Visions 
Is  since  2002. 

:  can  happen  in  the  South  Bronx,  it  can  happen  just  about 
tere.  What  was  once  one  of  the  worst  schools  in  the  city, 
1  Bronx  High,  is  now  home  to  Mott  Haven  Village  Prepara- 
ligh  School,  a  325-student  enclave  on  one  and  a  half  floors 
'old  school  building  (two  other  new  small  schools  occupy 
st).  This  month  at  least  80%  of  the  81  students  who  start- 
ir  years  ago  will  graduate.  Of  those,  55  have  been  accept- 
bollege.  The  graduation  rate  at  the  old  South  Bronx  High 
iss  than  40%. 


are  deeply  dysfunctional.  As  generally  positive  as  Policy  Studies 
Associates  is  about  the  Gates  program,  the  research  group  cau- 
tions that  some  New  York  schools  the  foundation  has  aided 
haven't  responded  as  well  as  Mott  Haven. 

IN  ITS  LATEST  REPORT,  SCHEDULED  TO  BE  RELEASED  LATER 
this  month,  Policy  Studies  found  that  only  a  third  of  the 
schools  it  has  visited  had  benefited  from  community  part- 
ners as  helpful  as  East  Side  Settlement  House.  Another 
third  had  "ineffective  partnerships,"  in  which  outside  non- 
profits clashed  with  schools  or  did  inconsistent  work,  re- 
searchers reported.  They  warned  that  social  tensions  are 
rising  in  some  of  the  new  schools  as  they  keep  adding  more 
grades  and  students.  As  a  result,  the  percentage  of  students  sus- 
pended from  these  schools  tripled  from  2%  in  the  2002-2003 
school  year  to  6%  last  year,  which  is  approximately  the  sys- 
temwide  average. 

"The  transition  from  the  old,  big  schools  to  the  small  schools 
has  been  more  complicated  than  we  expected,"  says  Hughes  of 
New  Visions.  In  a  few  instances,  he  adds,  "We've  removed  prin- 
cipals and  changed  partners."  If  those  schools  don't  improve, 
he  says  he  won't  hesitate  to  close  them. 

Where  there  are  problems,  Melinda  Gates  says,  she  and  her 
husband  are  unafraid  "to  take  those  [negative]  results  and  pub- 
lish them  broadly  and  tell  everybody:  Yep,  here  are  some  things 
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we're  finding.  Let's  have  a  conversation  about  it,  and  now  let's 
figure  out  how  to  solve  it.' " 

One  conclusion  that's  unlikely  to  change:  Starting  schools 
from  scratch  is  a  lot  easier  than  trying  to  repair  broken  ones. 
Vander  Ark  now  argues  that  as  many  as  1,000  of  the  country's 
20,000  public  high  schools  are  so  hopeless  that  they  should 
simply  be  closed.  That  may  be  so,  but  the  real  question  is 
whether  financially  stretched  educational  systems  can  muster 
the  leadership  and  expertise  to  come  up  with  more  effective  re- 
placements. 


Frog  dissection) 
at  Mott  Haven  1 
Village  Prep  in  the  i 
South  Bronx,  a  Gal; 
funded  success  stc' 


The  Business  of  School  Reform 

Bill  and  Melinda:  Interviews  with  the  world's  richest  couple  on 
why  they  got  involved  with  education. 

The  Met  miracle:  This  Providence  small  school  has  worked 
wonders  with  the  hardest-to-reach  students  by  throwing  out 
required  classes  and  most  tests. 

Neuroscience  in  high  school:  A  slide  show  on  how  the  Met 

transforms  kids  like  Chris  Emery,  who  went  from  the  inner  city  to 
Brown  University's  research  labs. 

A  radical  small-school  experiment:  Colorado's  Mapleton  school 
district  is  closing  its  conventional  high  school  and  giving 
students  six  small  ones  to  choose  from. 
How  to  fix  the  schools:  Ten  leading  ideas  from  corporations 
about  how  to  improve  America's  schools  and  better  prepare 
students  to  compete  in  a  global  economy. 

The  story  behind  the  story:  A  podcast  interview  with 
Seattle  Bureau  Chief  Jay  Greene  by  Executive  Editor 
John  A.  Byrne. 
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In  Denver,  the  decision  to  shut 
Manual  High  has  provoked  anger 
among  many  residents  who  inter- 
preted the  move  as  an  attack  on 
black  and  Latino  students  still  en- 
rolled at  the  fragmented  and  sinking 
school.  But  officials  say  they  had  no  choice.  With  so  many 
dents  fleeing,  "in  the  near  future,  we  would  not  even  be  ab!i 
offer  the  bare  minimum  classes  required,"  says  Superintend 
Bennet.  "From  the  perspective  of  the  kids,  things  ended  up  i 
ting  worse,"  admits  Schoales,  who  oversees  Gates  grants  in 
orado.  Denver  says  that  it  will  reopen  Manual  in  fall,  2 
starting  with  only  a  ninth  grade  and  then  adding  one  gra 
year,  a  gradual  approach  that  some  new  Gates  schools  are ' 
ploying.  But  this  time,  Denver  officials  say  that  they  will  ti 
recreate  Manual  High  without  the  Gates  Foundation's  guidi. 
and  money. 

Nearly  six  years  into  their  education  about  America's  in:; 
quate  schools,  Bill  and  Melirrda  Gates  say  that  despite  the) 
steps,  they're  as  committed  as  ever.  Their  foundation  has  I 
cused  its  efforts  over  the  past  two  years  to  try  to  address  1 
school  failings  more  systematically.  It  is  funding  such  ref 
groups  as  Achieve  Inc.,  a  champion  of  exacting  academic  s 
dards,  and  backing  improvements  in  the  way  local  dist 
measure  testing.  In  April,  it  gave  $21  million  to  the  Chi( 
Public  Schools,  in  part  to  develop  a  college  prep  curriculu 
brave  goal  in  a  city  with  a  46%  dropout  rate 

Melinda  Gates  says  she  and  Bill  are  pacing  themse 
"Sometimes  you  get  other  people  who  come  in  and  do  s 
pieces  of  this,  and  then  their  money's  spent  and  they  go  a\* 
she  explains.  "This  is  something  that  we're  going  to  stay : 
for  a  long  time.  You  come  to  talk  to  me  in  20  years,  and 
still  be  tackling  this  problem."  ■ 
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Remember  when  technology 
had  the  ability  to  amaze  you? 


Believe  again. 


Now  you  can  believe  in  a  new  kind  of  IT  management.  Unified  and  simplified  to  make  your 
business  more  productive,  nimble,  competitive  and  secure. 

We  all  know  that  companies  are  demanding  more  from  IT  —  expecting  IT  to  be  a  strategic 
and  competitive  advantage.  Yet  today's  complex  IT  environments  require  you  to  manage 
across  point  solutions,  siloed  organizations  and  redundant  technology. 

A  better  alternative?  Choose  an  integrated  approach  to  IT  management.  An  approach  in 
which  software  unifies  your  people,  processes  and  technology  to  increase  efficiency  and 
optimization.  Only  one  global  software  company  can  do  that.  CA,  formerly  known  as 
Computer  Associates,  has  focused  solely  on  IT  management  software  for  over  30  years. 

Our  technology  vision  that  makes  this  promise  real  is  called  Enterprise  IT  Management, 
or  EITM.  At  its  heart  is  the  CA  Integration  Platform  —  a  common  foundation  of  shared 
services  that  gives  you  real-time,  dynamic  control  and  flexibility.  Its  greatest  benefit? 
CA  software  solutions  come  to  you  already  integrated,  and  able  to  integrate  with  your 
existing  technology  to  optimize  your  entire  IT  environment. 

Ultimately,  a  well-managed  IT  environment  gives  you  the  visibility  and  control  you  need 
to  manage  risk,  manage  costs,  improve  service  and  align  IT  investments.  To  learn  more 
about  how  CA  and  our  wide  array  of  partners  can  help  you  unify  and  simplify  your  IT 
management,  visit  ca.com/unify. 
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THE  REFORM 

OF  SCHOOL  REFORM 

Business  is  replacing  the  old  piecemeal  approach  with  ambitious 
efforts  to  revamp  on  a  far  larger  scale,  bywilliamcsymonds 


NO  LESS  THAN  THE  WHITE  HOUSE  WAS  THE  VENUE 
for  an  announcement  the  late  media  magnate 
Walter  Annenberg  made  to  the  country  back  in 
1993.  The  news:  He  would  give  America's  public 
schools  a  $500  million  grant  to  help  spark  an  era 
of  reform.  At  the  time,  this  stirred  enormous 
hopes  for  the  most  ambitious  educational  effort 
ever  by  a  business  leader.  Combined  with 
matching  grants,  the  Annenberg  Challenge 
would  pump  $1.1  billion  into  troubled  schools.  "People 
thought  this  would  transform  education  in  the  U.S.,"  recalls 
Gail  C.  Levin,  executive  director  of  the  Annenberg  Foundation. 
But  today,  years  after  the  last  dime  was  spent,  the  Annenberg 
Challenge  is  widely  viewed  as  a  crushing  disappointment.  The 
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five-year  grants,  sprinkled  across  a  range  of  initiatives  ini 
York,  Chicago,  and  16  other  cities,  were  too  diffuse  to  have 
impact.  "While  students  in  some  schools  surely  benefited,  ve  j 
de  came  of  this,"  says  Chester  E.  Finn  Jr.,  president  of  the  Th  j 
B.  Fordham  Foundation,  which  studied  Annenberg's  gift. 
That  was  the  way  business  long  tried  to  help  schools, 
companies  would  raise  cash  and  armies  of  classroom  \  j 
teers,  but  with  barely  any  effect  on  national  student  acl 
ment.  Meanwhile,  China,  India,  and  other  countries  have 
taking  big  educational  strides.  "It  has  been  a  long  and ) 
trating  history,"  says  John  J.  Castellani,  president  of  the 
ness  Roundtable,  many  of  whose  165  CEO  members  are 
ans  of  school  reform.  "By  every  measure,  progress  has  noi  j 
as  robust  as  we  would  have  liked." 
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^  tj*  invKtor  who  w 

pay,"L?s  f d  keePins more 

likes  traveling  in  ^      ■    P 
1US  m  our  circles. 

A  funny  thing  happened  when  we  mad    , 

available  to  individual  investors  back  in  l^T"*'  """^  ^ 

a  small  circle  of  investors  grew  into  a  lar  e  o  '  ^  k^'  ^ 

With  shares  in  a  Vanguard®  fond,  for  e  ^  ^  ^^  t0ld  *  Slmple  St01y' 

a  powerful,  long-term  commitment  J^^'  y°U  8et  to  benefit  from 

keep  costs  low.  Low  costs 

means  you  get  to  keep 

more  of  your  investment 

returns  working  for  you. 

Compounding  that 

money  over  time  can 

help  you  build  wealth. 

And  good  performance 

attracts  more  investors. 

As  a  client-owned  investment 

management  company,  it's  just  one 

way  we  put  our  investors'  interests  first  Wfw 

urst.  Wnats  more,  managing  over 

$881  billion  in  assets  as  of  October  31  20f)S  «„>     .    »     ,  ,. 

«  J i,  zuio,  we  actually  charge  clients 

two-thirds  less  than  we  did  thirty  years  am  *nA 

j  /cats  ago,  and  our  average  expense 

ratio  is  80%  lower  than  the  industry  averse  T«  •  • 

Lv  average,  lo  join  our  growing 

circle,  call  1-800-669-8698.  We  can  help- 


prospectus,  which  includes  investment  obje 
nsider  it  carefully  before  investing. 

"Source:  Upper  Inc..  baser!  on  expense  ratio  data  as  of  Dec.  Vi,  2004.  Past  performance  is  not  a  gus- 
4S  rights  reserved.  Vanguard  Marketing  Corporation,  Distributor 
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Report  Card  on  Reform 


students:  U.S.  business  leaders 


course:  Fixing  K-12  Education 


Donations  and 
volunteers 


C- 


Rather  than  throw  up  their  hands,  though,  business  leaders 
are  rethinking  their  approach.  Corporate  giving  to  education 
amounts  to  $2  billion  a  year,  a  small  fraction  of  the  $425  billion 
the  U.S.  spends  annually.  But  companies  like  General  Electric 
Co.  and  IBM  now  are  aiming  to  catalyze  systemwide  changes 
that  will  improve  what  students  learn  and  the  ways  they're 
taught.  Says  Education  Secretary  Margaret  Spellings:  "The 
business  community  has  reinvented  almost  every  industry  in 
this  country,  but  educa- 
tion still  looks  almost  ex- 
actly like  it  did  25  years 
ago."  Despite  past  frus- 
trations, "business  is  be- 
coming the  voice  of  re- 
form," she  says. 

Driving  the  more  de- 
manding stance  is  a  new 
generation  of  business 
philanthropists  supplant- 
ing the  older-money 
foundations  begun  by 
Ford,  Rockefeller,  and 
Carnegie.  The  Gates 
Foundation  is  the  largest, 
followed  by  outfits  like 
the  Broad  Education 
Foundation  (founded  by 
Eli  Broad),  which  has 
committed  $375  million 
to  school  reform  since 
1999.  The  Milken  Family 
Foundation,  launched  by 
former  junk-bond  king 
Michael  Milken  and  his 
brother  Lowell,  tries  to 

combat  the  alarming  teacher  attrition  rate— about  half  of  teach- 
ers flee  the  profession  in  the  first  five  years.  Meanwhile,  the  phil- 
anthropic arm  of  America's  wealthiest  family,  the  Walton  Fam- 
ily Foundation  Inc.,  promotes  giving  low-income  families  more 
choices  among  schools. 

To  avoid  repeating  yesterday's  errors,  some  business  leaders 
are  replacing  even  worthy  initiatives  that  focus  on  individual 
schools  with  those  that  have  broader  scope.  Since  2004,  GE  has 
pulled  back  from  a  program  at  22  schools  in  17  cities  that  was 
aimed  at  increasing  the  percentage  of  students  going  to  college. 
It  had  been  a  success,  with  three-fourths  of  seniors  heading  to 
college  from  those  schools,  up  from  less  than  40%.  But  when 


.. 


'Traditional 

corporate  philanthropy 
often  improves  local 
schools  by  supplying 
them  with  volunteers 
as  well  as  everything 
from  pencils  to  sports 
jerseys,  but  has  had 
virtually  no  national 
impact. 


National 
policy 


Strategic 
investing 
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Business  pushed 
the  No  Child  Left 
Behind  Act,  which 
relies  on  testing  to  try 
to  upgrade  academic 
achievement.  But 
U.S.  education 
performance  still 
lags  that  of  other 
countries. 


the  GE  Foundation  asked  experts  to  assess  the  program, 
pointed  out  that  it  had  done  little  for  all  the  other  schools 
those  districts. 

In    response,    GE    Foundation    president    Robert 
Corcoran  began  winding  down  the  school-by-school  appro; 
in  favor  of  an  attempt  to  transform  entire  districts.  The  first  is 
Louisville,  where  the  drastic  shrinking  of  GE's  famed  Appliai 
Park  industrial  complex  has  constricted  options  for  high  sch 

grads.  GE  is  aiding  i 

city's  struggling  scho 

much  as  it  would  a  fail) 

business      unit:      T[\ 

spring  it  sent  in  one  of 

experts  to  train  two  do; 

or  so  top  officials  on  h 

to     build     support 

change.  In  the  proa 

GE    officials    discove 

that  each  of  Louisvil 

150-odd  schools  choo 

its   own  curriculum, 

that  the  district  is  us 

seven  or  eight  differ 

math  programs.  "Wh; 

that?"     Corcoran    asiw 

"One  has  to  be  the  be: 

So  GE  brought  in  curri 

lum  specialists  to  help 

district  decide  whicbc  C 

should  be.  It  also  unc 

writes  much  of  the  cos 

training  teachers  to  usutu 

Now  the  plan  will 
pand  to  Cincinnati,  Sfr 
ford,  Conn.,  and  peril 
two  other  districts,  at  a  cost  of  $100  million  over  the  next. 
years.  Thaf  s  more  than  triple  what  the  foundation  spent  om 
earlier  program  over  17  years.  But  by  attacking  the  probl 
more  broadly,  Corcoran  expects  to  affect  some  200,000  studeJ 
Thaf  s  eight  times  as  many  as  before. 

Other  business  leaders  are  striving  for  wholesale  change,' 
One  standout:  the  Teacher  Advancement  Program  (TAP),  st 
ed  by  the  Milken  Family  Foundation  in  1999,  which  provi"!* 
guidance  to  new  teachers  well  after  they're  hired.  It  T '  is 
launched  in  Arizona,  where  several  schools  agreed  to  adopt  li 
which  includes  promoting  senior  teachers  to  be  mentors* 
"master  teachers"  who  work  with  junior  colleagues  to  impr 


Corporate 
philanthropists  such 
as  IBM,  the  Milken 
Family  Foundation, 
and  GE  are  funding 
innovative  reforms 
that  can  catch  on 
across  the  country, 
but  there's  a  long 
way  to  go. 

Data:  BusinessWeek 
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skills,  especially  in  tough  subject  areas 
riting  and  math.  TAP  also  encourages 
tr-performance  concepts;  principals  at 
ipating  schools  have  more  flexibility  to 
igher  salaries  to  attract  math  and  sci- 
teachers  and  bonuses  to  instructors 
ioost  achievement. 

I  is  catching  on  nationally  because  its 
Is  tend  to  earn  higher  test  scores  and 
iverall  teacher  turnover  rate  is  half  the 
lal  average.  Other  foundations,  in- 
ig  the  Waltons'  and  Broad's,  offered  to 
oil  TAP's  expansion,  so  Milken  spun 
I  program  into  a  separate  foundation, 
rational  Institute  for  Excellence  in 
ing  (NIET).  Today,  106  TAP  schools 

more  than  50,000  students  in  14 

.  "Research  shows  that  teacher  quali- 

nore  important  than  most  other  fac- 

says  NIET  President  Lewis  Solmon. 

>  Broad  Foundation  is  banking  on  the  training  of  experi- 

executives  to  run  troubled  school  districts  as  a  way  to 
re  systemic  change.  In  2002  it  set  up  a  Superintendents 
my  to  train  a  new  generation  of  leaders  who  had  already 
a  themselves  in  business,  the  military,  or  education.  The 
0-month  program,  held  around  the  country,  has  produced 
v  administrators  so  far,  almost  all  now  working  in  public 
don,  22  as  superintendents.  After  all,  "the  superintendent 
CEO  of  a  multibillion-dollar  enterprise,  but  many  don't 
any  real  management  experience,"  says  Broad,  who 
1  into  full-time  philanthropy  in  1999  after  making  billions 
ing  SunAmerica  and  KB  Home. 

m  0  QUESTION,  BUSINESS  SAVVY  CAN  HELP.  PAULA 

I  Dawning,  who  attended  the  academy  after  23 
v  II  years  as  a  sales  executive  at  AT&T  Inc.,  quickly  put 
W^M  her  skills  to  work  in  2002,  when  she  took  over  the 

I  troubled  Benton  Harbor  (Mich.)  4,300-student 
HI  school  system,  where  90%  of  students  are  low-in- 
^H  come.  To  upgrade  crumbling  buildings,  Dawning 
on  her  sales  experience  to  persuade  voters  to  approve 
y's  first  school  maintenance  tax  levy  since  1986.  She  got 
llion  a  year  to  replace  leaking  roofs,  upgrade  electrical 
as,  and  open  a  new  school  for  severely  impaired  chil- 
Dawning  talked  the  former  chairman  of  Benton  Harbor- 
Whirlpool  Corp.  into  setting  up  a  $1  million  scholarship 
:o  help  students  attend  college.  And  she  persuaded  the 


»  By  giving 
teachers 
new  tools  and 
training,  IBM 
has  moved 
them  "out  of 
their  silos"  and 
spread  ideas 
around 


mayor  and  the  Rotary  Club  to  endorse  her 
Drive  for  Success,  which  asks  all  students 
to  read  20  books  a  year.  Today,  77%  of 
fourth  graders  read  at  grade  level,  double 
the  number  when  she  took  charge. 

The  Walton  family  of  Wal-Mart  Stores 
Inc.  fame  aims  to  shake  up  the  education 
system  with  a  dose  of  competition  intended 
to  force  public  schools  to  improve.  Last 
year,  some  70%  of  the  $150  million  they 
gave  away  went  to  alternatives  like  charter 
schools  and  scholarships  that  help  poor 
kids  attend  private  schools.  "We  view  par- 
ents as  the  ultimate  education  consumer, 
and  we're  trying  to  ensure  that  they  are  able 
to  choose  from  a  variety  of  options,"  says 
Wal-Mart  Chairman  Rob  Walton. 

Another  way  to  spark  broad  change  is 
by  giving  teachers  new  tools— IBM's  ap- 
proach. Since  1995,  Big  Blue  has  donated 
$442  million  to  its  K-12  efforts,  including  a  program  it  calls 
Reinventing  Education.  In  North  Carolina's  sprawling  Char- 
lotte-Mecklenburg school  district,  which  has  125,000  stu- 
dents and  nearly  9,000  teachers  spread  across  150  schools, 
IBM  has  worked  with  teachers  for  years,  flying  them  to  its  re- 
search center  in  Yorktown  Heights,  N.Y.,  for  training.  That 
led  to  a  "learning  village"  Web  site  where  teachers  work  to- 
gether to  plan  classes,  share  concerns,  and  draw  from  out- 
standing lesson  plans.  In  all,  Reinventing  Education  now  in- 
volves more  than  90,000  teachers  around  the  U.S.  and  in  10 
other  countries. 

The  impact  has  been  huge,  says  Charlotte-Mecklenburg  re- 
gional superintendent  Ann  Clark.  "It  has  moved  teachers  out  of 
their  silos,"  she  says,  getting  them  to  collaborate  on  lesson  plans 
and  share  ideas.  Partly  as  a  result,  she  says,  Charlotte  last  year 
bested  other  urban  districts  participating  in  fourth-grade  exams 
in  the  National  Assessment  of  Educational  Progress  program. 

Now  IBM  researchers  are  inventing  a  host  of  other  tools.  At 
the  Mary  McDowell  Center  for  Learning  in  Brooklyn,  an  ele- 
gant private  school  for  learning-disabled  children,  IBM  is  per- 
fecting software  that  can  increase  font  sizes,  alter  backgrounds, 
and  even  read  the  text  aloud.  Once  the  software  is  perfected, 
IBM  will  make  it  available  to  learning-disabled  kids  around  the 
country  for  free  via  the  Internet.  "This  is  a  really  smart  example 
of  corporate  philanthropy,"  says  Harvard  University  education 
professor  Robert  B.  Schwartz.  "By  working  with  schools  and 
teachers,  they're  achieving  systemic  change."  ■ 
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SHARE  YOUR  THOUGHTS. 

Sun  believes  sharing  is  the  way  to  create  better  ideas.  That's  why  we've  teamed  up  with 
BusinessWeek  to  offer  you  an  opportunity  to  share  your  comments.  Join  the  conversation  about 
this  week's  Cover  Story  at  businessweek.com/coverstory. 

microsystems 


share 


THE  CORPORATION 


IT'S  HARD  TO  AVOID  LEE  SCOTT'S  TENDER  SIDE 
these  days.  In  April  the  Wal-Mart  chief  executive  told  a 
convention  of  journalists  that  he  plans  to  build  stores  in 
high-crime  neighborhoods,  in  run-down  malls,  even  on 
contaminated  land.  Why?  Not  because  these  are  the  best 
places  to  put  a  store.  The  idea,  said  Scott,  is  to  "engage 
the  community,"  reaching  out  to  poor  folks  and  minori- 
ties, the  kind  of  "people  and  neighborhoods  that  need 
Wal-Mart  most." 

While  Scott  tries  to  recast  the  often  vilified  retailer  as  a  force 
for  good,  ExxonMobil's  new  CEO,  Rex  W  Tillerson,  is  putting 
a  friendlier  face  on  the  world's  largest  energy  company,  draw- 
ing loud  applause  at  the  company's  May  annual  meeting  after 
an  investor  thanked  him  for  his  "friendliness,  humor,  and  can- 
dor." Then  there's  Anne  M.  Mulcahy,  boosting  morale  by 
telling  Xerox  employees  to  take  their  birthdays  off.  Or  Gener- 
al Electric's  Jeffrey  R.  Immelt,  refusing  his  last  cash  bonus  in 
favor  of  performance-linked  shares  to  show  that  he's  aligned 
with  shareholders. 

Feel  a  sudden  urge  to  hug  a  CEO?  If  so,  it's  likely  because  of 
all  the  thoughtful  gestures  and  warm  words  coming  out  of 
America's  corporate  suites.  In  the  pageant  of  business,  senior 


executives  seem  to  be  battling  for  the  congeniality  prize, 
mility,  authenticity,  and  responsive  leadership  are  new  b 
words  at  the  top.  Many  chief  executives  talk  about  being " 
vant  leaders"  and  team  players.  They  care  openly  al 
everything  from  employees  to  Mother  Earth.  In  short,  the 
more  likable. 

While  every  generation  has  its  share  of  both  jerks 
mensches  in  key  jobs,  there  has  been  a  discernible  shift  in 
management  Zeitgeist.  Hubris  isn't  cool.  Years  of  white-co 
crime  headlines,  as  well  as  grumbling  over  executive  pay,l 
created  an  environment  that's  less  tolerant  of  boorish  beha 
"Every  CEO  has  a  code  of  conduct  and  is  eating  in  the  cal; 
ria,"  says  Leslie  Gaines-Ross,  chief  reputation  strategist  at]; 
lie  relations  firm  Weber  Shandwick. 

Better  to  be  bland,  perhaps,  than  unpopular.  Says  Jo: 
Boscia,  chairman  and  chief  executive  of  Lincoln  Finar 
Group:  "When  you're  asked  what  you  do,  you  used  to  pufli 
your  chest  and  say:  'I'm  a  CEO  of  such-and-such.' "  No  m 
Only  27%  of  U.S.  respondents  in  PR  giant  Edelman's  2 
Edelman  Trust  Barometer  felt  that  information  conveyed  c 
CEO  was  very  credible.  (Business  magazines  rank  highei 
66%.)  At  least  that's  up  from  2003,  when,  according  to  p 


Charm 

Offensive 

^W  Why  America's  CEOs  are 
suddenly  so  eager  to  be  loved 


BY  DIANE  BRADY 
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^eLlk  ability 

~  Game 


POPULARITY 


Every  business  leader 

has  to  deliver  the 

numbers,  but  it  can 

be  just  as  important 

to  win  over  the  crowd 


* 


•f  Personally  thank 

JL  every  activist  who 
speaks  at  the  annual 
meeting,  and  nod 
meaningfully  when 
they  glare  at  you 


^ 


2  Take  to  calling 
yourself  a  "servant 
leader"— never  a 

"philosopher  king"— 
in  media  interviews 


3  Personally  rush 
heavily  branded 
equipment  to  a 

disaster  site  and  talk 

about  what  a  moving 

experience  it  was  in 

your  blog 


Cash  in  options 
worth  $70  million 
after  announcing 
widespread  job  cuts 

TAKE  2  STEPS 
.        BACK! 


^\^ 


9  Reminisce  fondly 
about  your  days  of 
driving  around  in  a  pickup 
truck,  and  wear  a  baseball 
cap  when  rubbing  elbows 
with  the  blue  collars 


8  Compliment 
every  member 

of  your  team  by  name 
at  the  corporate  picnic 
while  handing  out 
organic  hot  dogs 


Write  an 

erotic  e-mail  to 
a  managing  director  after 
an  off-site  liaison  and 
accidentally  send  it  to 
the  whole  executive  team 

YOU'RE  FIRED! 


6  Make  a  personal 
and  endearing 
confession  at  the 

townhall  meeting, 
even  if  it's  just  about 
your  teenager's  tattoos 

5  Bring  your  executive 
coach  to  the  next 
board  meeting  to  help  you 
understand  how  to  tap  the 
hidden  needs  and  desires 
of  each  member 


mm  i    :■■:■  IMMHBMI 


— 


Refuse  to 
give  out  key 
statistics  to  analysts 
during  earnings  calls 
and  cut  off  questions 
at  the  annual  meeting 

START  OVER!, 


n  Focus  the  next 
ad  campaign  on 

global  warming,  install 
solar  panels  at  HQ, 
and  rebrand  your 
product  line  as  "green" 


THE  CORPORATION 


Richard  W.  Edelman,  "CEOs  just  went  into  the  fetal  position 
and  didn't  talk  much  at  all." 

Now,  CEOs  have  to  talk  to  everyone.  With  greater  trans- 
parency in  business,  there's  no  place  to  hide.  If  s  not  enough  to 
be  popular  with  employees,  board  members,  or  the  regulators 
perched  outside  your  door.  In  today's  wired  world,  how  you 
treat  workers  and  the  planet  can  quickly  come  back  to  haunt 
you  in  a  blog  or  I-Hate-Your- Company  Web  site.  Anyone  can 
find  out  what  it's  like  to  work  for  you,  says  Libby  Sartain,  sen- 
ior vice-president  for  human  resources  at  Yahoo ! ,  and  that "  dic- 
tates what  kind  of  talent  you  get"— especially  among  younger 
workers.  And  a  new  breed  of  execs,  including  Alan  G.  Lafley  of 
Procter  &  Gamble,  has  started  to  talk  more  about  the  concerns 
of  "stakeholders"  who  feel  the  impact  of  a  business,  instead  of 
just  shareholders. 

POSITIVE  IS  MORE  POTENT 

THAT'S  NOT  TO  SAY  ALL  CEOs  are  experiencing  a  sudden  surge 

of  love  for  their  fellow  man.  As  with  any  management  trend, 

there's  an  element  of  faddishness  to  the  recent  emphasis  on 

_^^B*^         humble,  engaging  leadership.  During 

^^      ^^W       the  dot-com  boom,  the  instinct  was  to 


play  hard  and  strut  around  like  a  rock  star.  CEO  popularity 
volved  around  a  simple  measure:  stock  price.  Nobody  had  t 
to  hold  hands.  Even  now,  affability  is  not  synonymous  \ 
morality.  Nice  guys  can  promote  recycling  and  still  poll 
push  ethical  boundaries,  or  pay  people  too  little.  Few  execs 
ter  all,  were  more  charitable,  more  revered,  and  more  pul 
spirited  than  Enron's  Kenneth  L.  Lay.  Nor  is  likability  tig 
linked  to  profitability.  Hot-headed,  dictatorial  leaders  often  u 
results.  ExxonMobil's  former  CEO,  Lee  Raymond,  may  \  £ 
shunned  investors,  but  he  delivered  great  earnings. 

Yet  current  thinking  has  shifted  to  emphasizing  the  ben  V- 
of  model  behavior.  "Nice  is  a  power  tool,"  asserts  Linda  Ka] 
Thaler,  CEO  of  ad  agency  Kaplan  Thaler  Group  and  co-auth( 
the  upcoming  book  The  Power  of  Nice.  "You  get  sued  less  oiM 
you  live  longer,  and  you  make  more  money."  A  recent  studi s 
the  Harvard  Business  Review  found  that  people  tend  to  chdjli 
work  partners  based  on  likability.  Professor  Kim  S.  Camera  V 
the  University  of  Michigan's  three-year-old  Center  for  Posh  n 
Organizational  Scholarship  also  cites  studies  showing  that 
able  people— those  at  the  hub  of  what  he  calls  "positive  eni 
networks"— are  four  times  more  potent  on  the  job  than  tl  t 
who  have  influential  jobs  but  are  less  popular.  "Positive  en 
is  the  Holy  Grail  of  business  right  now,"  he  says  (table,  page    f 


Meet  the  New  Boss 


For  top  executives  across  America's  business  landscape,  harsh  is  out,  caring  is  in. 

THEN 


AMERICAN  INTERNATIONAL  GROUP  Hank  Greenberg 

could  yell  at  people  even  while  cycling  furiously  on  a, 
stationary  bike.  The  impatient  and  prickly  leader  built  a 
$99  billion  financial-services  empire  until  he  was  forced  to 
leave  amid  an  accounting  scandal. 


How  to  follow  a  bombastic  American  legend?  Find  a  jow 
Brit,  of  course.  Martin  Sullivan  is  cheerful,  charming,  i 
quietly  working  to  boost  employee  morale  and  repair  Al 
reputation. 


BOEING  Phil  Condit  was  remote,  traveled  with  an 
entourage  and  a  private  chef,  and  presided  over  multiple 
scandals  before  he  was  forced  out  in  2003.  Successor 
Harry  Stonecipher  was  booted  when  an  affair  with  a  female 
staffer  came  to  light. 


Jim  McNerney  did  away  with  the  entourage,  listens  to 
co-workers,  and  even  remembers  their  names.  The 
soft-spoken  former  3M  chief  came  in  charging  that 
"management  had  gotten  carried  away  with  itself." 


EXXONMOBIL  Unde'r  Lee  Raymond  profits  gushed, 
but  he  often  treated  shareholders  as  a  public  nuisance 
at  annual  meetings.  Also  dubbed  the  Darth  Vader  of 
global  warming  for  his  stance  on  alternative  fuels. 


Rex  Tillerson  jokes  with  journalists,  gamely  answers 
questions  on  morning  chat  shows,  and  listens  to 
shareholders.  At  this  year's  annual  meeting,  one  inves 
thanked  him  for  his  "friendliness,  humor,  and  candor." 
The  audience  cheered. 


GENERAL  ELECTRIC  Jack  Welch  was  a  tough  taskmaster. 
Lost  PR  points  with  environmentalists  by  opposing  a  plan 
to  dredge  New  York's  Hudson  River  to  clean  up  GE-dumped 
PCBs.  Constantly  culled  the  bottom  10%  of  employees. 


Jeff  Immelt  applauds  his  people,  has  diversified  the  to| 
ranks,  and  made  GF^a  leader  in  eco-friendly  technologic 
Faced  with  a  sagging  share  price,  he  even  gave  up  his  ci   t 
bonus  this  year  in  return  for  performance-related  share 

-SI  tl. 


HEWLETT-PACKARD  As  a  glamorous  female  CEO, 
Carly  Fiorina  got  a  lot  of  buzz.  But  insiders  accused  her  of 
having  an  acrimonious  management  style  and  a  penchant 
for  self-promotion  that  did  little  to  help  HP. 


WAL-MART  Lee  Scott  stayed  largely  behind  closed  doors 
as  the  retailer  developed  an  image  for  being  a  ruthless, 
anti-union,  and  chauvinist  giant  that  asphyxiated 
small-town  stores  while  squeezing  suppliers  and  workers. 


Mark  Hurd  looks  low-key,  even  dull  in  comparison  with  iL 
predecessor,  but  the  company  is  thriving  under  the  teai  ^ 
building  chief  executive.  The  drama  and  stage  lights  art 
gone,  but  investors  are  buzzing  about  the  solid  results.    % 


Scott  now  takes  out  full-page  ads,  courts  the  press,  ant 
is  taking  real  steps  to  expand  worker  health-care  benefi 
create  more  jobs  in  distressed  communities,  and  make 
Wal-Mart  a  leader  in  protecting  the  planet. 


78  I  BusinessWeek  I  June  26,  2006 


'  People  are 

9 


ely  has  there  been  more  attention  paid  to  personality  in 
5  ahead.  Mountains  of  leadership  books  and  hours  of 
ing  greet  most  high-potential  executives.  The  recurring 
s?  Trust,  inspiration,  teamwork,  authenticity.  Jerks  who 
r  results  are  usually  shoved  into  somebody's  hands  to 
i  little  tenderness  before  rising  to  the  top  job.  "People  are 

to  have  a  coach  now,"  says  Judith  Glaser, 
oaches  executive  teams.  "It  shows  they're 
emotionally  cultivated  for  a  better  job." 
ontrast,  those  who  don't  make  an  effort  to 
lends  stand  out.  Robert  L.  Nardelli  of  Home 
was  widely  regarded  as  an  operational  ge- 
uring  his  time  at  GE.  But  insiders  say  Jeff  Immelt  per- 
i  equally  well— and  also  had  an  exceptional  ability  with 
:.  Since  coming  to  the  top  job  five  years  ago,  Immelt  has 
1  establish  GE  as  a  leader  in  eco-friendly  products,  inno- 
,  and  even  diversity.  Over  at  Home  Depot,  Nardelli  has 
iccused  of  focusing  on  costs  over  customers,  chipping 
it  morale,  and  ignoring  shareholders.  At  the  May  annual 
lg,  he  stayed  30  minutes  and  refused  to  take  questions. 

could  anyone  not  know  that  doesn't  play  in  today's 
I  asks  one  peer. 
:ly,  Nardelli  couldn't  have  expected  that  his  actions 

go  unnoticed.  Now  that  everything  from  retirement 
to  personal  e-mails  are  circulated  on  the  Web,  being  a 
in  feel  like  running  naked.  When  Raytheon  Chief  Execu- 
Tlliam  H.  Swanson  plagiarized  parts  of  his  feel-good 
on's  Unwritten  Rules  of  Management  from  a  1944  book  by 
ing,  it  was  only  a  matter  of  time  before  a  blogger  exposed 
[any  C.  Stonecipher  of  Boeing  was  forced  to  step  down 
n  underling  tipped  off  the  board  that  the  married  CEO 
iving  an  affair  with  someone  on  staff.  "It  used  to  be  that 
■naround  guys  were  the  bad  ones,"'  says  Brian  M.  Sulli- 
lairman  and  CEO  of  executive  search  firm  Christian  & 
rs,  "but  now  even  CEOs  running  profitable  businesses  are 
;  vilified." 

D  TO  OUTRAGEOUS  PAY 

S  HARDLY  THE  FIRST  TIME  corporate  leaders  have  put 
volent  face  before  the  public.  In  the  1960s  and  '70s,  as 
ry  struggled  to  adapt  to  tumultuous  times  and  the  end  of 
ning  postwar  economy,  business  leaders  adopted  more 
nanlike  roles.  Their  message  to  politicians  and  the  pub- 
:'re  all  in  this  together.  Earlier  in  the  century,  industrial- 
ch  as  Andrew  Carnegie  and  John  D.  Rockefeller  made  a 
>f  spreading  their  largesse  after  amassing  huge  fortunes 
controversial  circumstances.  More  than  a  few  critics  ac- 
them  of  trying  to  buy  back  their  reputations, 
i  the  fortunes  being  accumulated  by  the  executive  class 
it's  not  surprising  that  leaders  feel  a  need  to  reach  out. 
ii  CEO  compensation  at  200  of  the  largest  U.S.  companies 
ir  hovered  around  $8.4  million.  That's  a  10%  jump  over 


ture  Your  Soft  Side 

rou  a  likable  leader  or  an  idiot  boss?  Take  our  online 
and  find  out 

from  leadership  gurus  Consultants  Judith  Glaser  and 
n  Menkes  talk  about  the  trend  in  Video  Views 


BusinessWeek  online 


www.businessweek.com/extras 


PLAYBOOK:  BEST-PRACTICE  IDEAS 


Good-Guy  Power 

Kim  Cameron  at  the  University  of  Michigan's 
Center  for  Positive  Organizational  Scholarship 
cites  numerous  studies  showing  that  good 
behavior  helps  not  only  your  career  but  also 
your  company's  bottom  line.  Some  advice: 


SEEK  OUT 
MOTIVATORS 

Optimists  and  team  players 
trump  "experts"  in  business 
when  it  comes  to  getting  things 
done.  Like  airline  maps  that 
show  hubs  and  connections, 
every  person  sits  at  a  different 
point  in  an  organization.  Those 
at  the  center  of  so-called  positive 
energy  networks-the  folks  who 
motivate  others-perform  at  a 
much  higher  level  than 
pessimists. 


EMPHASIZE 
ABUNDANCE 

Focus  on  your  organization's 
highest  potential  and  emphasize 
its  abundance  of  opportunities. 

Don't  dwell  on  problems, 
deficits,  and  obstacles. 
Optimism  and  abundance 
are  energy-creating. 
Organizations  perform 
better  when  leaders  focus 
on  the  positive. 


HELP  THE 
HAPPY  WORKER 

Because  they  unleash 
energy  in  others,  positive 
energizers  are  critical  to 
improvements  in  both 
individual  and  company 
performance.  Effective  leaders 
spend  much  more  time 
enabling  their  positive 
energizers  than  they  do 
dealing  with  under- 
performers  or  problem 
employees. 


FOSTER 
VIRTUOUSNESS 

Try  to  build  a  culture  that 
focuses  on  "virtuousness "— 
institutionalized  compassion, 
forgiveness,  and  integrity. 

Studies  of  16  different  industries 
show  that  virtuous  organizations 
enjoy  higher  levels  of 
productivity,  quality,  profitability, 
customer  satisfaction, 
and  employee  engagement. 


2004,  according  to  Pearl  Meyer  &  Partners.  John  P.  Mackey  of 
Whole  Foods,  who  caps  his  own  cash  compensation  at  14  times 
the  average  of  what  all  his  employees  make,  argues  that  "when 
you  have  executives  gouging  their  companies,  it  undermines 
trust.  Frankly,  they  aren't  worth  that  much." 

Outrageous  pay  is  hardly  the  hallmark  of  a  servant  leader. 
The  speech  on  "sacrifice"  doesn't  resonate  when  it  comes  from 
someone  whose  bonus  is  in  the  millions.  No  wonder  a  small  but 
growing  number  of  execs,  from  former  Circuit  City  CEO  W. 
Alan  McCollough  to  Susan  Lyne  of  Martha  Stewart  Living  Om- 
nimedia,  are  giving  back  cash.  Says  Lyne,  who  gave  a  third  of 
her  $625,500  bonus  to  employees:  "You  can  send  a  signal  that 
your  focus  is  on  compensation,  or  you  can  show  that  your  focus 
is  on  creating  a  better,  stronger  company." 

Playing  to  a  wide  audience  and  cultivating  positive  publicity 
often  does  help  the  company.  John  Browne,  group  chief  execu- 
tive at  BP,  has  spent  millions  trying  to  make  his  company  the 
nicest,  greenest  oil  giant  on  the  block.  While  ExxonMobil  is 
pulling  in  bigger  profits,  BP  has  posted  stronger  growth  and  bet- 
ter stock  performance  since  2001.  In  that  time,  BP  has  delivered 
a  total  shareholder  return  of  62%,  compared  with  ExxonMobil's 
49%.  "We  have  to  be  responsible  as  a  company  and  attract  the 
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best  people  of  every  background,"  says 
Browne,  who  won  BP  the  prestigious 
Catalyst  Award  this  year  for  advancing 
women  in  the  organization.  Such  good 
vibes  helped  the  company  emerge  with 
its  reputation  largely  intact  after  a  dev- 
astating refinery  explosion  in  Texas  last 
year  that  killed  15  people  and  led  to  a 
$21.3  million  fine. 

ExxonMobil's  Raymond,  in  contrast, 
made  money  for  investors  but  never  did 
much  to  warm  the  public's  heart. 
Greenpeace  research  director  Keit 
Davies  says  "shareholders— really  nice 
people  like  priests  and  nuns— tell  me 
they  have  never  dealt  with  anyone  as 
stubborn,  self-important,  and  rude."  An 
ExxonMobil  spokesman  said  Raymond 
doesn't  comment  on  such  observations. 
But  it's  notable  that  his  successor  makes 
a  point  of  cracking  jokes  with  journalists 
and  listening  politely  to  investors.  To  ex- 
ecutive leadership  consultant  Granville 
Toogood,  Tillerson  comes  "across  as  a 
humble,  concerned  citizen  of  the 
world."  The  business  strategy  hasn't 
changed.  The  CEO  is  just  nicer. 

Even  energy  industry  bosses  know 
that  friendly  gestures  get  you  noticed  in 
the  press— and  by  your  peers.  In  fact, 
James  O'Toole,  a  professor  at  the  Uni- 
versity of  Southern  California's  Center 
for  Effective  Organizations,  thinks 
many  execs  are  just  jealous  of  all  the  at- 
tention being  heaped  on  nice  guys.  He 
believes  the  charm  offensive  comes 
down  to  a  basic  instinct:  "What  do  I 
have  to  say  to  get  the  spotlight  back  on 
me?"  Moreover,  he  notes:  "Who  wants 
a  reputation  for  not  caring  about  em- 
ployees or  your  own  country?" 

No  one  who  wants  to  make  it  in  busi- 
ness. Increasingly,  the  most  important 
fan  base  is  the  one  within  your  own 
company.  Younger  staffers  simply  won't 
stick  around  to  work  for  idiot  bosses. 
They  grew  up  accustomed  to  a  freelance 
"open  source"  world,  and  their  boomer 
parents  raised  them  to  demand  respect, 
independence,  and  engaging  work. 
Their  reaction  to  a  command-and- 
control  leader  who  blasts  off  mean  mis- 
sives or  ridicules  customers?  Post  the 
comments  on  a  blog. 

Treating  people  well  makes  you  feel 
good.  It  makes  others  feel  good.  It  can 
even  cast  a  glow  around  your  company. 
But  the  biggest  incentive  to  woo  the 
masses  is  a  growing  belief  that  it  bene- 
fits the  bottom  line.  As  consultant  Tim 
Sanders,  author  of  The  Likeability  Fac- 
tor, puts  it:  "If  the  average  employee  has 
a  pit  in  his  stomach  instead  of  a  song  in 
his  heart,  your  profits  will  go  down."  ■ 
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TALK  THERAPY 

The  pair  ironed 
out  differences 
on  long  treks         M 


Walk  100  Miles 
In  My  Shoes 

How  Sander  and  Jonathon  Flaum  bridj; 
a  generation  gap  in  work  values 


BY  SUSAN  BERFIELD 

SANDER  A.  FLAUM  LIVED 
quite  happily  in  a  world 
that  for  years  his  only  son, 
Jonathon,  wanted  nothing 
to  do  with.  Sander  was 
old-school:  stubborn, 
tough,  with  a  single- 
minded  desire  to  become  a  chief  execu- 
tive. Work  was  his  first  priority;  family 
came  second.  Eventually  his  marriage 
failed,  which  only  complicated  his  uneasy 
relationship  with  Jonathon.  Recently, 
though,  the  two  have  come  to  terms.  As 
improbable  as  it  sounds,  they  did  so  by 

talking  about  the  very  thing     a 

that  originally  drove  them 
apart:  the  workplace. 

This  is  a  tale  of  a  father 
and  son,  but  it  is  also  a  sto- 
ry about  the  generational 
divide  now  emerging  in  the 
office  of  the  21st  century. 
"American  business  doesn't 
yet  understand  the  power- 
ful influence  of  genera- 
tional values,"  says  Chuck, 


-100-Mile 
Walk 


Underwood,  the  founder  of  The  Geitj 
tional  Imperative  Inc.,  a  consulting)) 
in  Cincinnati.  Sander,  69,  and  Jonai< 
38,  are  classic  examples  of  their  gelt 
tions.  Sander,  who  in  1988  becameu 
of  health-care  ad  agency  Robert  A.  1 
er  Euro  RSCG  in  New  York,  learned 
diligent,  loyal,  and  to  put  the  comn 
first.  Jonathon  grew  up  to  be  skep 
self-reliant,  and  determined  to  ba 
work  and  family. 

The  tension  between  them  w^ 

once  'common  and  particular.  S£' 

says  of  Jonathon:  "Like  the  sons  of) 

successful  dads,  he  went  the  other  \ 

Jonathon  studied  the  phi 

phy  of  religion  and  prac 

Zen.  Later  he  earned  an 

in  playwriting  and  took 

as  a  social  worker. 

Then  in  the  summ< 
2001,  soon  after  his  owi 
was  born,  Jonathon  asfe 
father  the  question  Si 
had  been  waiting  for:  H( 
I  make  more  money?  "1 
Becker  is  a  great  place, 
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Aetna  Health  Connections5 


A  new  way  to 
bring  it  all  together 
for  better  health. 

Now  Aetna  introduces  a  new  approach 
to  medical  management  that  can  help 
people  achieve  their  optimal  health. 
Aetna  Health  Connections  integrates 
clinical  data  and  programs  across  Medical, 
Dental,  Pharmacy,  Behavioral  Health 
and  Disability  insurance  plans  to  provide 
a  picture  of  every  member's  overall  medical 
condition.  With  our  holistic  approach, 
doctors  and  nurse  case  managers  have 
the  data  they  need  to  help  patients 
achieve  better  outcomes,  and  make  earlier 
interventions  when  appropriate.  To  find 
out  more,  call  your  broker  or  consultant, 
Aetna  representative,  or  visit  aetna.com. 
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Health 

Dental 

Pharmacy 

Behavioral  Health 

Long  Term  Care 

Disability 

Life 


©2006  Aetna  Inc.  Plans  are  offered  by  Aetna  Life  Insurance  Company.  Health  insurance 
plans  contain  exclusions  and  limitations.  Policy  form  numbers  include  GR-29  and  GR-700-W. 
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Get  the  most  out  of 
your  EOS  30D  and 

EOS  Digital  Rebel  XT 

with  custom 

EF-S  series  lenses. 


People  Family  ""ies 


Canon  EF-S  lenses  are  optimized  specifically 
for  use  with  select  digital  SLRs*  The 
EF-S  17-85mm  f/4-5.6  IS  USM  is  a  powerful 
lens,  with  Image  Stabilization  delivering  both  wide- 
angle  ana  telephoto  coverage  capabilities. 
For  even  greater  wide-angle  coverage,  try  the 
EF-S  10-22mm  f/3.5-4.5  USM  For  superb 
performance,  especially  in  low  light,  the  new 
EF-S  17-55  f/2.8  IS  USM  zoom  lens  with  Image 
Stabilization  is  a  great  choice.  And  to  bring  it  in 
real  close,  try  the  EF-S  60mm  f/2.8  Macro  USM 
to  capture  details  you  never  noticed.  Not  sure 
what  you're  after?  The  EF-S  series  lens  family 
is  sure  to  stimulate  the  artist  you  never  knew 
existea.  Of  course,  you  can  also  choose  from 
over  50  compatible  Canon  EF  lenses. 


Canon  isn't  just  any  camera, 
so  don't  use  just  any  lens. 


*EF-S  lenses  can  be  used  on  the  EOS  .iOD,  20D,  20Da, 
Digital  Rebel  XT  and  Oigital  Rebel  only. 
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love  it,"  Sander  recalls.  Not  exactly  what 
Jonathon  had  in  mind.  So  Sander  sug- 
gested something  else:  writing  speeches 
for  business  leaders.  Jonathon  could  start 
by  crafting  one  for  him.  A  few  months  lat- 
er, Jonathon  opened  WriteMind  Commu- 
nications in  Asheville,  N.C. 

Jonathon  and  Sander  were  then  both 
CEOs,  albeit  of  very  different  companies. 
Sander  ran  a  $1.7  billion  business  with  975 
employees;  Jonathon  hired  people  by  the 
project.  They  had  more  to  talk  about  but 
rarely  shared  the  same  perspective.  Sander 
focused  on  being  competitive,  even  para- 
noid. Jonathon  told  his  father  fear  wasn't  a 
great  motivator.  Sander  exhorted  his  staff 
to  do  A+  work,  be  best  in  class,  fight  for  a 


meetings  on  Saturday  mornings 
didn't  change  his  schedule  to  at 
Jonathon's  championship  Little  Le. 
game  one  year.  And  there  was 
brusque  management  of  their  home 
"Jonathon  remembers  that  I  would  i 
a  to-do  list  for  him  and  his  sister  bef 
left  every  day,"  says  Sander,  who  stil] 
ries  his  own  daily  list  in  his  shirt  po< 
The  six  months  of  strolling  and  hi 
in  2004  resulted  in  a  book,  The  100 
Walk:  A  Father  and  Son  on  a  Quest  to 
the  Essence  of  Leadership,  publish* 
January.  It  also  smoothed  out  their 
tionship.  Sander  owned  up  to  makii  | 
lot  of  mistakes"  with  his  famil; 
learned  a  lot  about  myself  from  Jon 


SANDER  SAYS 


He  Said,  He  Said 

A  Father,  His  Son,  Their  Opposing  Outlooks 

!   JONATHON  SAYS 
ON  WORK/LIFE  BALANCE 


Young  people  in  India  and 
China  are  not  talking  about 
work/life  balance  or  worrying  about 
how  to  spend  more  time  at  home . . ." 


I  think  this  model  sells  us 
short  and  asks  American 

workers  to  compromise  in  ways 

that  are  unreasonable." 


ON  PARANOIA 


I  think  you  should  be  at- 
tuned to  the  knowledge  that, 
at  any  time,  every  competitor  of 
yours  is  out  to  recruit  your  best 
people,  steal  your  ideas,  take  over 
your  customers,  and  reinvent  and 
improve  your  products." 

yes.  Jonathon's  mantras  were  be  mindful, 
let  go,  say  yes  to  providence.  Sander  quot- 
ed Jack  Welch;  Jonathon  told  parables 
about  Buddhist  monks. 

Then  Sander  made  his  son  an  offer  that 
changed  everything.  He  wanted  to  write  a 
book  about  leadership  that  would  appeal 
to  young  people  starting  out  and  to  his 
hardened  colleagues.  He  figured  including 
Jonathon's  views  would  be  the  best  way  to 
do  both.  Jonathon  agreed,  with  one  condi- 
tion: that  they  discuss  ideas  while  walking 
100  miles  together,  each  selecting  routes 
up  and  down  the  East  Coast.  "I  expected 
growth  in  our  personal  relationship,"  he 
says.  Not  Sander.  He  simply  wanted  to  talk 
about  his  leadership  principles.  "It  wasn't 
until  we  began  walking  that  I  realized  it 
was  about  a  lot  more  than  that,"  he  says. 

First  off,  Sander  learned  of  Jonathon's 
lingering  childhood  resentments.  There 
were  Sander's  absences.  He  held  staff 


■■■■fl 

The  older  generation  thati 
I  has  mastered  this  quality  \ 
suffers  the  consequences  of  its 
side  effects:  a  constant  low-gran 
tension  and  reactivity  that  has 
become  synonymous  with  won 
ethic  and  commitment" 


says.  "I'm  sorry  I  didn't  do  it  eai 
Jonathon  came  to  understand  his  fat 
ambition,  his  constant  talk  of  being 
in  class.  "Before,  they  were  just  wo 
says  Jonathon.  "He  convinced  me  I 
heart  of  it,  what  it  can  mean  for  a  grc 
people  to  know  they've  done  their  b 

They  still  have  their  disagreen 
Sander,  who  remarried  and,  after  ret 
began  his  own  consultancy  two  year, 
maintains  a  "healthy  paranoia"  abo 
vals.  He  still  puts  in  long  hours.  "I I 
that  there's  too  much  balance  ant 
enough  work  when  it  comes  ti 
younger  generation,"  he  says. 

As  for  Jonathon,  business  has  picks 
mostly  due  to  the  book.  He's  coachii 
ecutives  and  leading  walks  in  the 
Ridge  Mountains.  Thaf  s  put  him  in  a 
familiar  situation:  After  a  few  intense 
weeks,  he  called  Sander  and  told 
"Dad,  I'm  becoming  like  you."  II 
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actly  what  I  was  thinking." 
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Executive  Life 


Wine 


Parker, 
At  Your 
Service 

Why  trust  me?  Because  my  selections  are  based  on 
nothing  beyond  my  palate.  BY  ROBERT  PARKER 


I  AM  THRILLED  WITH  THE  OPPORTUNITY  to  share  my  pas- 
sion for  wine  with  the  readers  of  BusinessWeek.  I  hope  you 
will  look  to  this  column  every  week  to  discover  wonderful 
wines  and  great  wine  values.  Over  the  past  two  decades  a 
revolution  in  winemaking  has  produced  an  astonishing  as- 
sortment of  extraordinary  wines.  They  come  not  only  from 
the  long-established  producers  in  Europe  but  also  from  the 
U.S.,  Australia,  and  even  Chile  and  Argentina.  J  Let  me  tell  you 
about  myself  and  my  approach  to  writing  about  wine.  I  first  en- 
countered wine  as  a  college  student  visiting  France,  mainly  because 


Parker's  Ratings 


the  table  wine  in  the  restaurants 
cheaper  than  my  usual  drink,  Coca-i  a] 
For  sure,  I  wasn't  drinking  first-grs  nje 
Bordeaux,  but  I  was  intrigued,  tied 
turned  to  the  University  of  Mary  t-j 
finished  my  bachelor's  degree,  andijj  t, 
on  to  the  university's  law  school.  I  tl  ^ 
tually  took  a  job  with  the  Farm  C 
Bank  of  Baltimore,  but  my  real  pax  p 
was  wine.  While  in  law  school  andii  tft 
bank,  I  spent  as  much  time  as  I  •  y 
(and  as  much  money  as  I  could  aia  ffiv 

led 

All  wines  start  with  a  base  score  of  50,  and  they  earn  points  for  color,  aroma,  bou 
flavor,  finish,  and  aging  potential.  Here's  how  to  interpret  the  scores, 


ft; 


;•;:■ 


toi 

k 

let; 
tl 

lontf 


96-100 

An  extraordinary 
wine  of  profound 
and  complex 
character  with  all 
the  attributes 
expected  of  a 
classic  wine  of 
its  variety. 


90-95 

An  outstanding 
wine  of 
exceptional 
complexity  and 
character.  In 
short,  these  are 
terrific  wines. 


80-89 

A  barely  above 
average  to  very 
good  wine 
displaying  various 
degrees  of  finesse 
and  flavor  as  well 
as  character  with 
no  noticeable  flaws. 


70-79 

An  average  wine 
with  little 

distinction,  except 
that  it  is  soundly 
made.  In  essence, 
a  straightforward, 
innocuous  wine. 


60-69 

A  wine  with 
noticeable 
deficiencies,  such 
as  excessive 
acidity  and/or 
tannin,  an  absence 
of  flavor,  or  dirty 
aromas. 


50-59 

A  wine  deemed  to 
be  unacceptable. 


fcfj 
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ng  and  tasting  wines  in  France, 
md  Spain. 

id  extensively  on  wine,  too,  and  was 
ited  by  the  paucity  of  reliable  infor- 
l— and  thought  I  could  do  better.  I 
i  to  create  an  independent  con- 
's guide.  I  purchased  some  mailing 
am  major  wine  retailers,  and  in  Au- 
978,  mailed  out  the  first,  24-page 
if  The  Wine  Advocate.  Subscriptions 
in,  the  newsletter  grew,  and  by  1984 
my  lawyer's  job  to  devote  myself 
tie  to  writing  about  wine, 
more  than  a  full-time  job.  I  spend 
jhree  months  a  year  on  tasting  trips 
e-growing  regions.  I  may  taste  as 
is  100  wines  a  day  when  I'm  in  the 
Even  so,  with  the  ever-increasing 
tr  of  quality  wines  from  around  the 
I  need  help  to  keep  up.  I  have  sev- 
sociates  who  do  tastings  and  con- 
reviews.  In  2005  alone,  The  Wine 
ite  ran  nearly  7,200  reviews  in  its 
tionthly  issues.  These,  along  with 
itional  250  reviews,  were  posted  on 
eb  site,  eRobertParker.com.  The 
se  at  the  Web  site  now  has  about 


Last  year,  my 
associates 
and  I 
reviewed 
nearly  7,500 
wines 


85,000  reviews. 

With  every  sip, 
I'm  working  for 
wine  consumers. 
The  newsletter 
takes  no  advertis- 
ing. I  cover  my  own 
expenses  on  trips, 
though  I  do  not  pay 
for  tastings  at 
wineries.  Some 
wine  does  show  up 
unsolicited   at   my 

door,  and  I  do  taste  it  and  sometimes  re- 
view it,  but  I  never  request  it.  In  all,  I  pur- 
chase about  75%  of  the  wines  I  sample— 
and  much  of  it  goes  down  the  drain. 

When  possible,  I  conduct  my  tastings 
in  peer-group,  single-blind  conditions. 
That  means  I  compare  the  same  types  of 
wines  with  each  other  and  do  not  know 
the  producers'  names  when  I'm  tasting 
them.  Neither  price  of  the  wine  nor  the 
reputation  of  the  producer  or  grower  af- 
fects the  rating. 

My  scoring  system  gives  every  wine  a 
base  of  50  points  (table).  The  wine's  col- 


or and  appearance  merit  up  to  five 
points.  The  aroma  and  bouquet  can 
add  up  to  15  points;  the  flavor  and 
finish  up  to  20  points.  Finally,  the 
overall  quality  level  or  potential  for 
further  improvement  contributes  as 
many  as  10  points.  Wines  with 
more  than  90  points  are  those  I  con- 
sider to  be  outstanding,  and  96  and 
up,  truly  extraordinary— and  rare 
(only  1,807  in  nearly  28  years). 
Those  rated  in  the  upper  80s  can  be 
quite  good,  and  often  very  well- 
priced.  I  have  many  of  these  wines  in  my 
personal  collection. 

Ratings  are  convenient  to  use,  but  the 
tasting  notes  will  tell  you  much  more 
about  the  wine— the  color,  the  aroma, 
the  finish,  and  its  aging  potential.  They 
can  give  you  an  idea  of  what  to  look  for 
in  a  wine,  and  perhaps  draw  some  com- 
parisons to  other  wines.  Think  of  me  as 
your  guide,  your  adviser,  your  teacher. 
No  matter  what  I  tell  you,  there  can  nev- 
er be  any  substitute  for  your  own  palate 
or  any  better  education  than  tasting  the 
wine  yourself.  II 
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BY  ROBERT  PARKER 


Parker  on  Wine 


Those  Lazy,  Hazy 
Days  of  Rose 


THERE'S  NOTHING  BETTER  ON  A  SULTRY  DAY  than  a  wonderful  bottle  of  dry 
rose.  The  wine's  blush  comes  from  limiting  the  contact  the  juice  of  red 
grapes  has  with  skin.  So  just  in  time  for  summer,  here  are  some  of  my 
favorites,  which  include  value-priced  choices  as  well  as  a  splurge. 


Dominio  de  Eguren  2005  Protocolo 
Rosada  (Castilla,  Spain) 

89  points.  A  dry,  zesty  rose  with  surprising 
body,  a  fragrant  personality  (strawberries  and 
cherries),  and  a  crisp,  zingy  finish.  It  is  a  blend  of 
50%  bobal  and  50%  tempranillo.  $6 

Chateau  Guiot  2005  Rose  Costieres 
de  Nimes  (Languedoc,  France) 
87  points.  A  blend  of  55%  syrah,  40% 
grenache,  and  5%  mourvedre,  it  displays  a 
nose  of  spicy  raspberries  and  pepper.  Light  to 
medium-bodied  and  satin-textured,  it  offers  a 
flavor  profile  of  red  fruits  with  a  note  of  peach 
that  makes  an  appearance  in  the  finish.  Drink 
it  over  the  next  six  to  nine  months.  $10 

Falesco  2005  Vitiano  Rose  (Umbria, 
Italy) 

87  points.  It's  a  blend  of  merlot,  sangiovese, 
cabernet  sauvignon,  and  a  touch  of  aleatico. 
The  dramatic  ruby  color  is  followed  by  a  floral, 
kirsch-liqueur-like  nose,  fresh,  lively  strawberry 
and  cherry  flavors,  and  a  zesty  finish.  Consume 
it  before  the  end  of  2006.  $10 

Turkey  Flat  Vineyards  2006  Rose 
(Barossa,  Australia) 

90  points.  A  dramatic  neon  pink  color  (will  it 
glow  in  the  dark?)  is  followed  by  a  full-bodied, 
dry,  fresh,  flamboyant  rose  made  from  a 
combination  of  grenache,  cabernet  sauvignon, 
shiraz,  and  dolcetto.  It  boasts  a  knockout 
bouquet  of  strawberries  and  cherries,  terrific 
fruit,  and  plenty  of  body  as  well  as  flavor 
volume.  Enjoy  it  over  the  next  12  months.  $16 

Torbreck  2005  Saignee  (Barossa, 

Australia) 

92  points.  One  of  the  finest  roses  in  the 


A  flavor  profile 
of  red  fruits 

with  a  note  of 

peach.. .in  the  finish." 


marketplace,  this  100%  mourvedre  is  fashior  I 
one  of  Australia's  most  brilliant  winemakers,  [  f 
Powell.  Barrel-fermented  in  neutral  wood,  it  re  f 
a  light  salmon  color  along  with  a  blockbuster 
of  plums,  anise,  pepper,  and  sweet  cherries  a:  *" 
as  currants.  Dry,  but  full-bodied  with  amazing  * ' 
length,  it  is  a  serious  rose  for  true  connoisseur . 
Drink  it  over  the  next  year.  $20 

Tablas  Creek  2005  Rose  (Paso    n 
Robles,  Calif.) 

90  points.  It's  a  full-throttle,  big,  exubera  q 
dry  example  bursting  with  character.  Madw  m 
from  mourvedre,  grenache,  and  counoisw  hoc 
deep  pink  color  is  followed  by  a  stunning  r 
of  plums,  raspberries,  and  figs.  Full-bodieu 
with  superb  fruit  and  tremendous  crispnese  ™ 
authority,  it  is  amazing  stuff.  Drink  it  in  the  %h 
year  to  take  advantage  of  its  fresh  flavors. !  IK 


i 


Billecart-Salmon  1996  Cuvee 
Elizabeth  Salmon  Rose  (Champani 
France)  flK 

95  points.  Vivid  strawberry,  raspberry,  au  isk 
berry  fruit  with  hints  of  smoke,  crushed  rodcfpl: 
a  touch  of  rhubarb.  Light  pink  in  hue,  this  sp« 
wine  is  boldly  flavored,  with  crisp  acidity.  Mfl 
its  character  is  at  the  back  of  the  mouth.  ltMi,« 
brilliant,  medium-  to  full-bodied  vintage  ro$'  «e 
drink  over  the  next  10-plus  years.  $150 

Visit  www.eRobertParker.com  for  the 
Internet's  most  active  wine  bulletin  boai 
of  thousands  of  tasting  notes,  or  to  order  \ 
recent  book,  The  World's  Greatest  Wine  Es 
A  Modem  Perspective.  You  can  also  subs 
to  Parker's  newsletter,  The  Wine  Advocate 
Request  a  sample  copy  at:  The  Wine 
Advocate,  RO.  Box  311,  Monkton,  MD  2111 
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Wines  rated  from  96-100  are  extraordinary;  90-95,  excellent;  80-89,  above  average  to  very  good.  For  more  Parker  picks,  go  to  businessweek.com/f 
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ED  BY  MONICA  GAGNIER 


ENTURE  TRAVEL 

UR 
LGELATO 

IOULD  BE  MORE  refreshing  after  a 
ke  ride  than  a  big  dish  of  fruity 
■  You  can  eat  all  you  want  while 
;  through  the  scenic  roads  of  Italy 
on  Giro  del  Gelato, 
the  latest  trip 
dreamed  up  by 
Arlington  (Mass.) 
adventure-travel 
company  Ciclismo 
Classico.  The 
itinerary  for  two  of 
its  popular  bike 
tours  will  include 
gelato -making 
lessons  and  daily 
visits  to  renowned 
gelaterias.  The  first 
Giro  del  Gelato, 
from  Aug.  26  to 
~  Sept.  9,  will 

:  stays  in  Venice,  Ravenna, 
:e,  and  Spoleto  ($4,595).  The 
,  for  $3,995,  from  Aug.  31  to  Sept. 
explore  Puglia,  Basilicata, 
nia,  and  Calabria  in  the  south 
ioclassico.com).  -Sophia  Asare 

DENING 


i  A  cycling 
;h  Italy  with 
stops 


NGUS  KILLER 

IRS,  WELL-MEANING  gardeners 
issed  along  a  recipe  for  an 
:  plant  spray  known  as  the 
I  Formula.  What  they  didn't 
lis  that  the  mixture  of  baking 
|il,  water,  and  soap  could  kill 
jacteria  in  the  soil  because  many 
mts  contain  anti-bacterial 
;  Now,  years  of  research  by 
I  University  plant  pathologist 
>rst  has  yielded  a  new  eco- 
I  fungicide  called  GreenCure. 
int  spray's  active  ingredient, 
urn  bicarbonate,  is  more 
e  at  preventing  powdery  mildew, 
pot,  and  other  problems  than 
soda  (sodium  bicarbonate). 
I  biodegradable  container  is 
in  stores  and  on  the  Web 
rure.net). 


SUMMER  FUN  A  jazz  test, 

an  exhibition  devoted  to 
the  Bard,  and  a  pro  tennis 
tourney  are  among  New 
Haven  s  upcoming  events 


TIME  OFF 

Cultural  Haven 

NEW  HAVEN  MAY  NOT  BE  the  first  place  you  think  of  as  a  summer  weekend  destination. 
But  the  impressive  lineup  of  cultural  and  sporting  events  in  this  Connecticut  city  70 
miles  northeast  of  New  York  might  make  you  reconsider  (infonewhaven.com). 
Starting  on  June  23,  the  Yale  Center  for  British  Art  (ycba.yale.edu)  will  host  a  major 
free  exhibition  of  William  Shakespeare  portraits  and  his  original  documents  on  loan 
from  British  museums  and  private  collections. 

Jazz  notes  will  fill  the  city  for  three  weeks  in  early  August  during  the  25th  annual 
New  Haven  Jazz  Festival  (newhavenjazz.com).  The  historic  New  Haven  Green  will 
play  host  to  headliners  such  as  pianist-composer  Dave  Brubeck,  but  events  will  also 
take  place  in  clubs,  restaurants,  and  on  the  water.  On  Aug.  11,  you  can  take  a  dinner 
cruise  on  Long  Island  Sound  to  the  big-band  sounds  of  the  Blue  Orchid  Orchestra. 

From  Aug.  18-26,  the  Pilot  Pen  International  Tennis  Tournament  will  feature 
many  of  the  same  players  who'll  be  competing  at  the  U.S.  Open  in  New  York  the 
following  week  (888-99-PILOT).  Off-court,  fans  can  enjoy  such  events  as  a  lunch 
and  cooking  demonstration  with  Food  Network  chef  Dave  Lieberman.  -Kristin  Dew 


ENTERTAINING 


NO  NEED  TO  PUT  these  flowers  in  water: 
Moet  &  Chandon's  new  pink  tulip  flutes 
come  with  their  own  bubbly,  a  bottle  of 
Moet  Brut  Imperial  Rose.  In  this  bouquet 
of  four  flutes,  which  would  make  a  great 
gift  for  a  summer  soiree,  delicate  long- 
stemmed  glasses  blossom  out  of  plastic 
magenta  tulip  petals.  The  ensemble, 
available  at  wine  shops,  is  $69.95,  a  price 
comparable  to  that  of  a  real  bouquet  But 
it  won't  wilt  before  the  next  gathering. 

-Romy  Drucker 
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3  IN  THIS  SECTION 

|  Investors  are  no  longer  A  J 

■  chasing  the  lead  horse 


Putnam's  CEO  on 
restoring  its  reputation 


96 


What  Janus  is  doing 
to  move  forward 


s  on  how  to  choose  mutual  funds,  watch  our  weekly  TV  show,  BusinessWeek  Weekend.  Check  your  local 
;  or  go  to  businessweekweekend.com  and  type  in  your  Zip  Code  to  find  when  and  where  it  airs  in  your  area. 


BusinessWeek  weekend 


Back 
[n  Action 

Sure,  the  markets  are  jittery,  but  mutual  funds  are  doing 
a  better  job  for  investors  since  the  dot-com  smashup. 
Long-term  returns  are  up,  fees  are  down,  and,  despite  ETFs 
and  hedge  funds,  money  is  rolling  in.  BY  LAUREN  YOUNG 


t  the  peak  of  the  last  bull  market,  Orlando  (Fla.) 
accountant  Ingrid  Goldberg,  now  58,  had  most  of 
her  money  tied  up  in  high-octane  growth  stock 
and  sector-specific  technology  mutual  funds. 
Boston's  Patrick  Monaghan,  now  31,  was  just  get- 
ting started  in  his  management  consulting  career. 
He  sunk  what  little  he  had— $10,000— into  the 
mable  stocks  of  the  day,  Cisco  Systems  and  Dell  Computer,  even 
jh  his  grandfather  had  been  a  mutual  fund  manager  and  his 
f  urged  him  to  use  funds.  J  Goldberg  and  Monaghan  don't  have 
in  common  except  that  they  both  got  burned  when  the  stock 
et  cratered  from  2000  to  2002.  And  both  are  relying  on  mutual 
with  the  help  of  financial  advisers,  to  restore  their  fiscal  fitness. 

Sure,  exchange-traded  funds  (ETFs) 
and  hedge  funds  seem  to  be  grabbing  all 
the  headlines,  and  they  are  also  attract- 
ing plenty  of  new  cash.  But  in  their  own 
quiet  way,  mutual  funds  are  pulling  in 
the  big  bucks.  In  2005  they  took  in  $255 
billion  in  net  inflows  and  nearly  $145  bil- 
lion through  April  (chart,  page  90). 
Since    then,    though,    investors    have 


ir,  so  good,  even  with  the  recent 
l  stock  markets  around  the  world, 
arked  out  really  well  now  that  I'm 
Eied,"  Monaghan  says.  "I'm  up  by 
nd  bounds,"  says  Goldberg,  who 
o  retire  in  four  years.  "The  future 
right."  In  fact,  the  future  looks  a 
ot  brighter  for  many  of  the  91  mil- 
Dple  who  invest  in  mutual  funds. 


pulled  out  $6  billion— mainly  from 
international  mutual  funds,  according  to 
AMG  Data  Services,  a  fund  tracker  in  Ar- 
eata, Calif. 

So  much  for  the  death  of  mutual 
funds,  an  often-heard  pronouncement 
just  a  few  years  ago.  That  was  when  the 
funds  were  suffering  a  double  whammy 
from  the  dot-com  bust  market  and  a  trad- 
ing scandal  that  involved  more  than  a 
dozen  companies.  In  2003,  in  fact,  in- 
vestors pulled  more  cash  out  of  funds 
than  they  put  in  for  the  first  time  in  more 
than  two  decades. 

Today,  mutual  fund  assets  have 
swelled  to  an  all-time  high  of  $9.5  tril- 
lion, up  from  nearly  $7  trillion  in  2000. 
While  critics  have  griped  for  years  that 
they  fail  to  beat  market  indexes,  mutual 
funds  are  doing  a  much  better  job  for 
shareholders.  They  outpaced  the  stock 
market  from  2002  to  2005,  with  the  av- 
erage stock  fund  earning  16.9%,  as  the 
Standard  &  Poor's  500-stock  index  rose 
15.2%,  according  to  S&P,  which,  like 
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Mutual  Funds 


An  Improving  Stor 


After  the  dot-com 
bust  and  a 
trading  scandal, 
mutual  funds  are 
thriving,  and 
investors  are 
making  more 
money 


Investors  are  returning 
to  funds... 
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...and  assets  are 
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Investors  are  holding 
funds  for  longer  periods. 


AVERAGE  HOLDING  PERIODS  (YRS) 


'97  '98  '99  '00  '01  '02  '03  '04  '05  '06* 
Data:  Investment  Company  Institute 

...expenses  are 
coming  down... 

PERCENT 


'97  '98  '99  '00  '01  '02  '03  '04  '05  '06* 
Data:  Investment  Company  Institute 

•THROUGH  APRIL 

...and  performance 
is  stronger 

AVERAGE  ANNUALIZED  RETURNS" 


'00     '01     '02     '03     '04     '05 
Data:  Dalbar  Inc. 


■  AVERAGE  EXPENSE  RATIO 

■  ASSET-WEIGHTED 
EXPENSE  RATIO 

2000-2005 

U.S.  EQUITY 
1.65/1.67%  0.99/0.93% 

INTERNATIONAL  EQUITY 
2.06/1.92      1.23/1.10 

TAXABLE  BONDS 
1.32/1.29      0.95/0.84 


Data:  Morningstar  Inc. 


I  AVERAGE  EQUITY  FUND 
INVESTOR 


I  S&P  500 


I  INFLATION 


1-YEAR 
8.3%      4.9%      3.5% 


3-YEAR 
15.3       14.4         2.9 


5-YEAR 
1.6         0.5         2.5 


•THROUGH  DEC.  31,  '05 


Data:  Dalbar  Inc. 


BusinessWeek,  is  owned  by  The  McC 
Hill  Companies. 

If  s  also  getting  cheaper  for  invest 
own  mutual  funds.  Fees  have  declint 
two  years  in  a  row,  according  to  a 
study  from  Morningstar,  the  Chi 
fund  tracker.  At  the  same  time,  more 
families  are  taking  steps  to  protect  s 
holders,  including  closing  funds  tc 
investors  to  maintain  performance 
adding  redemption  fees  to  discoij 
churning. 

The  most  surprising 
news  of  all:  Investors 
seem  to  be  getting 
smarter,  finally,  about 
the  kinds  of  funds  to 
buy,  and  they're  holding 
on  to  their  fund  portfo- 
lios for  longer  periods, 
which  translates  into 
better  returns.  Throw  in 
some  more  regulatory 
scrutiny,  and  mutual 
fund  investors  are  better 
off  today  than  they  were  six  years  agd 
Morningstar  Managing  Director  i 
Phillips.  "Good  things  are  happen! 
many  fronts,"  he  says.  "The  fund  incj 
has  learned  a  lot  of  lessons  from  thii 
lapse  of  the  stock  market  bubble  aiij 
mutual  fund  scandals." 

Those  scandals  sent  investors  f  I 
from  many  fund  families  that  gd 
snared,  including  Janus  Funds  (pa{)| 
and  Putnam  Investments  (page  94). 
same  time,  record  sums  are  gushini 
untainted  firms  such  as  Capital  Res 
&  Management5 s  American  Funds,  1 
ty  Investments,  and  Vanguard  Grow 

To  be  sure,  thorny  issues  remain  i 
ics  say  changes  are  needed  in  thl 
funds  are  sold,  arguing  that  advise* 
brokers  are  recommending  fundsl 
for  the  commissions  they  pay  then 
for  the  performance  shareholdei 
ceive.  Supply  is  a  problem,  too: 
nearly  9,000  mutual  funds  to  c 
from,  there  are  simply  too  many  I 
resulting  in  higher  costs  and  less 
sight.  In  theory,  industry  consolit 
should  wipe  out  bad  funds  and  I 
them  with  better  options.  That  d 
always  happen.  When  Wells  Fan 
quired  Strong  funds,  some  gim 
portfolios,  including  Strong  Dc 
Value,  were  merged  out  of  existent 
performance  in  other  funds,  such 
Wells  Fargo  Advantage  Balanced 
(formerly  Strong  Balanced)  have 
to  impress.  "Are  things  better  [for 
holders]?  Maybe  a  little  bit,"  say: 
Bogle,  founder  of  Vanguard  Grour. 
champion  of  investing  in  low-cosl 
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ROWTH  INVESTING  IS  MAKING  A  COMEBACK. 
f  JANUS,  IT  NEVER  WENT  OUT  OF  STYLE. 


jrcwth  returns  on  this  page  didn't  happen  because  of  a  market  trend.  They're  the  result 
lisciplined  investing  approach  that  seeks  growth  in  any  market.  Intensive,  fundamental 
itch,  refined  over  35  years,  gives  Janus  the  information  edge  that  has  delivered  strong 
^iiance  -  time  and  time  again.  See  the  latest  returns  below,  then  ask  your  financial 
or  if  Janus  funds  suit  your  style. 


JANUS 


janus.com 


i  (Incept 


IUS 

ntrarian  Fund1 

0) 
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Average  annual  total  returns  (%)         Overall  Morningstar  Ratings" 
as  of  3/31/06  as  of  3/31/06 


1-Year  3-Year  5-Year 

31.88     35.15     11.64 


Since 
10-Year        Inception 

9.61 


***** 

among  1,478  large  blend  funds 


IUS  Since 

»wth  &  Income  Fund      1"Year       3"Year      5"Year      10"Year     lnception 

20.62         19.11         4.80         12.05       13.79       among  1,350  large  growth  tunc 


***** 


IUS 

mipus  Fund 

ius  Adviser 

rty  Fund  -  S  Shares2 

7) 


1-Year 

24.43 


3-Year 

19.67 


5-Year 

2.59 


10-Year 

11.07 


Since 
Inception 

11.95 


**** 

among  1,350  large  growth  funds 


1-Year 

20.64 


3-Year 

18.74 


5-Year 

5.65 


10-Year        I 


Since 
nception 

13.13 


***** 

among  1,350  large  growth  funds 


brmance  figures  i 


Overall  Morningstar  Rating  is  for  a  fund  is  derived  from  a  weighted  aver. 
its  3~,  5-  and  IO-year  (if  applicable)  Morningstar  Rating™  metrics. 

E resented  reflects  past  performance,  which  is  no  guarantee  of  future  results.  Investment  results  and  principal  value 
ictuate  so  that  shares,  when  redeemed,  may  be  worth  more  or  less  than  their  original  cost.  Due  to  market  volatility, 
rit  performance  may  be  higher  or  lower  than  the  performance  shown.  Call  your  financial  advisor  or  visitjanus.com 
rtcrmance  current  to  the  most  recent  month-end. 

.  consider  the  charges,  risks,  expenses  and  investment  objectives  carefully  before  investing.  For  a  prospectus 
ining  this  and  other  information,  please  call  your  financial  advisor  or  download  the  file  from  janus.com.  Read  it 
ally  before  you  invest  or  send  money. 

t  performance  maybe  affected  by  risks  that  include  those  associated  with  non-diversification,  investments  in  foreign  securities  and  emerging  markets, 
reitment  grade  debt  securities,  undervalued  or  overlooked  companies,  companies  with  relatively  small  market  capitalizations  and  investments  in 

in  iiistries  or  countries.  Please  see  a  Janus  prospectus  orjanus.com  for  more  information  about  fund  holdings  and  details. 
|  ontrarian  Fund  held  approximately  17.6%  of  its  assets  in  India  securities  as  of  3/31/06  and  the  Fund  has  experienced  significant  gains  due.  in  part,  to 
■I  anents  in  India.  While  holdings  are  subject  to  change  without  notice,  the  Fund's  returns  and  NAV  may  be  affected  to  a  large  degree  by  fluctuations  in 
^y  exchange  rates  or  political  or  economic  conditions  in  India. 

S  Shares  (formerly  Class  I  Shares)  of  the  Fund  commenced  operations  on  8/1/05-  The  performance  shown  reflects  the  fees  and  expenses  of  Class  S 
withi  ut  the  effect  of  any  fee  and  expense  limitation  or  waivers. 

h  fund  with  at  least  a  three-year  history,  Morningstar  calculates  a  Morningstar  Rating™  based  on  a  Morningstar  Risk-Adjusted  Return  measure  that 
la  for  variation  in  a  fund's  monthly  performance  (including  the  effects  of  sales  charges,  loads,  and  redemption  fees),  plating  mo;c  emphasis  on  down- 
riations  and  rewarding  consistent  performance.  The  top  10%  of  the  funds  in  each  category  receive  5  stars,  the  next  22-5%  receive  4.  stars,  the  next  35% 
3  stars,  the  next  22.5%  receive  2  stars  an:  receive  1  star.  (Each  share  class  is  counted  as  a  fraction  of  one  fund  within  the  scale  and  rated 

ely.  which  may  cause  slight  variations  in  ih<:  riisiribu; 

(I    (  h.  Janus  Contrarian  Fund  was  rate  •   following  numbers  of  U.S.  -domic  led  Large  Blend  funds  over  tliL  following  time  periods:  1.47^ 

D  the  last  three  years  and  I,l62  fund:-  :  last  5  years.  With  respect  to  *  ;ilend  fund  ntrai  ian  Fund  received  a  Morningstar 

u  ol  5  stars  for  the  three-  and  five-yea-  :owth  ar.d  1  '.I  was  rated  against  the  following  numbers  of  U.S. -domiciled  Large 

(funds  over  the  following  time  periods  ;  r.O  funds  in  the last  three  years.  I.077  funds  tn  the  last  five  years  and  389  funds  in  the  last  ten  years.  With 
'.< -•  '  h<  ;e  Large  Growth  funds,  Jam;  c:  a  Morningstar  Ratin  <ars  for  the  three-,  five- and 

p<  r  mds,  respectively.  Janus  Olympic  fur.d  v  I  he  following  numbers  -  •    Large  Growth  funds  over  the  following  time 

0  funds  in  the  last  three  years  us  and  389  in  the  !  pect  to  these  Large  Growth  funds.  Janus  Olym 

1  a  Morningstar  Rating™  oi  He  three-,  in  [anusAdvisrr  Forty  Fund  was  1 
llowing  numbers  of  U.S.    d                                                 !  unds.  over  the  followi                                       ;«0  funds  ir.  the  last  three  years  and  1,077  fu. 
irs.  With  respect  to  thes<  1                                                         iserFortyl  ind  5  stars  for  the  three-  and 
ods,  respectively, 
jted  by  Janus  Distributor    . 
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LESSONS  LEARNED 


No  Longer  Chasing 
The  Lead  Horse 


BY  AARON  PRESSMAN 

Back  before  the  Internet  bubble 
burst,  mutual  fund  investors 
didn't  just  chase  performance, 
they  galloped  after  it.  Among  the 
10  best-selling  funds  of  1999 
were  Fidelity  Aggressive  Growth  Fund,  which 
gained  103%  that  year,  and  Janus  Twenty 
Fund,  up  65%,  as  the  Standard  &  Poor's 
500-stock  index  climbed  a  none-too-shabby 
20%.  Longer-term  results  weren't  as  pretty. 
The  three-year  bear  market  was  particularly 
unforgiving  to  such  former  highfliers, 
whose  shares  lost  77%  and  64%  of  their 
total  value,  respectively,  from  2000  through 
2002  (table). 

Maybe  investors  have  learned  their 
lesson.  The  funds  getting  the  big 
bucks  in  2006  are  not  those  with  the 
biggest  returns.  Instead,  Capital 
Research  &  Management's  American 
Funds  dominate,  holding  the  No.  1, 
2, 3,  and  10  spots. 
Characterized  by  steady 
performance  and  lower-than- 
average  fees,  those  four 
team-managed  funds  alone 
pulled  in  more  than  $25  billion  in 
new  cash  in  the  first  four  months  of 
the  year.  Best-seller  Growth  Fund  of 
America  typically  ranked  among  the 
20%  of  top-performing  similar 
funds  in  any  one  of  the  past  five 
years,  never  quite  topping  the 
charts.  But  consistency  has  helped 
put  its  five-year  combined  record  in 
the  top  5%. 

The  leadership  of  Los  Angeles- 
based  American  Funds  does  raise 
a  new  concern,  though,  about 
whether  ballooning  fund  assets  will 
hurt  future  performance.  American 
has  been  the  top-selling  fund  firm 
in  each  of  the  last  four  years.  Its 
managers  outperformed  most 
others  in  the  bear  market  and 
continued  to  do  well  once  the 
market  turned  up.  After  years  at 
the  top  of  the  charts,  Growth  Fund 
of  America  had  grown  to  $146 
billion  by  the  end  of  April,  and 


EuroPacific  Fund  had  swelled  to  $87  billion. 
"Their  shareholders  are  all  participants  in  a 
massive,  ongoing  experiment:  How  large  can 
any  fund  company  get  without  hurting 
investment  performance?"  says  fund 
watcher  Roy  Weitz,  who  runs  the  Web  site 
fundalarm.com. 

The  bear  market  also  taught  investors 
about  the  value  of  diversification.  While 
1999's  list  included  just  one  international 
fund,  half  of  today's  top  10  sellers  invest 
globally.  International  markets  usually  don't 
move  in  tandem  with  the  U.S.,  so  adding  a 


dollop  of  overseas  funds  can  temper 
portfolio  volatility  while  improving  return 
More  investors  are  opting  for  less  risky  fund 
that  spread  their  bets  over  an  array  of  stock: 
and  countries.  The  best-sellers  of  2006 
"seem  to  be  more  diversified  portfolios, 
unlike  the  Janus  Twenty,  which  was  focused 
on  too  few  stocks,"  says  Paul  Irvine,  a  financ 
professor  at  the  University  of  Georgia's  Terr> 
College  of  Business,  who  has  studied  funds. 
"Plus,  most  investors  do  not  have  the 
international  exposure  they  should." 

Index  funds  seem  to  have  lost  some 
ground  in  the  top  10  this  year,  with  just  two 
such  funds,  vs.  three  in  1999.  That  might 
dismay  those  who  advocate  low-cost  marki ,' 
matching.  It  seems  investors  are  chasing 
performance  after  all:  Most  actively 
managed  funds  beat  indexers  last  year. 
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Hot  Starts, 
Cold  Finish 

In  1999,  investors 
poured  into  the 
best-performing 
mutual  funds  of  the 
day  and  paid  the 
price  later.  Here 
are  that  year's 
best-sellers  and 
their  returns  three 
and  five  years 
down  the  road. 


*  Bond  fund 


"Is  it  good  enough?"  asks  Bogle, 
vithin  miles." 

always,  performance  still  drives 
ows.  In  recent  weeks  the  stock  mar- 
mooned,  and  more  than  $6  billion 
;  out  of  U.S.  stock  funds  from  May 
;h  early  June,  according  to  AMG 
tervices.  While  it  may  make  Bogle 

that  investors  still  think  they  can 

le  market,  more  money  went  into 

actively  managed  rau- 

Inner      tual  funds  than  into 
O      exchange-traded  funds 
iClSf  an(^  hedge  funds  com- 

■  bined  last  year.  "That 
lS[6Q  shows  investor  confi- 
C  ctll  dence  in  mutual  funds 
3  o  1 1 1 1      asan  investment  vehi- 

IlldfiX     c^e'"  sa^s  Philip  Ed- 
*        wards,  managing  di- 
5  rector  at  S&P  Portfolio 

Advisors. 

Of     course,     over 
longer  periods,  funds 
g  behind  the  S&P  500.  Typical  stock 
nvestors  gained  an  annualized  5.8% 
past  decade,  vs.  9.1%  for  the  S&P 
ccording  to  Dalbar,  a  Boston  finan- 
:rvices  consultant.  That's  because 
ften  do  not  buy  a  fund  until  it  has  al- 
done  very  well.  Dalbar  adjusts  re- 
to  reflect  that  behavior.  As  a  result, 
he  20-year  period,  fund  investors 
1  just  3.9%,  vs.  11.9%  for  the  S&P. 
at  has  helped  investors  gain  a  bit  of 
ormance  edge  in  more  recent  years, 
h,  is  a  reduction  in  fees.  You  can 
Eliot  Spitzer  for  some  of  those  low- 
tual  fund  costs.  The  New  York  At- 
'  General's  probe  into  market  tim- 
id late  trading  practices  by  fund 
mies  in  the  summer  of  2003  result- 
settlements  that  cut  mutual  fund 
Hie  typical  individual  investor  in 
paid  0.93%  in  expenses  for  a  U.S. 
fund  in  2005— or  $93  for  every 
)0  invested— compared  with  0.99% 
04,  according  to  a  Morningstar 
Research  just  released  by  Invest- 
Company  Institute  (ICI),  the  fund 
ry's  trade  group,  comes  to  similar 
isions.  Those  may  not  look  like 
uts,  but  they  are  significant  because 
;es  fall  ever  so  slowly. 
;stors  are  taking  notice  of  those 
3m  Meyer,  a  Marlton  (N.J.)  financial 
r,  sends  fund  fact  sheets  to  his 
,  and  they're  increasingly  paying 
on  to  costs.  "My  clients  are  becom- 
gnizant  of  fees— not  as  many  as  I 
like  to  see— but  many  more  than  I 
een  in  my  24  years,"  says  Meyer. 
ther  big  surprise:  Fund  investors 
o  be  less  trigger-happy.  According 


to  Dalbar's  research,  investors  are  holding 
on  to  their  fund  portfolios  for  an  average 
of  4.3  years,  vs.  2.7  years  in  2001.  That's 
because  more  funds  are  being  sold 
through  advisers,  which  means  money  is 
more  "sticky"— it  stays  put  rather  than 
chasing  hot  performance.  A  recent  ICI 
study  found  that  73%  of  investors  sur- 


veyed consulted  an  adviser  before  they 
purchased  a  mutual  fund.  "People  are 
smarter  than  we  give  them  credit  for," 
says  ICI  President  Paul  Schott  Stevens. 
Nearly  three-quarters  of  fund  investors 
surveyed  wanted  to  know  about  the 
fund's  fees  and  expenses  prior  to  purchas- 
ing shares,  and  more  than  two-thirds  re- 


Loads. 

Account  service  fees. 

Big  commissions. 

Just  say  no. 


Cha-ching!  It's  the  unmistakable  sound  of  another  investor  being 
overcharged.  If  you  don't  like  paying  big  commissions  when  you  buy  or 
sell  funds,  or  fees  just  to  open  an  account,  you're  not  alone.  At  Schwab 
we  believe  investors  should  expect  premium  service,  not  pay  a  premium 
for  it.  That's  why  our  commission  prices  start  as  low  as  $9.95.  It's  why 
we  offer  hundreds  of  no-load,  no-transaction-fee  funds.  And  it's  why  at 
Schwab  there's  no  such  thing  as  account  service  fees. 

Invest  more  of  yotir  money  Jn  you. 
i-800-4SGHWAB  /  SCHWAB.COM 


CHUCK 


SCHWAB 


Investors  should  consider  carefully  information  contained  in  the  prospectus,  including 
investment  objectives,  risks,  charges  and  expenses.  You  can  request  a  prospectus  by  calling 
800-435-4000.  Please  read  the  prospectus  carefully  before  investing.  Investment  value  will 
fluctuate,  and  shares,  when  redeemed,  may  be  worth  more  or  less  than  original  cost. 

$9.95  trade  pricing  is  fo'  clients  who  have  $1  million  in  qualifying  household  assets  or  trade  at 
least  30  times  a  quarter.  Accounts  exempt  from  account  service  fees  are  subject  to  a  minimum 
balance  charge  of  $30  per  quarter  for  brokerage  accounts  or  $50  per  year  for  IRAs  if,  after 
receipt  of  notice  and  a  notice  period,  their  assets  remain  below  account  opening  minimums  of 
$2  500  for  brokerage  accounts  or  $2,000  for  IRAs. 
©2006  Charles  Schwab  &  Co.,  Inc.  All  rights  reserved.  Member  SIPC.  (0406-5966)  ADP34279FUL-02 
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viewed  or  asked  questions  about  the 
fund's  historical  performance. 

At  the  same  time,  advisers  aren't  just 
cramming  the  product  du  jour  down  their 
clients'  throats.  They  are  doing  a  better 
job  of  managing  money  and  charging  flat 
fees  for  service  rather  than  relying  on 
commissions.  "That's  a  striking  change  in 

Q&A 


the  industry  landscape,"  says  East 
Greenwich  (R.I.)  fund  consultant  Geoff 
Bobroff  Those  financial  pros  deserve 
some  credit  for  changing  their  stripes. 
"More  advisers  get  the  message  that  di- 
versification is  important,"  says  Keith 
Singer,  a  financial  adviser  in  Boca  Raton, 
Fla.  As  a  result,  investors  are  pouring 


cash— more  than  $21  billion  so  far 
year— into  asset  allocation  funds,  aa 
ing  to  Financial  Research,  a  final* 
services  firm  in  Boston.  The  beau' 
these  portfolios  is  that  they  offer  a  pi 
termined  mix  of  stocks,  bonds,  and  c 
Among  the  most  popular  are  ta 
maturity  funds,  a  fund-of-funds  port' 


Polishing  Putnam's 
Tarnished  Reputation 


Until  a  few  years  ago,  Putnam 
Investments  was  one  of 
the  most  venerable  U.S. 
fund  companies.  But 
performance  tanked  in  the 
2000  bear  market,  and  in  2003  two 
Putnam  managers  were  implicated  in  the 
rapid  buying  and  selling  of  their  own  funds 
to  the  detriment  of  shareholders. 
Investors  revolted,  yanking  more  than 
$120  billion  in  assets  from  the  company. 
Marsh  &  McLennan,  a  financial-services 
giant  that  owns  Putnam,  then  hired 
Charles  E.  "Ed"  Haldeman  away  from 
Delaware  Investments  to  clean  up  the 
mess.  Personal  Business  Editor  Lauren 
Young  spoke  by  telephone  to  Haldeman, 
while  he  was  in  London,  about  Putnam's 
comeback  effort. 

What  has  changed  at  Putnam  in  the 
past  three  years? 

We've  done  a  lot  in  terms  of  compliance 
training-we  do  it  online  and  in  face-to-face 
teaching  sessions.  I  know  it  is  working 
because  I  recently  witnessed  a  young 
employee  who  was  just  a  year  out  of 
college  talking  to  a  class  of  college 
students.  When  they  asked  him,  "What 
business  are  you  in?"  he  said,  "I  take  care 
of  other  people's  money."  Hopefully,  all 
3,000  of  our  employees  feel  that  way. 

You've  pledged  to  set  the  industry 
standard  for  customer  service.  What 
progress  have  you  made? 

Last  year  we  won  all  three  Dalbar  awards 
for  customer  service  in  variable  annuities, 


mutual  funds,  and  relationships  with 
advisers.  As  I  travel  around  the  country,  I 
talk  to  advisers  and  brokers.  They  tell  me 
how  responsive  we  are.  A  real  person 
answers  the  phone  when  they  call  Putnam. 

Where  is  there  room  for  improvement? 

We  strive  to  have  all  of  our  funds  in  the  top 
third  of  their  peer  group  for  three  and  five 
years.  In  our  Putnam  Fund  for  Growth  & 
Income,  which  is  our  largest,  performance 
wasn't  bad;  it  was  in  the  top  half  of  its  peer 
group.  But  that's  not  satisfactory,  so  we 
changed  managers.  It's  now  being  co- 
managed  by  Eric  Harthun,  a  small-cap 
value  fund  manager  with  a  strong  long- 
term  record.  He's  joining  Dave  King,  who 


? 


has  managed  the  fund  since  1993,  but  two 
other  managers  have  left.  We've  made  much 
progress  in  a  whole  host  of  funds.  Our 
international  funds  are  doing  well,  and  that's    ■. 
particularly  pleasing  because  that's  an  area 
where  some  managers  did  have  to  leave  us 
three  years  ago. 


a 


it 


How  has  the  public  reacted  to  your 
decision  to  cut  fees? 

We've  made  two  major  adjustments , 
in  fees  since  I  got  the  job  30  monthn 
ago.  We  voluntarily  reduced  loads 
from  5.75%  to  5.25%,  and  we  did 
that  without  changing  the 
compensation  to  the  adviser  or 
broker.  Now  our  loads  are  among 
the  lowest.  In  addition,  all  of  our 
funds  now  have  an  expense  ratio 
that's  below  the  industry's  median 
The  fee  cut  has  not  been  as 
noteworthy  as  I  thought  it  should 
be,  but  it's  a  thing  we  add  to  a  list  oL>  :a! 
things  that  demonstrate  we've  done  „ 
a  good  job  with  integrity,  service,      -^ 
and  lower  fees. 

Yet  outflows  continue.  How  will 
you  stop  the  tide? 

It's  disappointing.  I  didn't  think  it 
MB    would  take  this  long.  We  are 
convinced  we  have  the  right  strategy. 
The  good  news  is  that  the  rate  of 
redemptions  is  slowing  down.  But  we 
haven't  been  as  successful  in  new  sales. 
However,  sales  are  much  stronger  in  2006 
than  2005,  so  that  makes  us  feel  we  are 
moving  in  the  right  direction. 


Do  you  think  things  would  be  different 
for  Putnam  today  if  it  wasn't  one  of  the 
firms  named  early  in  the  scandal? 

If  we  were  the  12th  or  20th,  it  would  be 
very  different.  There's  a  much  higher 
level  of  interest  in  the  first  wave.  People 
thought  it  was  one  company  involved. 
They  didn't  realize  it  was  an  industry 
phenomenon. 


■i.. 
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As  I  travel  around  the  country,  I  talk  to  advisers  and  brokers., 
A  real  person  answers  the  phone  when  they  call  Putnam/' 
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nes  with  an  expiration  date.  These 
ffer  one  of  the  simplest  ways  to  di- 
For  example,  let's  say  you're  plan- 
t  retire  in  2025.  You  buy  a  fund 
2025  target  date.  As  you  approach 
jet  date,  the  fund's  asset  mix  shifts 
ore  aggressive  stocks  to  conserva- 
Idings  of  bonds  and  cash.  Overall, 
location  funds  account  for  26%  of 
id  sales,  up  from  2%  in  1999.  Once 
rs  buy  into  these  funds,  they  rarely 
m.  "Retention  periods  dramatical- 
:ase  with  asset  allocation  funds," 
dbar  President  Louis  Harvey. 

Id's  research 

shows  that  the  typical 
fund  investor  doesn't 

it  1011       seem    t0    care    much 

■        about     fund     gover- 
lIGlP     nance,  but  the  fund 

,  _  „  _        scandals  left  an  impor- 
.Ol  b        tant  legacy  in  the  way 
fhp        funds    are    run— and 
that    benefits    share- 
holders.  While   fund 
boards  were  once  seen 
as    wielding    rubber 
stamps,  at  least  a  few 
v  taking  an  activist  stance.  Perhaps 
st  notable  display  of  independence 
the  board  that  governs  Clipper 
managed  by  a  unit  of  Old  Mutual 
Management,  reacted  when  veteran 
er  James  Gipson  and  two  col- 
>  departed  at  the  end  of  last  year. 
1  of  automatically  approving  Old 
l's  chosen  replacement,  the  board 
cted  its  own  search  and  hired  Davis 
id  Advisors,  which  specializes  in 
itocks,  as  Clipper's  new  manager, 
fund  industry  everyone  is  on  their 
behavior,"     says     Morningstar's 

behavior  can  lead  to  some  best 
fis.  Since  2000  more  than  300 
tave  been  closed  to  new  investors, 
pig  to  Morningstar.  Fund  closures 
pd  for  existing  shareholders  be- 
torrent  of  cash  can  overwhelm  the 
ers,  resulting  in  bad  decisions  as 
ramble  to  put  the  money  to  work. 
3ithy  funds  that  have  shut  their 
|so  far  in  2006  include  Fidelity 
Smaller  Companies  and  Fidelity 
fund. 

ual  funds  may  be  turning  away 

vestors,  but  new  exchange-traded 

ire  beckoning  them.  There  are  250 

£TFs  now  available  to  investors, 

n  more  are  in  registration  at  the 

ies    &    Exchange    Commission. 

unds  are  bought  and  sold  like 

The  best  ETFs  offer  a  low- cost 

track  the  major  market  indexes, 


such  as  the  S&P  500.  But  now  a  slew  of 
sector-specific  ETFs  are  being  rolled  out, 
including  ones  that  focus  on  silver,  oil, 
medical  devices,  and  home  construction. 
On  June  16,  Wisdom  Tree  Investments, 
which  is  run  by  former  hedge  fund  man- 
ager Michael  Steinhardt,  Wharton 
School   professor  Jeremy  Siegel,   and 


Jonathan  Steinberg,  who  owned  the 
now- defunct  Individual  Investor  maga- 
zine, launched  20  exchange-traded 
funds.  (Steinberg  is  married  to  Business- 
Week columnist  Maria  Bartiromo.) 

The  frenzy  to  introduce  new  ETFs  re- 
minds New  Jersey  adviser  Meyer  of  1999, 
when  a  cascade  of  technology  funds 


Get  an  expert 
to  talk  with  you 

(Not  at  you.) 


Schwab  Private  Client."" 

if  you're  used  to  any  other  kind  of  investment  relationship,  your  first  meeting 
with  a  Schwab  Financial  Consultant  might  come  as  a  surprise.  As  a  Schwab 
Private  Client,  you'll  be  assigned  your  own  single-point-of-contact  investment 
expert— the  kind  who  listens  to  your  ideas  instead  of  politely  ignoring  them. 
You'll  also  have  a  team  of  professionals  who  you  can  call  on  whenever  for 
advice,  help  or  recommendations.  Together,  you  and  your  consultant  will 
develop  an  investment  strategy  based  on  you  and  your  goals.  And  annually 
you'll  receive  detailed  portfolio  reviews  and  comprehensive  face-to-face 
consultations— without  ever  having  to  beg.  Hey,  there's  a  first  time  for 
everything.  Let  your  first  time  be  soon. 

Talk  to  a  Schwab  Financial 
Consultant  today. 
1-800-4SCHWAB/SCHWAB.COM 
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,■,  .  !,,,,!  ,.„  •,..  :  Schwab  Private  Client  provides  you  with  a  different  way  to  pay  for  Schwab  a 
broker-dealer  services,  and  investment  advice  offered  within  it  is  solely  incidental  to  those  services.  The 
Securities  and  Exchange  Commission  requires  all  broker-dealers  who  give  brokerage  advice  for  a  fee 
to  make  the  following  disclosure:  "Accounts  enrolled  in  this  service  are  brokerage  accounts  and  not 
advisory  accounts.  Our  interests  may  not  always  be  the  same  as  yours.  Please  ask  us  questions  to  make 
sure  you  understand  your  rights  and  our  obligations  to  you,  including  the  extent  of  our 
obligations  to  disclose  conflicts  of  interest  and  to  act  in  your  best  interest.  We  are  paid  both  by  you  and, 
sometimes,  by  people  who  compensate  us  based  on  what  you  buy.  Therefore,  our  profits,  and  our  sales- 
persons' compensation,  may  vary  by  product  and  over  time'.'  Please  call  us  at  1-888-878-3892  if  you 
have  auestions  about  the  differences  between  a  brokerage  service  and  an  advisory  service. 
&2006  Charles  Schwab  &  Co.,  Inc.  All  rights  reserved.  Member  SIPC.  (0306-5963)  ADP34278FUL-02 
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Personal  Finance 


Mutual  Funds 


came  to  market.  "It's  downright  scary," 
he  says.  Although  ETF  assets  doubled  in 
the  past  12  months  through  April,  the 
$385  billion  invested  in  these  funds  is 
still  a  puny  share— about  4%— of  what's 
in  traditional  mutual  funds. 

The  giants  of  the  fund  industry  are 
moving  quickly  into  the  ETF  market. 
AMVESCAP,  which  owns  AIM  Funds,  is 


acquiring  PowerShares  Capital  Manage- 
ment. The  exhibit  hall  of  the  recent  In- 
vestment Company  Institute  conference 
was  teeming  with  venture  capitalists 
looking  to  get  on  the  exchange-traded 
bandwagon,  says  Morningstar's  Phillips. 
"The  amount  of  people  trying  to  make 
money  from  ETFs  is  worrisome,"  he  says. 
At  least  for  now,  fewer  investors  are 


speculating  on  mutual  funds,  and 
making  smarter  investment  decii 
"The  public  got  burned  by  the  sea 
and  the  market  learned  a  lesson,  but 
long  will  they  retain  that  lesson?" 
Burton  Greenwald,  a  mutual  fund 
sultant  in  Philadelphia.  While  mem 
tend  to  be  short,  investor  interest  in 
tual  funds  is  here  to  stay.  ■ 


COMEBACKS 

Janus  Is 

Looking 

Forward 

BY  ADRIENNE  CARTER 

In  Roman  mythology,  Janus  is  the  two- 
faced  god  of  beginnings  and  endings. 
It's  an  apropos  image  for  the  once- 
maligned  Janus  Capital  Group.  With  a 
new  chief  executive,  a  deeper 
research  bench,  and  a  revamped  investment 
team,  Janus  is  looking  for  a  new  beginning. 
Early  signs  are  encouraging.  Nearly  70% 
of  Janus'  equity  funds  were  in  the  top  half  of 
their  category  over  a  one-,  three-,  and  five- 
year  period  ending  in  May,  according  to  fund 
tracker  Morningstar.  That's  a  dramatic  jump 
from  a  year  ago,  when  only  36%  of  Janus' 
stock  funds  landed  in  the  top  50%  of  their 
peer  groups  for  five  years.  Janus  declined  to 
comment  before  the  release  of  its 
forthcoming  earnings  report.  ' 

Founded  in  the  late  1960s,  the  Denver 
money  manager  had  become  the  poster 
child  for  the  industry's  ills  in  recent  years. 
Janus'  high-growth  style  made  it  a  darling 
during  the  the  1990s.  But  shareholders  ran 
for  the  exits  as  performance  plummeted  in 
the  three-year  bear 


market  that  followed. 
That  mass  exodus 
continued  when 
Janus  got  smacked 
by  the  mutual  fund 
scandals  of  2003. 
Janus  settled  with  the 
Securities  & 
Exchange 
Commission  and 
other  regulators  in 
2004  for  $226  million 
without  admitting  or 


Still  on  the  Mend 


DOLLARS 


APITALj  GROUP 
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denying  guilt.  It  was  accused  of  letting  big 
investors  rapidly  trade  in  and  out  of  funds  at 
the  expense  of  other  shareholders.  All  told, 
assets  dropped  from  more  than  $330  billion 
at  the  top  of  the  market  in  March,  2000,  to 
$130  billion.  Now  they're  up  to  $160  billion. 

Gary  Black,  who  took  over  as  CEO  in 
January,  2006,  and  his  predecessor,  Steven 
Scheid,  who  joined  after  the  scandal,  have 
worked  to  overhaul  Janus'  image,  trying  to 
return  it  to  its  roots  as  a  boutique  growth- 
stock  manager.  Under  Black,  who  is  also 
chief  investment  officer,  the  fund  team  has 
a  new  look.  In  February, 
Black  tapped  veteran 
David  Corkins,  who 
turned  around  Janus 
Mercury,  to  run  the 
firm's  flagship  Janus 
Fund.  David  Decker  of 
Janus  Contrarian  and 
Jonathan  Coleman  of 
Janus  Enterprise  were 
named  co-chief 
investment  officers 
of  the  domestic  equity 
group. 


JUNE  12,  '06 


Janus  has  also  bulked  up  its  research 
staff,  adding  seven  analysts  in  the  past  twe 
years.  They  cover  1,100  stocks,  up  from 
around  500  in  2001.  Plus,  manager 
compensation  and  fund  fees  are  more 
closely  linked  with  performance. 

One  of  Janus'  standout  funds  is  the  go- 
anywhere  Janus  Contrarian,  which  can 
invest  in  domestic  and  foreign  companies 
all  sizes.  It  ranks  in  the  top  1%  of  large-cap 
blend  funds  over  the  past  one,  three,  and 
five  years.  This  $3.6  billion  fund  is  up  18% 
the  past  year,  vs.  5%  for  the  Standard  & 
Poor's  500-stock  index. 

Despite  some  better  numbers,  Maui 
(Hawaii)  financial  planner  Dennis  De 
Stefano,  who  first  started  putting  clients  ir 
Janus  back  in  the  1980s,  says  he  still  large 
avoids  the  firm.  His  complaint:  managemi 
turnover.  "We  look  for  managers  with  a 
minimum  of  five  years'  tenure  [on  a  fund], 
says  De  Stefano,  who  adds  that  the  only 
fund  he's  buying  right  now  is  Janus  Mid  0 
Value,  run  by  the  team  from  the  Berger 
funds  (now  part  of  Janus). 

Indeed,  money  isn't  exactly  pouring  intal 
Janus  funds.  The  company  reported  net 
inflows  of  $3.5  billion  in  the  latest  quarter,  :j 
the  third  straight  quarter  of  positive  flows, 
Unfortunately,  most  of  those  dollars  are 
going  to  INTECH,  Janus'  quantitative 
subsidiary.  Take  INTECH  out  of  the  mix,  a 
the  picture  turns  red.  In  the  first  quarter, 
Janus  suffered  net  outflows  of  $500  millioi 
Still,  that's  a  big  improvement  over  the  sai 
quarter  in  2005,  when  investors  pulled  ou>i 
some  $3.9  billion.  "They've  made  all  the  ri 
moves,"  says  consultant  Jeff  Keif  of  Keil 
Fiduciapy  Strategies.  "The  challenge  is  to  | 
fully  repair  the  damage  to  the  brand." 

Wall  Street  is  also  screaming  "show  mi 
the  money."  Shares  of  Janus  Capital  Groi 
which  fell  below  $10  in  2002,  are  now  at 
$17.50  (chart).  But  that's  way  off  from  its 
2000  high  of  over  $50.  'Janus  [asset  flow 
have  gone  from  ugly  to  just  bad,"  says 
analyst  Matt  Snowling  of  Friedman  Billing 
Ramsey,  who  has  an  "underperform"  ratii 
on  the  money  manager.  "It  needs  to 
demonstrate  that  it  can  have  good  flows.' 
Janus'  much-improved  fund  performano 
a  beginning. 
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We  thought  about  letting  the 
S&P  500  win  for  a  change. 

(But  then  we  thought,  nah.) 


Beating  the  S&P  500*  is  tough.  Beating  it  consistently 
for  nearly  10  years?  Now,  that  takes  discipline.  Which 
fortunately  is  something  the  Schwab  Core  Equity  Fund™ 
management  team  has  in  abundance.  That,  plus  the  addition 
of  Schwab  Equity  Ratings* — our  uniquely  objective  stock 
evaluation  system,  designed  to  help  identify  the  kind  of 
benchmark-beating  opportunities  you  won't  find  in  any 
analyst  report.  It's  almost  enough  to  make  you  feel  sorry  for 
the  S&P  500?  Almost. 


erformance  data  quoted  is  past  performance  and  is  no 
uarantee  of  future  results.  Current  performance  may  be 
jwer  or  higher.  Visit  www.schwab.com  for  more  recent 
lonth-end  performance  information. 


ring  for  ways  to  help  you  foeat  the  market? 
0  4SCHWAB /SCHWAB  COM 


TALK  TO 

CHUCK 


SCHWAB 


tors  should  consider  carefully  information  contained  in  the  prospectus,  including  investment  objectives, 
charges  and  expenses.  You  can  request  a  prospectus  by  calling  800-435-4000.  Please  read  the  prospectus 
ully  before  investing, 
tment  value  will  fluctuate,  and  shares,  when  redeemed,  may  be  worth  more  or  less  than  original  cost. 

?  500  Index  is  a  capitalization-weighted  index  of  the  500  largest  companies  from  leading  industries  and  treats  dividends  as  reinvested.  Indexes  are 
ged,  do  not  incur  management  expenses  and  cannot  be  invested  in  directly. 
Charles  Schwab  &  Co.,  Inc.  All  rights  reserved.  Member  SIPC.  (0506-5753)  ADP34623 


Welcome  to  the  market's  middle, 

where  established  companies  and  growth 

potential  are  woven  together  as  one. 


It  just  may  be  the  sweet  spot  you've  been  looking  for.  Invest  in  it  with  MidCap  Spiders. 

You've  built  a  portfolio  with  a  solid  blue  chipfoundation.  Now  you're  considering  more  diversification 
and  a  different  balance  of  upside  potential  and  risk. 


MidCap  Spiders  add  the  entire  S&P  MidCap  400® 
to  any  portfolio.  This  exchange  traded  fund  (ETF) 
represents  all  400  middle  market  stocks  of  the  S&P 
MidCap  400®  in  every  share.These  companies  have 
matured  to  achieve  a  sizeable  $1-4  billion  in  market 
cap.and  meet  rigorous  selection  criteria.  While  mid-cap 
securities  are  subject  to  greater  risk  than  large-caps, 
mid-cap  companies  are  less  volatile  than  companies 
in  the  often  uncertain  start-up  phase. 

MidCap  Spiders  can  help  you  build  a  "beyond  the 
blue  chips"  investment  strategy  without  having  to 
pick  individual  stocks  since  every  share  gives  you  all 
the  middle  market  companies  of  the  S&P  MidCap 
400.  Low  fees  make  the  MidCap  SPDRs  cost  efficient, 
too.  Of  course,  when  you  buy  or  sell  MidCap  Spiders, 
the  usual  brokerage  commission  applies. 

Want  to  learn  more?  Visit  www.MidCapSPDR.com  and 
see  if  MidCap  Spiders  could  be  a  sweet  addition  to  any 
portfolio. Ticker  symbol  Amex:MDY 


Over  the  last  five  years  MidCap  Spiders  delivered  a  cumulative 
return  of  nearly  80%.  Not  bad  for  a  middleweight. 

And  since  inception,  average  annual  total  returns  have 
been  approximately  15%. 


Average  annual  _  r.  T  r. 

total  return  of  MDY         °ne        vF,ve        vTen         ,   5ln" 
asof3/31/06  Year        YearS       YearS       lnCePtl0n 

Based  on 
NAV 


Based  on 
Market  Price 


21.25%     12.43%    14,08%        15.16% 
21.68%    12.46%     14.10%         15.11% 


Total  returns  are  calculated  quarterly  using  the  daily  4:00  p.m.  net  asset 
value  (NAV).  Distributions,  if  any,  are  assumed  to  be  reinvested  back 
into  the  fund  on  the  pay  date  at  the  NAV  on  that  date.  Performance 
data  quoted  represents  past  performance  and  is  no  guarantee  of  future 
results.  Current  performance  may  be  lower  or  higher  than  quoted.  The 
investment  return  and  principal  value  of  an  investment  will  fluctuate  so 
that  an  investor's  shares,  when  sold  or  redeemed,  are  subject  to  market 
volatility.  They  may  be  worth  more  or  less  than  their  original  cost.  MDY 
shares  are  bought  and  sold  at  market  price  (not  NAV)  and  are  not 
individually  redeemed  from  the  fund.  Brokerage  commissions  will  reduce 
returns.  To  obtain  most  recent  month-end"  performance,  please  call 
I  '800-845-2639  or  visit  www.MidCapSPDR.com. 


State  Street 
Global  Advisors 


SSfA. 


MidCap 


SHU  k  IVIUV.I 


An  mvescor  should  consider  investment  objectives,  risks,  charges  and  expenses  of  the  investment 
company  carefully  before  investing.  To  obtain  a  prospectus,  which  contains  this  and  other 
AMERICAN  information,  go  to  www.MidCapSPDR.com  or  call  1-800-843-2639.  Please  read  the  prospectus 
carefully  before  investing.  Past  performance  is  no  guarantee  of  future  results.  S&P  MidCap 
400®  and  MidCap  SPDR®are  trademarks  of  The  McGraw-Hill  Companies,  Inc.,  licensed  for  use  by  State 
Street  Global  Markets,  LLC.  MidCap  SPDRs  are  not  sponsored,  endorsed,  sold  or  promoted  by  Standard  & 
Poor's  and  S&P  makes  no  representation  regarding  the  advisability  of  investing  in  MidCap  SPDRs. 
©2006  State  Street  Corporation 

ALPS  Distributors,  Inc.,  a  registered  broker-dealer,  is  distributor  for  the  MidCap  SPDR  Trust,  a  unit  investment  trust, 
MID000105 
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Inside  Wall  Street 


BY  GENE  G.  MARCIAL 

WHY  ONE  SKEPTIC  SAYS  BLACK  &  DECKER  IS  A  STOCK  TO  SHORT- 
POWER  PLAY:  PREDATOR  MIRANT  MAY  BECOME  BUYOUT  BAIT. 
POISON  GAS  AND  RADIATION  ARE  JOBS  FOR  RAE  SYSTEMS. 
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iling  Black  &  Decker 

LACK  &  DECKER  (BDK)  is  hot  in  power  tools.  But  Wall 
Street  opinion  on  it  is  split.  Of  15  analysts  who  track  the 
company,  seven  rate  it  a  "buy,"  including  those  from 
gan  Chase  and  Merrill  Lynch.  Another  seven  are 
d.  But  one,  Christopher  Laudani, 
lity  Research  Online,  rates  it  a 
In  his  Short  Ideas  report, 
ni  says  B&D  "faces  tough  first- 
>mparisons  with  last  year." 
lg  sales  growth  is  squeezing 
ing  margins,  and  the  Street,  he 
has  "overly  rosy  [earnings] 
ites."  He  thinks  the  stock,  down 
)4  in  early  May  to  80.68  now,  is 
72.  Merrill  Lynch,  however,  sees 
.0  in  a  year.  At  present  some 
ilion  B&D  shares  have  been  sold 
equivalent  to  1.8  days  of  average  trading.  "This  is  one 
least  shorted  stocks  in  its  industry,"  says  Eric  Bosshard 
1  Midwest  Research,  who  is  neutral  on  B&D.  Laudani 
cquisitions  helped  B&D  double  its  sales  in  2004  and 
But  the  "deal  machine  is  winding  down,"  he  says,  as 
s  growth.  He  expects  sales  to  rise  just  2.9%  this  year  vs. 
Jhan  20%  in  each  of  the  past  two.  B&D  spokesman 
Young  says  2006  sales  will  increase  in  the  mid-single 
reflecting  the  slowing  housing  market.  "We  forecast  a 
it  improvement  in  operating  margins,  and  an  8%-to- 
•owth  in  per-share  earnings  "  A  consensus  of  analysts 
ites  B&D  will  earn  $7-41  a  share  on  sales  of  $6.8  billion 
:ar.  By  contrast,  Laudini  expects  $6.39  on  sales  of  $6.7 
.,  vs.  $6.73  on  $6.5  billion  last  year. 
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Mirant, 

ig  Switcheroo? 


HE  FAILED  ATTEMPT  BY  MIRANT  (MIR)  to  gobble  up 
SFRG  Energy  may  be  a  case  of  the  hunter  becoming  the 
juarry.  On  June  12  electricity  giant  Mirant  pulled  its 
i  $7.8  billion  bid  for  rival  NRG.  Mirant  investors  Pirate 
1  and  Omega  Advisors  opposed  the  offer,  while  NRG 
1  at  it.  Now  some  think  Mirant  has  put  itself  in  play. 
urges  Mirant  to  sell— or  face  a  proxy  fight.  Manny 
•aub  of  Integre  Advisors  says  independent  utilities  "are 
iervalued"  that  they  must  buy  back  shares,  acquire 
or  get  bought  out.  Mirant  is  less  leveraged  than  NRG.  It 


FOR  NOW, 
A  BROWNOUT 
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came  out  of  Chapter  11  earlier  this  year 

with  most  assets  intact  but  with  $4 

billion  less  debt.  That,  says  Weintraub, 

"makes  Mirant  a  better  target."  In  a 

note  to  clients,  Elizabeth  Parrella  of 

Merrill  Lynch  says  private  equity 

outfits  could  be  interested.  Other 

analysts  see  utility  holding  company 

FPL  Group  as  a  possible  buyer.  Omega 

Chairman  Leon  Cooperman  values 

Mirant  in  the  low  30s  and  says  it 

should  sell  assets  and  buy  back  shares. 

Mirant  stock  has  slid  from  26  on  May  30,  when  it  announced 

the  NRG  bid,  to  23.67  now.  Yogeesh  Wagle  of  Standard  & 

Poor's  says  Mirant  is  worth  27  without  any  control  premium. 

He  expects  Mirant  to  earn  $1.10  a  share  this  year,  vs.  a  loss  of 

$2.75  in  2005.  Mirant  declined  comment. 

How  RAE  Sniffs  Out 
Security  Leaks 

INVESTORS  SCOUTING  undiscovered  plays  in  homeland 
and  industrial  security  are  snapping  up  RAE  Systems 
(RAE).  It  makes  sensors  to  detect  trace  levels  of  lethal  gas 
and  radiation.  Julie  Chen  of  New  York 
Global  Securities  rates  the  stock,  now 
at  3.80,  a  buy.  Tian  Hou  of  investment 
bank  C.E.  Unterberg,  Towbin  says: 
"RAE  is  one  of  the  most  important 
plays  in  homeland  security."  In  2004, 
RAE  introduced  the  world's  smallest 
portable  chemical  detection  device  and 
has  since  produced  a  multisensor 
detector,  a  wireless  chemical  sensor 
network,  and  a  combined  chemical 
and  radiological  detector.  Products  to 
screen  cargo  and  containers  have  been 
tested  at  some  U.S.  ports,  says  Chen:  "What's  unusual  is  that 
RAE  has  captured  a  big  share  of  the  market  in  both  the  U.S. 
and  China,"  she  adds.  Two  U.S.  plants  generate  52%  of  sales, 
and  two  in  China  33%.  Chen  expects  RAE  to  earn  3<t  a  share 
on  sales  of  $70  million,  vs.  H  on  $60  million  in  2005.  II 


BusinessWeek  online 


Gene  Marcial's  Inside  Wall  Street  is  posted  at 
businessweek.com/investor  at  5  p.m.  EST  on  the  magazine's 
publication  day,  usually  Thursdays. 

Note:  Unless  otherwise  noted,  neither  the  sources  cited  in  Inside  Wall  Street  nor  their 
firms  hold  positions  in  the  stocks  under  discussion.  Similarly,  they  have  no  investment 
banking  or  other  financial  relationships  with  them. 
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COMMENTARY 

The  rally  finally  held. 
Stocks  managed  to  shrug  off 
a  worrisome  inflation  reading 
as  the  Dow  Jones  industrial 
average  gained  111  points  on 
June  14.  The  NASDAQ 
Composite's  half-a-percent  gain 
prevented  its  first  nine-day 
losing  streak  in  more  than 
two  decades.  Most  overseas 
markets  gained,  while 
U.S.  Treasuries  sold  off. 

Data:  Bloomberg  Financial  Markets,  Reuters 
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4-WEEK  TOTAL  RETURN 
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52-WEEK  TOTAL  RETURN 

WEEK  ENDED  JUNE  13 

■  S&P  500  M  U.S.  DIVERSIFIED  M  ALL  EQUITY 


%  2  4  6  8         10  12 

Data:  Standard  &  Poor's 


THE  WEEK  AHEAD 


RESIDENTIAL  CONSTRUCTION 

Tuesday,  June  20,  8:30  a.m. 
EDT  »  Housing  starts  in  May  are 
expected  to  have  remained 
virtually  unchanged,  at  an  annual 
rate  of  1.85  million.  That's  the 
median  forecast  of  economists 
queried  by  Action  Economics.  In 
April  starts  eased  to  a  pace  of  1.85 
million,  the  weakest  monthly  tally 
since  November,  2004. 
INITIAL  UNEMPLOYMENT  CLAIMS 
Thursday,  June  22,  8:30 


U.S.  MARKETS 

JUNE  14 

WEEK 

%  CHANGE 

YEAR  TO     LAST  12 

DATE      MONTHS 

S&P 500 

1230.0 

-2.1 

-1.5 

2.2 

Dow  Jones  Industrials 

10,816.9 

-1.0 

0.9 

2.6 

NASDAQ  Composite 

2086.0 

-3.1 

-5.4 

0.8 

S&PMidCap400 

720.2 

-4.0 

-2.4 

5.3 

S&P  SmallCap  600 

354.4 

-3.8 

1.1 

6.8 

DJ  Wilshire  5000 
SECTORS 

12,327.7 

-2.5 

-1.4 

3.3 

BusinessWeek  50* 

692.3 

-2.7 

-6.7 

-2.9 

BW  Info  Tech  100" 

358.0 

-2.8 

-53 

1.1 

S&P/Citigroup  Growth 

572.2 

-1.6 

-4.1 

-1.1 

S&P/Citigroup  Value 

655.8 

-2.6 

1.3 

5.6 

S&P  Energy 

384.4 

-2.3 

3.1 

12.6 

S&P  Financials 

421.6 

-3.7 

-1.1 

7.1 

S&P  REIT 

162.9 

-2.4 

6.4 

8.6 

S&P  Transportation 

263.6 

-1.4 

5.5 

24.9 

S&P  Utilities 

160.9 

-0.4 

0.8 

3.1 

GSTI  Internet 

165.4 

-3.1 

-19.4 

-1.0 

PSE  Technology 

773.0 

-2.9 

-7.6 

2.4 

GLOBAL  MARKETS  junem  week 

S&P  Euro  Plus  (U.S.  Dollar)  1554.9  -5.6 

London  (FT-SE 100)  5506.8  -3.5 

Paris  (CAC  40)  4615.4  -4.3 

Frankfurt  (DAX)  5306.0  -4  3 

Tokyo  (NIKKEI  225)  14,309.6  -5.2 

Hong  Kong  (Hang  Seng)  15,247.9  -3.6 

Toronto  (S&P/TSX  Composite)  10,960.7  -4.5 

Mexico  City  (IPC)  16,802.1  -8.8 


%CHA 
YEAR  TO 
DATE 

2.9 
-2.0 
-2.1 
-1.9 
-11.2 

2.5 
-2.8 
-5.6 


FUNDAMENTALS 

S&P  500  Dividend  Yield  1.92% 

S&P  500  P/E  Ratio  (Trailing  12  mos.)     16.4 
S&P  500  P/E  Ratio  (Next  12  mos.)*       13.7 

0.64% 


JUNE  13        WEEK  AGO 

1.86% 

17.0 

14.3 

-0.06% 


•Mar.  19. 1999=1000     "Feb.  7.  2000=1000 


First  Call  Earnings  Revision* 

TECHNICAL  INDICATORS 

S&P  500  200-day  average 

Stocks  above  200-day  average 

Options:  Put/call  ratio 

Insiders:  Vickers  NYSE  Sell/buy  ratio    3.68         374      h 


-First 

JUNE  13        WEEK  AGO 

1260.7  1260.0  N1 
37.0%  54.0%  I 
1.03         0.93       1 1 


BEST-PERFORMING 
GROUPS 


LAST 
MONTH'/ 


LAST  12 
MONTHS  % 


Health-Care  Supplies 

12.6 

Steel 

89.6 

Drug  Chains 

4.9 

Agricultural  Products 

85.0 

Spclzd.  Cnsmr.  Serv. 

4.7 

Divsfd.  Metals  &  Mining 

61.6 

Motorcycles 

4.5 

Oil  &  Gas  Equip. 

51.3 

Residential  REITs 

3.7 

Employment  Services 

46.5 

EQUITY  FUND  CATEGORIES 

4-WEEK  TOTAL  RETURN                              %       52-WEEK  TOTAL  RETURN 
LEADERS                                                        LEADERS 

% 

Utilities 

-1.3 

Precious  Metals 

48.6 

Real  Estate 

-1.8 

Latin  America 

32.8 

Domestic  Hybrid 

-4.0 

Diversified  Emerg.  Mkts. 

22.1 

Health 

LAGGARDS 

-4.6 

Japan 

LAGGARDS 

21.9 

Latin  America 

-23.2 

Large-cap  Growth 

1.3 

Precious  Metals 

-17.5 

Technology 

2.2 

Diversified  Emerg.  Mkts. 

-16.9 

Health 

2.3 

Diversified  Pacific/Asia 

-15.4 

Domestic  Hybrid 

3.4 

WORST-PERFORMING 
GROUPS 

Divsfd.  Metals  &  Mining    -23.8    Automobiles 

Employment  Services 

Electric  Mfg.  Svcs. 

Tires  &  Rubber 

Homebuilding 


LAST 
MONTH  % 


19.9  Educational  Services 

-19.8  Homebuilding 

-18.3  Home  Entertainment 

-179  Tires  &  Rubber 


EQUITY  FUNDS 

4-WEEK  TOTAL  RETURN 


%       52-WEEK  TOTAL  RETURN 


LEADERS 

ProFds.  USh.  Emrg.  Mkts.  Inv.  51 4 
DireXion  Emrg.  Mkts.  Shi 
ProFunds  UltSh.  Jap.  Inv. 
DireXn.  Dvpd.  Mkts.  Bear  2 

LAGGARDS 

DireXn.  Emrg.  Mkts.  Bull  2) 
ProFds.  UKEmrg.  Mkts.  Inv. 
ProFunds  Precs.  Mtls.  Inv 
Eaton  Vance  Grtr  India  A  -26.6 


DireXion  Emrg.  Mkts.  Sht.  48.7 

Midas 

77.0 

ProFunds  UltSh.  Jap.  Inv.    30.1 

U.S.GIbl.lnvs.Prc.Mnls. 

76.3 

DireXn.  Dvpd.  Mkts.  Bear  2X  29.1 

LAGGARDS 

Van  Eck  Invrs.  Gold  A. 

LAGGARDS 

60.8 

DireXn.  Emrg.  Mkts.  Bull  2X  -38.2 

Ameritor  Investment 

-75.0 

ProFds.  UREmrg.  Mkts.  Inv.    -37.8 

American  Heritage  Grth. 

-33.3 

ProFunds  Precs.  Mtls.  Inv.  -27.7 

Frontier  MicroCap 

-20.8 

LEADERS 

U.S.  Global  Invrs.  Gold         84.9 
Midas 

U.S.GIbl.lnvs.Prc.Mnls. 
Van  Eck  Invrs.  Gold  A. 

LAGGARDS 

Ameritor  Investment 
American  Heritage  Grth. 
Frontier  MicroCap 
Alpine  U.S.  Rl.  Est.  Eq.  Y     -19.6 


INTEREST  RATES 


KEY  RATES  junem  weekago 

Money  Market  Funds  4.55%  4.53% 

90-Day  Treasury  Bills  4.89  4.85 

2-Year  Treasury  Notes  5.12  5.00 

10-Year  Treasury  Notes  5.06  5.02 

30-Year  Treasury  Bonds  5.09  5.09 

30-Year  Fixed  Mortgage  f  6.52  6.50 

fBanxQu 

BLOOMBERG  MUNI  YIELD  EQUIVALENTS 

Taxable  equivalent  yields  on  AAA-rated, 
tax-exempt  municipal  bonds,  assuming 
a  30%  federal  tax  rate. 


10-YR.  BOND               30-YI 

General  Obligations 

4.00% 

Taxable  Equivalent 

5.71 

Insured  Revenue  Bonds 

4.11 

Taxable  Equivalent 

5.87 

a.m.  EDT  »  New  filings  for  state 
unemployment  claims  probably 
reached  328,000  in  the  week 
ending  June  17,  up  from  302,000 
for  the  week  ended  June  3.  After 
hitting  344,000  in  May,  due  in  large 
part  to  a  government  shutdown  in 
Puerto  Rico,  initial  claims  have 
retreated,  indicating  little  slippage 
in  labor  market  conditions. 
LEADING  INDICATORS  Thursday, 
June  22, 10  a.m.  EDT »  The 
Conference  Board's  May  index  of 


leading  economic  indicators  is 
expected  to  have  fallen  by  0.4%, 
after  easing  0.1%  in  April.  The  slide 
in  stock  prices  and  weaker 
consumer  sentiment  will  help  to 
pull  down  the  overall  reading. 
DURABLE  GOODS  ORDERS  Friday, 
June  23,  8:30  a.m.  EDT  » 
Durable  goods  orders  in  May 
most  likely  rebounded  by  0.8%. 
New  orders  nosedived  by  4.4%  in 
April  as  monthly  orders  for  civilian 
aircraft  fell  29.1%. 


The  BusinessWeek  productioi 
grew  to  280.1  for  the  week 
June  3,  a  15.7%  increase  frorr 
ago.  Before  calculation  of  th 
week  moving  average,  the 
increased  to  284.9. 


BusinessWeek  oi 


For  the  BW50,  more  investr 
data,  and  the  components 
of  the  production  index  visi 

www.businessweek.com/extras 
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ORGANIZATIONAL  TRANSFORMATION: 
DELIVERING  SERVICES  WITH  BPO 


Mark  Toon:  Most  companies  outsource 
because  they  desire  lower-cost  process- 
es. In  a  recent  survey  of  250  executives  at 
$1  billion-plus  companies  in  all  industries, 
we  found  that  about  60%  of  respondents 
use  cost  as  their  key  driver  to  outsource. 
The  other  reasons  are  access  to  new 
technologies  and  improved  processes 
to  transform  functions.  And  one  final 
reason:  they  are  searching  for  a  way 
to  deliver  services  on  a  global  platform. 
They  want  to  take  advantage  of  all  the 
different  opportunities  to  reduce  costs 
and  get  the  best  solutions.  Interestingly 
the  companies  that  outsourced  to 
achieve  process  improvement  were 
more  satisfied  than  those  who  out- 
sourced to  reduce  costs. 

Sean  Kenny:  As  you  drive  for  lower 
costs  and  to  achieve  acceptable  service 
levels,  the  outsourcing  company  needs 
to  accept  a  certain  level  of  standard- 
ization The  more  that  services 
provided  on  a  standardized  b 
less  expensive  the  cost  a' 
outsourcer  can  provi<  /ice. 


That  requires  a  business  relationship 
between  the  outsourcer  and  the  firm 
in  question  that  is  more  than  one  of 
just  vendor  and  purchaser.  It  should 
be  one  where  we  can  advocate  at 
the  executive  level  for  things  like 
accepting  standardized  reports, 
standardized  approaches,  feeds  into 
reporting  systems,  and  so  on.  If  that 
requires  change  management  and 
executive  commitment,  that  can  some- 
times be  a  stumbling  point. 

Toon:  In  our  study,  we  found  that 
companies  that  are  looking  to  just 
reduce  cost  are  between  1 0%  and 
20%  less  satisfied  than  the  norm. 
Those  that  were  actually  seeking 
process  improvements  and  benefits 
related  to  that  were  10%  and  25% 
more  satisfied  than  the  norm.  A  lot 
of  that  had  to  do  with  focusing  on 
process  improvement  and  improved 
service  levels.  These  companies 
were  able  to  do  that  by  embracing  a 
more  balanced  approach  as  opposed 
to  just  a  pure  cost  reduction. 

mmwm 


mm 
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"It's  critical  that 
the  relationship 
is  one  where 
you're  bringing 
an  outsourcer 
in  to  be  your 
partner." 

-  Sean  Kenny,  EDS 


Special  Advertising  Section 


Toon:  What  are  the  key  con- 
siderations for  companies  that 
intend  to  use  BPO  as  a  way  to 
enhance  their  service  or  the 
quality  of  service? 

Kenny:  In  places  like  China  and 
India,  we  have  seen  companies  that 
don't  have  a  long-term  presence  in 
a  particular  area.  They're  involved  in 
large  infrastructure  projects  such  as 
hydroelectrics  and  dams.  They  look 
to  an  outsourcer  to  provide  core 
back-office  processes,  because  it's 
an  effective  and  efficient  way  to  do  so 
without  trying  to  transport  that  staff 
there.  It  gives  those  companies  an 
opportunity  to  work  with  an  outsourcer 
to  provide  those  processes  and  have 
them  up  very  quickly. 

Toon:  How  has  outsourcing 
become  transformational  in  the 
last  few  years? 

Raj  Asava:  BPO  has  evolved  over 
the  last  two  decades  from  outsourcing 
of  repetitive  tasks  like  data  entry  and 
imaging  to  outsourcing  of  task-oriented 
processes  that  have  clearly  defined  steps 
and  predictable  outcomes.  During  this 
decade,  businesses  have  become  so 
comfortable  with  BPO  that  they  are  begin- 
ning to  shift  middle-  to  front-office  work, 
such  as  research,  design,  and  customer 
interface,  to  a  BPO  arrangement.  In  fact, 
BPO  has  now  become  an  integral  part  of 
most  organizations'  business  strategies 
for  growth  and  for  servicing  a  diverse 
and  global  customer  base. 

Toon:  Considering  deal 
structures,  what  have  you  seen 
that  has  enabled  different 
relationships  between  service 
providers  and  clients? 

Dan  Mummery:  We've  seen  a 
tremendous  amount  of  evolution  in  the 
contractual  model.  Five  to  ten  years 
ago,  when  people  were  thinking  about 
governance,  what  that  really  meant 
contractually  was  a  committee  structure 
and  rules  of  order  around  process 
and  procedures.  You  were  left  with  a 
framework  but  not  a  whole  lot  of  detail 


regarding  how  one  would  actually  c 
about  managing  the  contract  after 
signing.  More  and  more  today,  we'r 
seeing  people  focusing  on  the  fron 
end  on  the  governance  aspects  -  n 
only  from  the  perspective  of  manac 
the  deal  day  to  day,  but  also  in  artic 
lating  both  internally  and  externally 
value  proposition.  If  that's  not  estat 
lished  on  the  front  end,  these  deals 
go  awry  At  Latham  &  Watkins,  we\ 
retooled  our  own  contracts  to  make 
them  flatter  in  terms  of  classic  tern 
and  conditions,  turning  them  into  ir 
governance-centric  agreements. 

Toon:  Why  should  companies « 
about  the  technology  support 
the  processes  being  provided 
the  service  providers? 

Christian  Baader:  We  all  agree 
that  BPO  is  much  more  intimate  ths 
typical  supplier  relationship  -  it  nee 
to  be  a  win-win  partnership  for  the- 
long  term  -  and  trying  to  control  itii 
contracts  alone  is  therefore  not  goi 
to  be  sufficient.  Think  about  the  in: 
of  BPO  on  the  retained  processes  2 
IT,  the  parts  of  the  outsourced  costi 
promised  savings  that  remain  varic: 
from  a  contractual  point  of  view,  an: 
potential  impact  of  unforeseen  futir. 
business  changes.  That  is  why  cust> 
ers  ought  to  look  under  the  hood  c 
the  provider's  delivery  machine  art 
understand  what  makes  it  tick  techn. 
ically  We  see  a  lot  of  short-sighted 
at  times  when  buyers  put  out  a  ver 
complex  RFP  -  and  then  boil  down: 
comparison  to  the  service  price  afa 
given  service  level.  Instead,  comp; 
need  t©  evaluate  BPO  alternatives 
terms  of  their  overall  impact  on  en: 
prise  value,  which  means  to  consic 
unstated  but  often  considerable  cc 
-  for  instance,  resulting  from  mere; 
complexity  in  the  remaining  in-hoi 
organization,  from  potential  future 
changes  in  volume,  business  activi 
geographic  scope,  or  from  a  poter 
exit  scenario  at  the  end  of  the  com 
duration.  If  you  evaluate  the  true  fi 
cost  of  BPO,  you'll  see  that  technol 
plays  a  large  role,  because  it  really 
enables  a  lot  of  these  hidden  coste 
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YOU  CAN  TALK  ABOUT  A  HOLE. 

YOU  CAN  THINK  ABOUT  A  HOLE. 

YOU  CAN  DREAM  ABOUT  A  HOLE. 

BUT  IF  YOU  ACTUALLY  WANT  TO 
DIG  A  HOLE,  YOU  NEED  A  SHOVEL. 

We  want  to  help  you  fix  a  problem  that's  holding 
you  back.  Like  expensive,  rigid,  and  unwieldy 
infrastructures  that  are  in  place  from  an  earlier 
time.  Or  processes  that  make  it  ridiculously 
difficult  to  connect  the  pieces  of  your  changing 
global  business.  And  we  don't  mean  we'll 
speculate  about  it.  No.  We  mean  we'll  make  it 
happen.  We'll  make  it  simple  and  streamlined 
so  your  technology  works  for  you.  And  makes 
your  business  work  better. 

Because  if  you've  got  a  hole  to  dig  yourself  out 
of,  think  of  us  as  your  shovel.  It's  what  we  do. 
And  we  want  to  do  it  for  you.  www.eds.com 
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Web  Directory 

EDS  Corp. 

http://www.eds.com 

EquaTerra  Inc. 

http://www.equaterra.com 

Latham  &  Watkins  LLP 

http://www.lw.com 
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http://www.sap.com 

Satyam  Computer 
Services  Ltd. 

http://www.satyam.com 

Visa  U.S.A. 
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http://www.usa.visa.com 
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to  be  mitigated.  That  is,  if  you  have  a 
provider  with  a  truly  global,  integrated 
platform,  you  can  be  more  at  ease 
with  respect  to  future  business  evolution 
and  expansion. 

Toon:  What  are  the  areas 
that  companies  need  to  focus 
on  to  enable  success  with 
BPO  initiatives? 

Kenny:  It's  critical  that  the  relationship 
is  one  where  you're  bringing  an  out- 
sourcer  in  to  be  your  partner.  It  is 
not  a  "vendor  at  arm's  length"  relation- 
ship. Those  deals  that  are  structured 
like  that  are  where  you  find  the  highest 
dissatisfaction.  It  is  also  critical  that  our 
delivery  team  understands  not  only  the 
company  but  the  industry  within  which 
that  company  works.  That  is  a  key 
differentiator  in  terms  of  a  successful 
outsourcing  relationship. 

Toon:  When  organizations 
are  engaged  with  more  than 
one  partner  to  help  them  with 
BPO,  how  successful  are  these 
arrangements? 

Baader:  Much  of  the  pain  in  these 
situations  has  been  due  to  shortfalls 
between  customer  expectations  and 
the  different  providers'  delivery  from  a 
business  and  cultural  integration  point 
of  view.  The  multi-supplier  scenario 
can  have  clear  advantages  in  terms 
of  control  and  avoiding  dependen- 
cies. But  if  you  outsource,  you  need  to 
think  about  the  process  break  points 
introduced  this  way  and  how  you  can 
bridge  these.  If  you  have  the  procure- 
ment process,  for  instance,  outsourced 
to  one  provider  and  the  accounts  pay- 
able function  to  another,  it's  clearly 
going  to  be  a  bigger  challenge  to  cre- 
ate an  efficient  end-to-end  scenario.  A 
multi-supplier  environment  therefore 
makes  it  all  the  more  important  for  the 
customer  to  have  a  clear  view  on  the 
technology  underpinning.  In  the  end, 


the  technology  becomes  the  backk 
that  helps  to  bridge  the  gaps  betw« 
those  different  suppliers.  It  is  the  b«| 
for  integration,  service-level  -  agreen 
monitoring,  and  problem  handling,  e 
it  provides  the  basis  for  the  evolutk 
these  relationships  in  the  future. 


Kenny:  Most  customers  who  are 
entering  BPO  for  the  first  time  neec 
some  help.  They  are  well  advised  t 
to  one  of  the  third  parties  who  sped; 
in  this.  It's  vital  to  get  somebody 
involved  who  does  this  for  a  living. 
outsourcers  are  going  to  try  to  do  t 
best,  within  the  confines  of  what  yo 
have  asked  for  as  a  client.  But  it  is  h 
possible  that  if  you  have  never  don 
this  before,  you  will  miss  sigmfican 
considerations  regarding  service  le 
uptime,  the  treatment  of  staff,  and  t 
communications  around  the  outsoui 
process  itself.  We  also  advise  compf 
to  get  the  highest-ranking  officer  pos 
to  chair  the  governance  committee 
and  that  the  governance  team  mee 
on  a  very  regular  basis.  We  are  essl 
tially  talking  about  creating  a  virtua 
corporation.  You  need  a  board  of 
directors  to  drive  that.  The  early  st- 
and the  early  steps  here  will  set  th-l 
stage  for  great  success.  So  we  urgi 
executive  involvement. 

Toon:  From  a  due  diligence 
point  of  view,  what  are  the 
things  companies  should  doo 
when  selecting  a  BPO  provio 

Kenny:  The  transparency  regardin 
cost  is  absolutely  vital.  I  think  it's 
important  that  you  interview  the  pc 
from  the  service  provider  who  are  c 
to  do  that  work.  Get  a  commitment. ' 
is  going  to  be  the  lead  person,  anc 
how  long  are  they  going  to  be  thei 
We  have  seen  contracts  written  wh 
specific  individuals  are  identified, 
the  end  of  the  day  business  is  alwi> 
about  relationships  and  people,  ar. 
important  that  you  get  the  right  pe 


Producer  The  Custom  Publishing  Group,  www.custpub.com 

Editor  Cheryl  Krivda,  cherylkrivda@custpub.com    Designer  Segal  Savad,  www.segalsavac 

For  more  information,  e-mail  Stacy  Sass  McAnulty,  director,  worldwide  special  advertising 
sections,  at:  stacy_sass-mcanulty@businessweek.com 

Please  visit  www.businessweek.com/adsections 


CO 

for 

* 


nainmnmnnninramm  iiimnnnn  11  ffrfffHmnmfffnmn*imn™y™w¥M^"™»>i 


COMMERCIAL  SOLUTIONS.  When  it  comes  to  cash  flow,  timing  is  everything.  Visa  gives  you  business  payment  tools 
/  or  get  paid  almost  any  way  you  want,  for  just  about  anything  you  want.  So  time  is  always  on  your  side.  Learn  more  at 
om/commercial,  or  contact  your  commercial  banker.  Your  business  is  your  life.  Life  takes  Visa. 


It's  about  money. 

Earning  it. 

Investing  it. 

Spending  it. 


Check  out  this  weekend's 
show  June  17  and  18: 

Mortgage  Rates:  We  explore 
the  best  options  for  home 
buyers  and  those  refinancing. 

Personal  Investing:  How  to 

research  and  select  the  right 
mutual  funds  for  you. 

Paid  Sabbaticals:  Tips  to 
convince  your  employer  of 
the  benefits  of  offering  paid 
time-off  to  volunteer. 

Destination  CEO:  Ken  Lewis' 
strategy  to  grow  one  of  the 
world's  largest  financial 
institutions  -  Bank  of  America. 


BusinessWeek  weekend 


Airs  Saturday/Sunday  nationwide. 

Check  your  local  listings 

or  view  segments  at 

www.businessweekweekend.com 


Company  Index 
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IdeasBooks 

Paperback 
Picnic 

Compiled  by  Hardy  Green 

Did  the  dramatic  recent  verdicts  in  the 
Enron  case  once  again  prompt  you  to 
resolve  to  understand  the  whole  affair?  If 
so,  check  out  Kurt  Eichenwald's 
Conspiracy  of  Fools:  A  True  Story 
(Broadway  Books,  $16.95).  The  New  York 
Times  reporter  sorts  through  the 
complicated,  off-the-books  entities 

cooked  up  by  Chief  Financial  Officer  Andrew  Fastow.  And 
there's  a  compelling,  you-are-there  narrative,  which,  for 
example,  puts  the  reader  in  ex-CEO  Jeffrey  Skilling's  bedroom 
as  he  struggles  with  the  news  of  his  best  friend's  suicide  and 
in  then-Chairman  Kenneth  Lay's  office  as  he  prays  over  the 
phone  with  a  bankruptcy  lawyer  who  wants  Lay  to  give  up  his 
job.  "Through  it  all,  Eichenwald  somehow  manages  to  give  us 
fresh  reasons  for  outrage,"  noted  reviewer  Wendy  Zellner. 
That's  just  one  of  the  titles  in 
BusinessWeek's  roundup  of  paperbacks 
published  just  in  time  for  summertime 
reading.  A  more  heartening  business  story 
can  be  found  in  Shift:  Inside  Nissan's  Historic 
Revival  by  Carlos  Ghosn  and  Philippe  Ries 
(Currency/Doubleday,  $14.95).  This  is  the 
account  of  how  Ghosn,  now  CEO  of  Nissan, 
turned  things  around  at  that  carmaker.  A 
decade  ago,  the  company  was  in  a  death 
spiral,  carrying  massive  debts,  heavy  losses,  and  a  badly 
damaged  brand.  The  cosmopolitan  Ghosn— born  in  Brazil 
of  Lebanese  parents  and  educated  in  France— was  placed 
in  charge  of  salvaging  Nissan  after  Renault  bought  a 
controlling  stake  in  the  Japanese  auto  maker  in  1999. 
Ghosn  reduced  capacity  and  trimmed  debts  while 
rejuvenating  the  brand  with  new  models.  So  successful  was 
the  turnaround  process  that  Ghosn  himself  became 
a  cult  figure  in  Japan. 

Twilight  in  the  Desert:  The  Coming  Saudi  Oil  Shock  and 
the  World  Economy  by  Matthew  R.  Simmons  (Wiley, 
$16.95)  has  a  controversial  thesis:  "The  risk  is  high 
that  twilight  may  soon  descend  on  oil  production  in 
Saudi  Arabia."  The  author,  a  Houston  investment 
banker  and  longtime  energy  Cassandra,  bases  his 
arguments  on  a  reading  of  more  than  200  technical 
papers  presented  by  engineers  from  Saudi  Aramco, 


the  national  oil  company,  and  its  predecessor,  Aramco 
reports  exhaustively  on  instances  of  increasing  water 
encroachment  into  the  oil— a  sign  of  aging  fields— dec 
reservoir  pressure,  and  depletion  of  the  oil  in  the  kingi. 
most  prolific  rock  strata.  If  Simmons  is  correct,  the  glo 
economy,  which  gets  11%  of  its  oil  supply  from  the  cou 
is  in  serious  danger.  However,  even  if  his  interpretatio 
too  dire,  noted  reviewer  Stanley  Reed,  the  book  contaii 
"many  valuable  insights"  and  a  basic  truth  that  the  wp 
needs  to  rethink  its  energy  assumptions. 

Several  new  paperbacks  focus  on  global  economics  * 
development.  Three  Billion  New  Capitalists:  The  Great  Shifi 
Wealth  and  Power  to  the  East  by  Clyde  Prestowitz  (Basic 
$16)  is  a  call  for  government  to  safeguard  U.S.  citizens 
the  dangerous  shoals  of  international  trade.  The 
appeal  comes  from  an  unlikely  source:  Prestowi 
once  served  in  the  pro-laissez-faire  Reagan 
Administration  as  a  trade  negotiator.  But,  says  t 
author:  "The  apparently  effortless  technologica 
supremacy  Americans  assume  as  a  birthright . . . 
nothing  to  do  with  market  forces  and  everythinj 
with  targeted  policy  decisions."  Prestowitz  belie 
that  India  and  China  are  on  a  trajectory  to  becoi 
global  economic  leaders— and  that  unless  it  taki 
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Business/Career  Opportunities 


the  current  economy  is  making 
,ONEY  for  loan  and  leasing  brokers! 

OWN  YOUR  OWN 
UNSX  LOAN  COMPANY 

•ss  loans/Factoring/Equipment  leasing 

ge   business    loans    and    leases 
$10,000  to  $10  million 
directly  with  national 
rs.     No     experience 
id.     We     completely 
and      support      you. 
Ited    earning    potential 
esldual  income. 

■  A  FREE  VIDEO 
I  INFO  BROCHURE 

LL  800-336-3933 

WWW.VIEWTLC.COM 
'  C'The  Loan  Consultants,  Inc. 


EXCEPTIONAL 
GROWTH  OPPORTUNITY 


Bright,  tenacious  self-starter  with 
marketing  experience  needed  to 
ultimately  manage  Aquatic  Exercise 
Rehab  Equipment  Mfr  selling  to 
fitness  industry,  rehab,  hospitality,  pool 
owners,  etc.  Have  funds  or  the  ability 
to  raise  funds.  Fax  resume  &  cover 
letter  to  828-297-3457.  Confidential. 
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MCREDIBLE  INVENTION 


'en  to  cut  electricity  costs 
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wtors  for  this  top  quality  high  tech 
:t  with  amazing  consumer  demand. 

I:  +44  (0)  1872  223  000 
intact:  www.somars.com 
for  further  information 


Business  Services 


FACTORY  SPACE 
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U.S.  contact: 
am  Hurley  678-297-2653 


TIMESHARES 

60-80%  Off  Retail! 

Best  Resorts  &  Seasons 

Call  for  Free  Catalog! 

1-800-941-2054 
www.holidaygroup.com/bw 
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jLOOKING  TO  OWN  LAND? 

i  Invest  in  one  of  the  last 

'  great  natural  resources  -  rural  land. 

i  For  your  free,  monthly 

!  Special  Land  Reports 

I  r                   goto: 

■  www.land-wanted.<om/bw 
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CHINA 
Manufacturing  Service 

Unbeatable  Price/Quality 

Inventory  Financing  Available 
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Tooling/Prototyping  at  Cost 

www.sunwheeldirect.com 

chang@sunwheeldirect.com 
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Premium  Ergonomic 
Task  Seating 

Regular  $890 
Internet  $399 

Full  features, mesh 
back,  cradle 
lumbar  support 
Free  shipping  for  a 
limited  time. 

www.e-chairusa.com 


0-chairUSA  866-474-8748 


Licenses  Available 


Yacht  Charters 


Rent  A  Greek 
^Cruising  Palace 

And  sail 
among  the 
!  4,000  Greek 
islands 


MANUFACTURING 

&  DISTRIBUTION 

LICENSE  AVAILABLE 

A  fully  developed  engineering 
project  providing  a  sliding 
door,  weatherproof  enclosure 
for  all  types  of  golf  cars.  2, 4,  6 
and  8  passenger  vehicles. 
Main  construction  aluminium 
extrusion  and  transparent 
acrylic  windows. 

U.S.  Patent  Number 

6,276,745 

15  years  to  run 

For  information, 
please  visit  our  website: 

www.Meelnc.com 


THEN  YOU  CAN  SELECT  VOIR  OWN 
ENVIRONMENT.  YOUR  OWN  SCENERY, 

YOUR  OWN  ISLAND! 


hum  VAL6F  YACHTS,  agents  for  the  l.ir.ucsr 
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ON  A  CRUISE  SHIP 


with  your  own  captain 

•  ftnrfbnd  with  your  own  chef 
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VALEF  YACHTS  LTD. 
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American  Diagnostic  Centers 


Net  annual  income  of  $500,000 

Own  and  operate  a  Medical  Diagnostic  Center  in 
your  area.  Business  Management  experience  is  a 
MUST.  $800,000  Cash  investment  required.  Can  reach 
profitability  in  6  months.  Partnerships  with  as  little 
as  $100,000  investment  are  also  available. 

866-862-1222 
info@americandiagnosticcenters.com 
www.americandiagnosticcenters.com 
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WORLD'5 
BANKER 


dramatic  steps,  the  U.S.  will  fall  behind. 

Sebastian  Mallaby's  The  World's  Banker:  A 
Story  of  Failed  States,  Financial  Crises,  and  the 
Wealth  and  Poverty  of  Nations  (Penguin,  $17) 
is  a  provocative  account  of  an  intense 
period  of  change  at  the  World  Bank.  The 
author,  a  columnist  at  The  Washington  Post, 
tells  how  beginning  in  1995,  James  D. 
Wolfensohn  set  about  reinventing  the 
institution,  whose  professionals  came 
across  as  arrogant  and  whose  projects  frequently  failed.  In  the 
end,  Mallaby  seems  to  suggest  that  Wolfensohn's  legacy  was 
mixed:  that  some  projects  suffered,  for  example,  but 
misappropriation  of  loan  monies  by  corrupt  politicians  was 
somewhat  curtailed.  Altogether,  the  book  is  "a  lively  retelling 
of  the  tortured  history  of  an  important  institution  that  almost 
no  one  understands,"  said  reviewer  Paul  Magnusson.  A  new 
afterword  considers  the  experience  of  Bush-appointed  World 
Bank  head  Paul  Wolfowitz. 

Economist  Jeffrey  Sachs  also  looks  at  development  issues  in 
The  End  of  Poverty:  Economic  Possibilities  for  Our  Time  (Penguin, 
$16),  which  reviewer  Pete  Engardio  said  contains  a  "sensible, 
often  brilliant  analysis  of  poverty's  root  causes  and  potential 
solutions."  The  author,  director  of  Columbia  University's  Earth 
Institute,  believes  that  extreme  want  is  far  from  incurable.  For 
relatively  little  expenditure,  he  says,  the  West  could  provide 
medicines  and  fertilizers  that  could  save  millions  of  lives  each 
year.  Sachs  points  a  finger  at  rural  peoples'  isolation  from 
clinics,  water  supplies,  and  trade  routes.  He  offers  firsthand 
reporting  from  villages  in  Africa,  Bolivia,  Poland,  and 
elsewhere.  And  he  supplies  examples  of  successful  aid 
programs,  while  showing  how  highly 
promising  initiatives  in  AIDS,  malaria,  and 
agriculture  are  stalling  for  lack  of  funds. 

History  buffs  will  find  much  to  admire  in 
Medici  Money:  Banking,  Metaphysics,  and  Art 
in  Fifteenth-Century  Florence  by  Tim  Parks 
(Atlas  Books/Norton,  $13.95).  The  author 
profiles  five  key  Medici  men  of  the  age, 
starting  with  Giovanni,  who  launched  the 
family  bank  in  1397.  The  prototypical 
Medici  is  Giovanni's  long-lived  son,  Cosimo  (1389-1464),  who 
built  up  the  bank  and  came  to  dominate  Florentine  politics.  It 
was  no  mean  feat  to  build  a  Europe-wide  bank  at  that  time, 
since  the  powerful  Catholic  Church  considered  money- 
lending  to  be  usury  and  a  terrible  mortal  sin.  The  bankers 
lived  in  perpetual  fear  of  condemnation  by  the  church. 
However,  the  family  developed  various  subterfuges  to  earn  a 
profit  without  actually  charging  interest,  such  as  playing 
monetary  exchange  rates.  Reviewer  Thane  Peterson  said  the 
"elegantly  told"  account  offers  a  fascinating  glimpse  into  the 
world  of  15th  century  Florence. 

With  Iran  again  commanding  headlines, 
readers  may  be  interested  in  a  window  into  that 
society.  Christopher  de  Bellaigue's  In  the  Rose 
Garden  of  the  Martyrs:  A  Memoir  of  Iran 
(HarperCollins,  $13.95)  portrays  a  culture  that 
places  an  unhealthy  emphasis  on  death, 
martyrdom,  and  defiance  of  outsiders. 
Meanwhile,  says  the  writer  for  The  Economist 
and  other  publications,  the  country  suffers 
under  an  unaccountable  and  often  irresponsible 
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political  leadership— one  that' s  trapped  in  the  past  with  li 
interest  in  the  future.  The  bloody  war  with  Iraq  was  the 
regime's  apogee,  says  de  Bellaigue,  who  points  to  the 
ubiquitous  traces  of  the  conflict  that  remain  years  after  il 
end,  such  as  photos  of  the  war  dead  displayed  in  parks.  Nl 
reviewer  Stanley  Reed:  "The  author  has  immersed  himse- 
the  society  and  effectively  describes  his  acquaintances' 
experiences  of  the  revolution  and  its  aftermath." 

Could  it  be  that  watching  Desperate  Housewives  will  re£. 
make  you  smarter?  In  Everything  Bad  Is  Good  For  You 
(Riverhead,  $14),  Steven  Johnson  focuses  on  the  positive 
aspects  of  pop  culture,  making  a  strong  case  that  video 
games,  television,  and  the  Internet  have  evolved  to  the  pc 
that  they  are  challenging  our  minds  in  new  and  producti* 
ways.  For  instance,  video  games  have  become  "fiendishly! 
sometimes  maddeningly,  hard,"  he  says,  improving  bothr 
hand-eye  coordination  and  problem-solving  skills.  It's  hai 
isolate  such  factors'  impact,  but  the  author  asserts  that  rir 
IQ  scores  are  in  part  a  result.  Reviewer  Spencer  Ante  four 
the  book  packed  with  "contrarian  insights  backed  by  a  dt 
understanding  of  high  tech  and  low  culture. 

Finally,  for  those  who  need  a  little  fiction 
to  leaven  their  reality  diet,  there's  Never  Let 
Me  Go  (Vintage,  $14)  by  Kazuo  Ishiguro,  the 
celebrated  author  of  The  Remains  of  the  Day 
and  other  works.  Set  in  what  seems  to  be  a 
posh  private  school  in  the  English 
countryside,  this  novel's  characters  are  beset 
by  an  inexplicable  sadness 
and  fatalism.  Initially,  much 
of  what  goes  on  is  ordinary, 
including  the  usual  teenage  jealousies  and 
rivalries.  Gradually,  though,  the  reader  com 
an  understanding  of  the  unhappy  fate  awail 
these  youths.  Such  themes  as  cloning  and 
nightmarish  medicine  have  become  commc 
place  in  futuristic  literature.  Never  Let  Me  G 
handles  these  with  immense  subtiety,  maku 
for  a  haunting,  thought-provoking  read.  ■ 
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HYDRO     PHYSICS 


® 

PIPE     INSPECTION     CORP. 

EXCITING  NEW  SERVICE! 

Video  Inspection  of  underground  pipes  for  commercial, 

industrial, and  residential  properties.  Innovative  video 

technology  saves  customers  thousands. 


^  HUGE  MARKET...  hundreds  of  thousands  of  miles  of 'troubled"  pipes 
in  America's  infrastructure. 

^  FULLY  EQUIPPED  VANS...  contain  all  the  equipment  you  need  to  run 
your  business,  and  allow  you  the  freedom  to  work  from  home.  Expand 
as  your  business  grows. 

^  NO  EXPERIENCE  NECESSARY...  we  fully  train,  equip,  and  certify 
our  franchisees  on  the  Hydro  Physics*  system. 

^  LOW  START  UP  COST...  includes  protected  territory  in  prime 
locations  across  the  U.S.! 


www.hydro-physics.com 

35K  minimum  down. 
Financing  available  O.A.C. 
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HtOBO    musics 


Your  success  is  our  passion. 

Express  offers  you  the  opportunity  to  join: 

•  A  $70  billion  industry 

•  One  of  the  Top  10  Fastest  Growing  Industries 

•  The  largest  fully  franchised  and  privately  held 
company  in  the  staffing  industry 

Express  Personnel  Services  is  a  sales-focused, 
business-to-business  franchise  offering  four  profit 
centers  in  one  agreement.  Express  is  awarding  over 
90  territories  this  year,  contact  us  to  learn  more. 
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1  PERSONNEL  SERVICES 


(877)652-6400 

www.expressfranchising.com 
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decorative 

concrete  system  to  be  applied.  Become  a  Distributor,  for  America's 
Leading  non-competitive  line  of  decorative  concrete  equipment  and 
materials.  You  will  e'njoy  a'50%  profit  margin  and  unlimi'ted  income 
potential.  Over-fifty  different  breathtaking  designs  for'use^n  rkviritihtial* 


and  commerical  applications.  Construction  backgrounds  notmecessary 
as  company  offers.comprehensive  training:  Exclusive  territories 


Contact:  Eric  C.  Poole    1-800-233-3298 


IF  YOU  CANT  BEAT  'EM. 
JOIN 'EM. 

OWN  THE  NUMBER  ONE  TAX  FRANCHISE. 


Own  a  Jackson  Hewitt 

franchise.  Do  not  let  this 

great  opportunity  pass  you  by. 

Entrepreneur  Magazine  has  consistently 

ranked  Jackson  Hewitt  as  one  of  the  best 

franchises  in  the  nation.  Over  the  past  five 

years  we  have  more  than  doubled  the  size 

of  our  organization  to  over  6,000  locations 

and  invested  $100  million  in 

national   marketing  programs. 

Maybe  that's  why  Entrepreneur 

Magazine  has  ranked  us  the 

#1  tax  preparation  franchise  for 

thirteen  straight  years.  And  when 

you  open  your  first  office  for  as 

little  as  $50K,  Jackson  Hewitt 

may  provide  you  with  financing 

support.  So  own  a  Jackson  Hewitt 

franchise.  You'll  be  in  business 

for   yourself,    not    by   yourself. 


INTERESTED  IN 


A  FRANCH 


1-800-475-2904 


JACKS0NHEWITT.COM 


JACKSON  HEWITT 

TAX  SERVICE 


This  advertisement  is  neither  an  offef  '>o<  a  guarantee  of  success.  Most  offices  are  independently  owned  and  operated. 


IdeasFaceTime 

WITH  MARIA  BARTIROMO 


What  Soros  Sees  Ahead 


GEORGE  SOROS  has  made  billions  by  antic- 
ipating tectonic  shifts  in  financial  markets.  So 
with  roughly  $1.5  trillion  in  market  value 
wiped  out  since  early  May,  who  better  to  talk 
with  than  the  billionaire  financier?  Soros  was 
more  interested  in  discussing  his  new  book, 
The  Age  of  Fallibility,  than  the  market  melt- 
down. But  I  made  him  talk  money  anyway. 

There  is  so  much  anxiety  over  the  global  market  sell-off.  What's 
going  on? 

There  has  been  a  reduction  in  liquidity.  The  Japanese  central 
bank  in  particular  has  reduced  excess  liq- 
uidity from  32  trillion  yen  to  less  than  10 
trillion  yen,  and  this  has  led  to  an  un- 
winding globally  of  the  carry  trade.  [For 
example,  borrowing  yen  at  0%  interest, 
converting  to  dollars,  and  buying  an  in- 
terest-bearing instrument.]  It  is  also  the 
excessive  leverage  of  hedge  funds.  That  is 
unraveling,  too.  What  is  unpredictable  is 
how  far  it  all  will  go. 

Is  the  bull  run  in  commodities  over? 

What  we  are  seeing  is  the  unraveling  of 
speculative  positions.  You  have  occasional 
parabolic  patterns  in  commodities.  That 
usually  ends  in  a  reversal. 

What's  your  view  of  the  overall  U.S.  economy? 

The  economy  is  still  strong,  with  some  inflationary  pressures. 
That  is  obliging  the  Fed  to  continue  tightening  even  though  it  an- 
ticipates an  eventual  slowdown,  as  I  do.  Market  declines  are  usu- 
ally followed  by  a  slowdown. 

Where  is  the  most  vulnerability? 

The  consumer,  because  the  consumer  has  a  negative  savings  rate. 
The  consumer  also  has  been  benefiting  from  the  double-digit  rise 
in  house  prices,  and  that  is  coming  to  an  end. 

Are  there  too  many  hedge  funds  today?  Some  say  there  is  a 
bubble  vs.  when  you  founded  Soros  Fund  Management. 

I  think  there  will  be  a  weeding  out  and  an  impact  to  the  markets. 
That  is  what  is  happening  now. 

Should  hedge  funds  be  more  closely  regulated? 

I  don't  exclude  the  need  for  [more]  regulation. 
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"UNRAVELING" 

Soros  says 
consumers 
are  vulnerable 
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One  of  your  most  famous  trades  was  in  1992  when  you  maot 
billion  bet  against  the  pound.  Is  there  any  currency  today  thf 
would  bet  against  that  aggressively? 

No,  that  was  a  special  situation. 

Does  that  mean  you  are  buying  dollars? 

No. 

So  many  people  know  you  as  a  great  financier  and  an  aggre 
trader.  Why  have  you  become  so  political? 

I  was  a  human  being  before  I  became  a  hedge  fund  man;i 

Your  book  is  unusually  harsh  on  President  Bush.  At  one  poiiiF 
write:  "The  Bush  Administration  and  the  Nazi  and  Commuul 

regimes  all  engaged  in  A 
politics  of  fear."  Do  yoo| 
believe  the  Administral 
a  threat  to  democracy^ 
Yes,  I  really  do  belie1 
and  that  is  why  I  got  i 
in  politics.  By  claimin: 
gage  in  a  war  against 
known  enemy  that  wi 
disappear...  President 
has  appropriated  er 
powers   for   the   exi 
branch ...  underminir 
division  of  powers  th 
been  the  mainstay 
democracy.  In  addition,  he  succeeded  for  a  while  in  mak 
criticism  of  his  policies  appear  as  if  it  was  unpatriotic.  T 
dermines  the  first  principle  of  an  open  society:  critical  thi 

How  do  we  make  an  honorable  exit  from  Iraq  that  doesn't  s> 
into  a  more  intense  spiral  of  death  and  destruction? 

That  is  the  quandary,  because  we  cannot  simply  pull  < 
need  to  do  it  in  an  orderly  manner.  That  requires  a  politi 
dement  between  the  factions  ...with  adequate  protection 
er  minorities  like  the  Turkman.  There  is  a  big  "Turkman  c 
nity,  and  Turkey  could  be  drawn  in  if  they  are  not  proteci 

Your  book  dwells  on  the  negative:  What's  wrong  with  Amer 
world  order,  the  global  energy  crisis.  Don't  you  run  the  risk- 
being  perceived  as  a  very  wealthy  Chicken  Little? 

I  do.  But  I  contend  that  we  have  become  a  feel-good  soci 
unwilling  to  face  harsh  reality.  As  a  result,  reality  has  bee 
increasingly  threatening.  II 

Maria  Bartiromo  is  the  host  of  CNBC  s  Closing  Bell. 
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NFORMATION 


i\  MARKET  THAT 
ERFORMS  WIDE  OPEN 


IT  ALL  ADDS  UP  The  trading  efficiency  of  NASDAQ's  fully  electronic  marketplace 
more  accurately  represents  a  market  open  to  multiple  participants  and  allows  for 
open  competition.  In  addition,  everyone  has  greater  access  to  market  and  pricing 
information.  So,  investors  get  fairer  prices  and  companies  get  a  more  efficient  market. 
The  result  is  a  market  that  performs  wide  open. 


TRADE  UP 

NASDAq 


Fissrv. 


ERICSSON 


V^riSign' 


makes  no  representation  about  the  financial  condition  of  any  company.  Investors  should  evs  ipanies  carefully  before  investing.  Logos  are  trademarks  of  their  respective  companies. 

e  Nasdaq  Stock  Market,  Inc.  All  Rights  Reserved. 


IdeasTheWelchWay 


BY  JACK  AND  SUZY  WELCH 


Stop  the  B.S.  Budgets 


The  longer  I  work,  the  more  I  get  the  feeling  that  even  the  best 
people  waste  their  time  "delivering  the  budget."  I  guess  that  has 
to  happen,  but  the  whole  budgeting  process  just  seems  so 
senseless.  Your  opinion? 

-Anonymous,  Prague 

Senseless?  Not  really— counterproductive  is  more  like  it. 

Look,  some  form  of  financial  planning  is  obviously 
necessary:  Companies  have  to  keep  track  of  the  numbers.  But 
you're  on  to  something.  The  budgeting  process  as  it  currently 
stands  at  most  companies  does  exactly  what  you'd  never  want. 
It  hides  growth  opportunities.  It  promotes  bad  behavior— 
especially  when  market  conditions  change  midstream  and 
people  still  try  to  "make  the  number."  And  it  has  an  uncanny 
way  of  sucking  the  energy  and  fun  out  of  an  organization. 

Why?  Because  most  budgeting  is  disconnected  from  reality. 
If  s  a  process  that  draws  its  authority  from  the  mere  fact  that 
it's  institutionalized,  as  in:  "Well,  that's  just  the  way  it's 
always  been  done." 

Budgeting  doesn't  have  to  be  that  way.  But  before  we 
suggest  a  better  approach,  think  about  what's 
wrong  with  the  usual  process.  It  begins  in  the 
early  fall  when  people  in  the  field  start  the  long 
slog  of  constructing  the  next  year's  highly 
detailed  financial  plans  to  make  their  case  to 
the  company  brass.  The  goal  of  the  people  in 
the  field,  of  course,  is  unstated  but  laser-like: 
Come  up  with  targets  that  they  absolutely, 
positively  think  they  can  hit.  After  all,  that's 
how  they're  rewarded.  So  they  construct  plans 
with  layer  upon  layer  of  conservative  thinking. 

Meanwhile,  back  at  headquarters, 
executives  are  also  preparing  for  the  budget 
review,  but  with  exactly  the  opposite  agenda. 
They're  rewarded  for  big  increases  in  sales 
and  earnings,  so  they  want  targets  that  push 
the  limits. 

You  know  what  happens  next.  The  two  sides  meet  in  a 
windowless  room  for  a  daylong  wrestling  match.  The  field 
makes  the  case  that  competition  is  brutal  and  the  economy  is 
tough,  therefore  earnings  can  increase,  say,  just  6%.  The 
headquarters  people  look  surprised  and  perhaps  a  bit  irate; 
their  view  of  the  world  calls  for  the  team  to  deliver  14%. 

Fast-forward  to  late  in  the  day.  Despite  the  requisite 
groaning  and  grumbling,  the  budget  number  will  be  square 
in  the  middle— 10%— and  the  meeting  will  end  with  smiles 
and  handshakes.  Only  later,  when  both  sides  are  alone,  will 
they  crow  among  themselves  about  how  they  managed  to  get 
the  other  side  to  exactly  the  targets  they  wanted. 

114  I  BusinessWeek  I  June  26,  2006 


Replace  a 
mind- 
numbing 
ritual  with 
a  mind- 
expanding 
dialogue 


What's  wrong  with  this  picture?  First,  what  you  see:  ai 
orchestrated  compromise.  More  important,  what  you  dor 
rich,  expansive  conversation  about  growth  opportunities, 
especially  high-risk  ones.  That  conversation  is  usually 
missing  because  of  the  wrong-headed  reward  system 
mentioned  above.  People  in  the  field  are  paid  to  hit  their  <\ 
targets.  They  get  a  stick  in  the  eye  (or  worse)  for  missing  ! 
them.  So  why  in  the  world  would  they  ever  dream  big? 

They  won't  unless  a  new  reward  system  is  put  in  place 
in  which  bonuses  are  based  not  on  an  internally  negotiatu 
number  but  on  real-world  measures:  how  the  business 
performed  compared  with  the  previous  year  and  how  it  d  I 
compared  with  the  competition. 

WITH  THOSE  KINDS  of  metrics,  watch  out.  Suddenly,  budg«, 
can  change  from  a  mind-numbing  ritual  to  a  wide-rangin 
anything-goes  dialogue  between  the  field  and  headquarte 
about  gutsy  "what-if '  market  opportunities.  And  from  1 
talks  will  spring  growth  scenarios  that  cannot  really  be  a  \ 
budgets  at  all.  They're  operating  plans,  filled  with  mutual, 
agreed  upon  strategies  and  tactics  to  expan 
sales  and  earnings,  not  all  of  diem  sure  be! 
Of  course,  operating  plans  are  not  simpl 
wishing  and  fluff,  lacking  any  financial 
framework.  They  should  always  contain  am 
upside  number— the  best-case  scenario— a-j 
number  below  which  the  business  is  not 
expected  to  go.  The  main  point,  though,  is  | 
this  range  will  be  the  result  of  a  dialogue  a  I 
market  realities.  And  because  they're  part  (il 
conversation,  operating  plans  can  be  flexibij 
changing  during  the  year  with  market 
conditions  if  need  be. 

In  fact,  the  only  rigid  thing  about  this  foi  I 
budgeting  is  the  core  value  it  requires  of  am| 
organization:  trust.  Executives  have  to  belie 
that  people  in  the  field  are  giving  their  all  to  achieve  those! 
goals.  People  in  the  field  must  have  total  confidence  that  t  j 
won't  be  punished  for  not  reaching  "stretch  targets"  and 
be  willing  to  make  a  flat-out,  good-faith  effort  to  deliver.  \  I 
that  "contract,"  the  budget  dynamic  takes  on  a  whole  ne\  ( 

So  don't  give  up  on  budgeting  yet.  You're  right  to  be 
frustrated,  but  given  what  can  be  gained,  maybe  it's  time 
start  a  dialogue  about  changing  the  process.  Are  you  read  | 

Jack  and  Suzy  Welch  look  forward  to  answering  your  questions 
about  business,  company,  or  career  challenges.  Please  e-mail 
them  atthewelchway@businessweek.com.  For  their  week^  I 
podcast,  go  to  www.businessweek.com/search/podcasting.htm 
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an  integrated  wireless  network, 
new  laser  printers,  a  dozen  laptops, 
i  a  boatload  of  Treo™  smartphones  with  Bluetooth®  headsets:  $0 

(feeling  like  you  can  take  on  the  world:  priceless)  ^ 
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y  time  you  use  your  MasterCard  BusinessCardf  from  May  Ist  through  June  30th, 
you're  entered  for  a  chance  to  win  I  of  2  technology  makeovers? 


GET  WIRED  FOR  SUCCESS  -YOU  COULD 

WIN  A  TECHNOLOGY  MAKEOVER 
FOR  YOUR   SMALL   BUSINES' 

PUT  TOGETHER   BY  A  TECH    EXP"    * 
www.mastercardbusiness.com/techmak 


•Abbreviated  rules:  NO  PURCHASE  NECESSARY  TO  ENTER  OR  WIN.  PIN-BASED  &  INTERNATIONAL  TRANSACTI 

Begins  5/1/06.  12:00  01AM  Central  Time  ("CT")  &  ends  6/30/06.  11  59  59PM  CT  ("Promo  Period")  Open  to  legal  US 
BusmessCard  transaction  &  1  add  I  entry  per  MasterCard  BusmessCard  PayPass  tap  transaction  To  enter  without  dow 
&  words  "MasterCard  Get  Wired  Sweepstakes'  on  3"x  5"  paper  &  mail  to  be  reed  by  7/7/06  to:  Maste^Ca 
Limit  1  entry/envelope  Winners  selected  in  individual  monthly  random  drawings  from  all  eligible  entries  rectf 
6/30/06  Month  2  Purchase  dates  6/1/06-6/30/06.  Mail  reed  by  7/7/06  &  Drawing  7/31/06  (2)  Monthly  Pfi 
consult  services  or  (Option  2)  S50000  check  (Max  ARV  of  each  Option=S50.000|  Total  Max  ARV  df  all 


LE.  Purchasing  Will  Not  Increase  Your  Odds  of  Winning. 

/+.  During  Promo  Period  receive  1  entry  per  MasterCard 

,__jive  2  entries,  hand  print  name,  mailing  address,  age.  phone 

i  Sweepstakes.  RO   Box  16028,  Bridgeport.  CT  06673-6028. 

1:  Purcrrase  dates  5/1/06-5/31/06;  Mail  reed  by  6/7/06  &  Drawing 

ion  1 )  S40.000  for  small  business  tech  upgrade  S  up  to  (70)  hours  tech 

100.000  Odds  ol  winning  depend  on  number  ol  eligible  entries  reed  for 

MasterCard  International  Incorporated.  2000  Purchase  Street.  Purchase, 


applicable  drawing  Taxes  winners  responsibility  Void  where  prohibited  For  full  rules,  call  1  800  MC^SSIST.jSpBnsor-  MasterCard  International  Incorporated.  2000  Purchase  Street,  Purchase, 
NY  10577  Promoter  Pr0|ect  Support  Team.  Inc  ,  100  Mill  Plain  Road,  Danbury,  CT  0681 1/wwWprojectsupportcom  BLUETOOTH*  is  a  registered  trademark  of  Bluetooth  SIG.  Inc.,  and  use 
of  the  mark  by  MasterCard  International  Inc,  is  under  license  ©2006  MasterCard  International  Incorporated,  All  Rights  Reserved. 


Do  you  run  the  numbers? 
Or  do  they  run  you? 
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Go  on.  Be  a  Tiger. 
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_  o  with  it. 

To  see  how  Aeeenture  can  help  your  business  be  a 
high-performance  business,  visit  aceenture.com 


Consulting  •  Technology  •  Outsourcing 


accentur 

High  performance.  Delivers 
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